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Abstract

The separate identification of current and capital transfers was
introduced for the first time in the fifth edition of the Fund's Balance of
Payments Manual (Manual), thus harmonizing with the treatment of transfers
in the 1993 System of National Accounts (1993 SNA). Capital transfers are
now recorded in the capital account component of the balance of payments and
include debt forgiveness, migrants’ transfers, and other transfers, of which
investment grants is a significant category. This paper presents the
criteria for defining capital transfers and provides sources and methods of
compilation, and examples of treatment, as illustrated in the Fund’s Balance
of Payments Compilation Guide and Balance of Payments Textbook.

JEL Classification Numbers:
B41, F0O0, F35

1/ The views expressed in this paper are those of the author and do not
necessarily represent those of the International Mometary Fund.
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Summary

The separate identification of capital transfers in the balance of
payments accounts, introduced for the first time in the fifth edition of the
IMF Balance of Payments Manual (Manual), removed a major difference in
treatment between the balance of payments accounts and the national
accounts, as reflected in the System of National Accounts 1993 (1993 SNA).

The paper presents the criteria for defining capital transfers in the
Manual and distinguishing them from current transfers. The criteria are
based upon those in the 1993 SNA to the extent that they are applicable to
international transactions. The classification of transfers in the Manual,
however, is based upon balance of payments Importance and analytical needs.
A capital transfer in kind consists of the transfer of ownership of a fixed
asset or the cancellation of a liability by a creditor without any
counterpart being received in return. A capital transfer in cash consists
of the transfer of cash that the donor has raised by disposing of a fixed
asset or assets, or that the recipient is expected or required to use for
the acquisition of such an asset or assets. A current transfer is not
linked to, or conditional on, the acquisition or disposal of a fixed asset
or assets by one or both parties to the transaction. The saving, or income
and consumption possibilities of the donor, are reduced--and those of the
recipient increased--as a result of a current transfer, while a capital

transfer results in a change in the assets shown in the balance sheets of
both parties.

In the balance of payments, capital transfers are recorded in the
capital account component of the capital and financial account and are
classified first by those of general government and those of other sectors
of the compiling economy. Within "general govermment," "debt forgiveness"
and "other transfers" are the two categories specified; for "other sectors,”
the breakdown is "migrants' transfers," "debt forgiveness,” and "other
transfers." A significant category within "other transfers" for both
"general government" and "other sectors" is investment grants. Relevant
sections of the Fund’'s Balance of Payments Compilation Guide and Balance of
Payments Textbook provide guidance as to sources and methods of compilation,
and examples of the treatment of capital transfers.

Although a number of countries are engaged in the task of
distinguishing between current and capital transfers in the international
accounts, the paper notes that, as indicated by surveys conducted by the
Fund’s Statistics Department, much remains to be done before the two types

of transfers are successfully separated in the national and global balance
of payments accounts.
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I. Introduction

The separate identification of current and capital transfers was
introduced for the first time in the fifth edition of the Fund’'s Balance of
Payments Manual (Manual). The breakdown of unrequited transfers--hitherto
all treated as current--reflected the collective decision of national
balance of payments compilers, representing all the constituencies of the
Fund at the March 1992 meeting of compilers at Fund headquarters in
Washington, D.C. The two main factors that contributed to the decision were
(i) the objective of as complete harmonization as possible of the Manual
with the 1993 System of National Accounts (1993 SNA), and (ii) the growing
importance of debt forgiveness and its effect on current account balances of
both creditor and debtor countries.

II. The 1993 SNA Criteria for Defining Capital Transfers and
Classification of the Balance of Payments Accounts

Separate identification of capital transfers in the balance of payments
accounts removed a major discordance between the accounts and the
1993 SNA. 1/ The change also necessitated a reorientation of the former
capital account in the balance of payments. In the interest of further
harmonization with the 1993 SNA, the same terminology as that used in the
1993 SNA external transactions accumulation accounts was introduced in the
Manual--the capital and financial account--as the successor to the former
capital account. The capital account component consists primarily of
capital transfers (the other component being acquisition/disposal of non-
produced, nonfinancial assets); the financial account component is roughly
equivalent to the former capital account. The criteria for distinguishing
between current and capital transfers in the Manual are based upon those in
the 1993 SNA to the extent that the criteria are applicable for
international transactions. The Manual classification within each of the
two types of transfers, however, was determined on the basis of balance of
payments importance and analytical needs.

1. Criteria for defining capital transfers

The following are the 1993 SNA criteria (excerpts from 1993 SNA Chapter
10, The Capital Account) for defining capital transfers and distinguishing
between current and capital transfers upon which the Manual’s (refer to
Chapter XV and XVII) concepts are based.

1/ Another major item of discordance was eliminated as a result of the
1993 SNA, for the first time, including reinvested earnings from direct
investment as a component of property income.
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10.132.

10.133.

Transfers in cash and in kind may both be divided into
current and capital transfers as follows:

(a) A capital transfer in kind consists of the transfer of
ownership of an asset (other than inventories .and cash)
or the cancellation of a liability by a creditor,
without any counterpart being received in return;

(b) A capital transfer in cash consists of the transfer of
cash that the first party has raised by disposing of an
asset, or assets (other than inventories), or that the
second party is expected, or required, to use for the
acquisition of an asset, or assets (other than
inventories). The second party, the recipient, is often
obliged to use the cash to acquire an asset, or assets,
as a condition on which the transfer is made. Thus,
whether the transfer is made in cash or in kind, it
should result in a commensurate change in the financial,
or non-financial, assets shown in the balance sheets of
one or both parties to the transaction. A capital
transfer in cash serves a similar purpose to the actual
transfer of an asset in so far as it should lead either
to a decrease in the first party's assets or an iIncrease
in the second party’s assets, or both. Capital
transfers may also be distinguished by the fact that
they tend to be large and infrequent, but they cannot be
defined in terms of size or frequency. Their essential
characteristic is that they should involve the disposal
or acquisition of assets by one or both parties to the
transaction.

A current transfer reduces the income and consumption
possibilities of the first party and increases the income and
consumption possibilities of the second party. Current
transfers are therefore not linked to, or conditional on, the
acquisition or disposal of a tangible fixed asset or assets
by one or both parties to the transaction. Some cash
transfers may be regarded as capital by one party to the
transfer but as current by the other. For example, the
payment of an inheritance tax may be regarded as the transfer
of capital by the taxpayer but regarded as a current receipt
by government because it receives many such transfers.
Similarly, a large country that makes investment grants to a
number of smaller countries may regard the grants as current
transfers even though they are specifically intended to
finance the acquisition of capital assets. In an integrated
system of accounts, such as the 1993 SNA, it is not feasible,
however, to classify the same transaction differently in
different parts of the system. Accordingly, a transfer
should be classified as capital for both parties even if it
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10.134.

10.135.

10.137.

10.138.

involves the acquisition or disposal of an asset, or assets,
by only one of the parties.

There may be cases in which it is difficult to decide on the
evidence available whether to classify a cash transfer as
current or capital. When there is serious doubt, the
transfer should be classified as current rather than capital.
It should be noted, however, that the decision as to which
way to classify a transfer has important consequences for the
allocation of saving between sectors and subsectors, and
possibly between the economy as a whole and the rest of the
world. Other things being equal, a current transfer
increases the saving of the recipient and reduces that of the
donor, whereas a capital transfer does not affect the saving
of either party. If, therefore, cash transfers are
incorrectly classified between current and capital, the
saving behavior recorded for the units or subsectors involved
may be misleading for purposes of economic analysis and
policymaking.

A capital transfer in kind is recorded when the ownership of
the asset is transferred or the liability canceled by the
creditor. A capital transfer in cash is recorded when the
payment is due to be made. The transfer of a non-financial
asset is valued by the estimated price at which the asset,
whether new or used, could be sold on the market plus any
transport, installation or other costs of ownership transfer
incurred by the donor but excluding any such charges incurred
by the recipient. Transfers of financial assets, including
the cancellation of debts, are valued in the same way as
other acquisitions or disposals of financial assets or
liabilities.

Investment grants consist of capital transfers in cash or in
kind made by governments to other resident or nonresident
institutional units to finance all or part of the costs of
their acquiring fixed assets. The recipients are obliged to
use investment grants received in cash for purposes of gross
fixed capital formation, and the grants are often tied to
specific investment projects, such as large construction
projects. If the investment project continues over a long
period of time, an investment grant in cash may be paid in
installments. Payments of installments continue to be
classified as capital transfers even though they may be
recorded in a succession of different accounting periods.

Investment grants in kind consist of transfers of transport
equipment, machinery and other equipment by governments to
other resident or nonresident units and also the direct
provision of buildings or other structures for resident or
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10.139.

10.140.

10.141.

nonresident units. These may be constructed by enterprises
owned by the donor government or by other enterprises that
are paid directly by the donor government. Investment grants
do not include transfers of military equipment in the form of
weapons or equipment whose sole function is to fire such
weapons, as these are not classified as fixed assets.

Taxes on capital transfers (are included under capital
transfers). These consist of taxes on the values of assets
transferred between institutional units (and nonresidents).
They consist mainly of inheritance taxes, or death duties,
and gift taxes....

Other capital transfers consist of all capital transfers
except capital taxes and investment grants. One notable
category included here is the cancellation of debt by mutual
agreement between the creditor and the debtor. Such a
cancellation is treated as a capital transfer from the
creditor to the debtor equal to the value of the outstanding
debt at the time of cancellation. It includes the
cancellation of debt owned by nonresidents to residents, and
vice versa.

However, the writing off of debt is not a transaction between
institutional units and therefore does not appear either in
the capital account or the financial account of the System.
If the creditor accepts such a write off or default, it
should be recorded in the other changes in the volume of
assets account of the creditor and the debtor. Provisions
for bad debt are treated as book-keeping entries that are
internal to the enterprise and do not appear anywhere in the
System. The unilateral repudiation of debt by a debtor is
also not a transaction and is not recognized in the System.

Capital transfers may take various other forms, of which some
examples are given below:

(a) Major payments in compensation for extensive damages or
serious injuries not covered by insurance policies. The
payments may be awarded by courts of law or settled out
of court. They may be made to resident or nonresident
units. They include payments of compensation for
damages caused by major explosions, oil spillages, the
side effects of drugs, etc.;

(b) Legacies or large gifts inter vivos, including legacies
to NPIs;

(c) Exceptionally large donations by households or
enterprises to NPIs to finance gross fixed capital
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formation. For example, gifts to universities to cover
the costs of building new residential colleges,
libraries, laboratories, etc.

2. Classification of capital transfers in the balance of payments

The primary basis for classifying capital transfers in the Manual
(in the list of standard balance of payments components) is a distinction
between those of general govermnment and those of other sectors of the
compiling economy. Within general government, debt forgiveness and other
transfers are specified; the breakdown for other sectors is migrants’
transfers, debt forgiveness, and other transfers. A significant category
within other transfers for both government and other sectors is investment
grants.

Relevant sections from the Balance of Payments Compilation Guide
(Guide) and the Balance of Payments Textbook (Textbook), as to sources and
methods of compilation, and examples of the treatment of capital transfers,
are covered in 3. and 4. below. Concerning the distinction between sectors-
-general government and other sectors--general government includes transfers
between the compiling economy's government and foreign governments, and
transfers between the compiling economy’s government sector and nonresident
nongovernment entities. Transfers between the compiling economy’s
nongovernment entities and foreign governments are classified as other
sector transfers, not as those of the government sector.

3. Guidance from the Guide

Chapter XV of the Guide provides suggestions for the compilation of
capital transfer items, particularly the following sections of that Chapter.

654. Table 15.1 shows the primary types of capital transfers and
summarizes sources and methods that could be used to compile appropriate
entries in the balance of payments. A subsequent section of this chapter
provides further details on data sources and methods.
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Table 15.1 Compilation of Capital Transfer Items

Itenm

Number | Description Source and Method of Compilation

x401 General government

x402 Debt forgiveness Data on credits and debits should be available
from official sources, such as records of the
debt management office.

x410 Other transfers

Investment grants For the donor country (debits), data should be
available from official records. For the
recipient country (credits), data could be
available from official records, partner country
data (surveys of embassies and international
institutions), or DAC data. Data on the cash
component could also be available from an ITRS.
Other capital transfers Data could be available from official records

or, for transfers in the form of cash, from an
ITRS.

x430 Other sectors

x431 Migrants' transfers Data on amounts of cash transferred could be
available from an ITRS. Data on goods
transferred could be available from ITS.
Alternatively, these data, as well as
information on migrants' external assets and
liabilities, could be obtained from surveys of
migrants. Partner country are another source of
information, particularly in the case of debits.
ES of banks and other financial institutions are
other possible sources.
Entries recorded under migrants'’ transfers
should equal the net worth of migrants at the
time of their migration.

x432 Debt forgiveness Data could be obtained from surveys of
enterprises with external assets and liabilities
or from a supplement to an ITRS.

x440 Other Data could be available from an ITRS or from

surveys of enterprises—particularly private aid

agencies,
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Data Sources

655. For capital transfers involving the compiling country’s general
government sector, the preferred source of information—for both debits and
for credits—will typically be official records (described in chapter 8).
However, surveys of embassies and international institutions and DAC data
could be used, either as primary sources or as checks on official data 1/,
in the compilation of certain credit entries.

656. Migrants’ transfers are among the more difficult items to record
correctly in the balance of payments. (The balance of payments treatment of
migrants’ transfers is outlined in paragraphs 663-665.) Often, such
transfers can be measured properly only by use of information from several
sources. Information on cash transferred by migrants could be obtained from
an ITRS or from ES of banks and other financial institutions. Information
on goods transferred by migrants could be obtained from ITS. Financial
assets and liabilities (such as bank accounts retained in migrants’
countries of origin) not actually transferred at times of migration are
often difficult to measure. Compilers in some countries conduct, at least
on an ad-hoc basis, surveys of immigrants to measure these items. Compilers
in migrants' countries of origin may be able to review bank records and
similar documents to detect changes of address indicating migration.
Alternatively, balance of payments statistics of partner countries could be
analyzed. 2/

657. For debt forgiveness associated with other sectors, an enterprise
survey of the principals involved could be a source of information. 1In
countries that use ES to measure transactions in, and stocks of, external
assets and liabilities, a question relating to debt forgiveness could easily
be included. Alternatively, information could be obtained via a supplement
to an ITRS. However, use of an ITRS would presume that relevant enterprises
are aware of the obligation to provide information on what constitutes
noncash transactions.

658. Significant other capital transfers of the nongovernment sector
are likely to be relatively few in number and fairly easy to identify.
Information on those involving cash could be obtained from an ITRS or,
alternatively, the principals involved in those transactions could be
surveyed,

1/ Surveys of embassies and international institutions are described in
chapter 9, paragraphs 380-383, and DAC data are described in chapter 9,
paragraphs 388-390,

2/ Because of data collection problems, many countries limit measurement
of migrants’ transfers to cash and goods actually transferred. This
practice is not consistent with BOP requirements. Countries are encouraged
to make, even if only on an infrequent basis, more comprehensive
measurements and to assess the significance of differences between limited
and comprehensive measures.
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Estimation in the Absence of Data

659. For most capital transfer entries, it should be possible to obtain
source data of high quality. However, for some items (most notably,
migrants’ transfers), it may be necessary to develop estimates by using data
models.

660. Migrants' transfers can be estimated by multiplying numbers of
migrants by per capita estimates of net worth. Information on numbers of
migrants should be available from migration statistics, which are discussed
in chapter 7. Data on the net worth of migrants could be obtained from
periodic benchmark studies based on the types of sources described in
paragraph 656. These benchmark estimates could be adjusted for inflation,
exchange rate variations, and any other relevant factors. Development of a
data model for estimating migrants’ transfers is comparable to that of the
worker remittance data model described in paragraphs 639-640 of the previous
chapter.

Extrapolations and Projections

661. When timely data are not available, estimates of transfer items
will have to be extrapolated on the basis of historical trends and any other
relevant information that may be available. For example, changes in numbers
of migrants could be used to extrapolate migrants’ transfers. The compiler
should exercise caution in extrapolating certain other capital transfer
items as many—in particular, debt forgiveness—exhibit “lumpy” behavior over
a period of time. 1In these cases, the compiler may prefer to obtain actual
data on significant transactions.

662. For projections, the compiler could use historical trends and
supplementary information (obtained from principals) on significant
transactions that are expected. For example, the compiler should consider
budgetary forecasts for projections of certain components of official
transfers, such as investment grants. Also, any changes in government
policy (for example, a decision to restrict the number of immigrants in
future) that may affect capital transfer items should be considered when
projections are developed.

Balance of Payments Treatment of Migrants’ Transfers
663. The following example illustrates the balance of payments
treatment of migrants’ transfers. A resident of country B migrates to

country A. Immediately prior to migration, this person’s assets and
liabilities consist of:
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Assots Liabilities
Bank account in country B 100 Loan from bank in country B 125
Goods 200
Shares in enterprise in country B 50 Net worth 250
Bonds issued by enterprise in country C _25

Total liabilities 375

Total assets 375 and net worth

664. At the time of migration, the person transferred funds (in the
form of foreign exchange) from the bank account in country B to a bank
account in country A and moved the goods from country B to country A. For
the period in which the migration occurred, the following entries would be
required in the balance of payments of country A:

Crodit Dabit
Current account—goods .. 200
Capital account-migrants’ tranafers 250
Financial account
Portfolio investment—assets
Equities . 50
Bonds e 25
Other investment
Assets—currency and deposits N 100
Liabilities-loans 125

665. The value of the migrant transfer entry is equal to the net worth
of the migrant at the time of migration. In the balance of payments of
country A, entries are recorded for the migrant’s holdings of shares in
country B and bonds in country C and for the migrant’s loan from the bank in
country B; the entries are recorded even though these assets and liabilities
did not generate any actual transfer of funds to country A at the time of
migration.

4, Textbook tips

Chapter VII of the Textbook deals with transfers. In the excerpts
below, capital transfers are discussed, including examples with balance of
payments entries.

a. Debt forgiveness

438. Unless the cancellation of a debt occurs by mutual agreement of
debtor and creditor, the cancellation is not a capital transfer; the write-
off of debt reflects a capital loss, which is not recorded in the balance of
payments.
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For example, in 1988, the government of Clintonstan extended a long-
term loan of 100 units to the government of Algornia and a long-term loan of
200 units to an enterprise in Bushland. 1In 1989, the Clintonstan government
agreed to the request of the Algornian government for forgiveness of one
half of the loan. In Bushland, the deteriorating economic situation led to
the bankruptcy of the enterprise that had borrowed from Clintonstan's
government. The Clintonstan government subsequently recorded repayment of
one half of the loan made to Algornia and wrote off, as a bad debt, the loan
made to Bushland.

Clintonstan’s balance of payments statement for 1988 and 1989 would
show the following entries:

Statement for 1988 Credit Debit
Other investment

Assets - loans - general government 300
Reserve assets 300
Statement for 1989 Credit Debit

Capital transfers
General government

Debt forgiveness 50
Other investment
Assets - loans - general government 50

The forgiveness of one half of the 100-unit loan in 1989 is shown as a
partial repayment of that loan, and an offsetting entry is shown under
capital transfers. The write off of the 200-unit loan represents a capital
loss that should not be recorded in the balance of payments statement.
However, the capital loss would be reflected in the market value of the
stock of loan assets shown in the IIP as of December 31, 1989.

b. Migrants' transfers

439. In the BPM, migrants are defined as individuals (other than
students; medical patients; or diplomatic, military, or similar personnel)
who move to new countries and are expected to remain in the new countries
for at least one year. The term migrants’ transfers refers to the household
and personal effects and the financial claims and liabilities transferred by
migrants from former to new countries. In the strictest sense, these
transfers are not transfers between two parties, but are contra-entries to
the flow of goods between economies and changes, which arise from migration,
in the financial items of economies. These contra-entries are equal to the
net worth of migrants.
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440. The value of the household and personal effects of migrants and
the movable capital goods that they actually transfer to new countries are
recorded as transactions in goods, and offsetting entries are made under
migrants' transfers. Migrants’ financial claims on or liabilities to
countries of former residence, (for example, bank deposits, shares, bonds,
and loans extended or received) are recorded under various components of the
financial account; offsetting entries are made under migrants’ transfers.
Land and structures owned by migrants and located in former countries of
residence and movable capital goods not transferred by migrants to their new
countries are treated, according to conventions presented in the BPM, as
financial investments made by migrants in notional enterprises that own
these assets. In the balance of payments statements of the countries to
which the migrants have migrated, these financial investments are recorded
as increases in direct investment abroad, and offsetting entries are made
under migrants’ transfers. A migrant’s claims on or liabilities to
residents of the country to which he or she has moved are treated, in the
balance of payments of that country, as if the external claims (liabilities)
have been extinguished.

A resident of Domestica is migrating to Essendonia. At the time of
migration, this person has the following assets and liabilities:

Assets
Household effects 200
Automobile 100
Jewelry 50
Bank deposit and Domestica 30
Bank deposit in Essendonia 60
Bonds issued by the government
of Domestica 110
Real estate in Domestica 300
Real estate in Essendonia 150
5% of the shares of an enterprise in
Daniherland 70
Total Assets 1070
Liabilities
Consumer loan received from a
bank in Domestica _40
Net Worth 1030

The balance of payments statement of Domestica should reflect the
following entries (Essendonia’s balance of payments statement would show
reversed entries):
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Credit Debit
Goods 350
Capital transfers - other sectors
Migrants’ transfers 1030
Direct investment
Abroad (Essendonia) - equity capital 150
In reporting economy (Domestica) -
equity capital 300
Portfolio investment
Assets - equity securities -
other sectors 70
Liabilities - debt securities -
bonds - general government 110
Other investment
Assets - currency and deposits -
other sectors 60
Assets - loans - banks 40
Liabilities - currency and deposits -
banks 30

The goods entry represents the value of the migrant’s personal
effects. The net worth (assets less liabilities) of the migrant (1,030
units) is shown under migrants’ transfers. The financial account entry
under direct investment abroad shows a decrease in Domestica’s direct
investment capital abroad and reflects the fact that the Essendonian real
estate is now owned by a resident of Essendonia rather than of Domestica.
The entry under direct investment in Domestica shows an inflow of direct
investment capital, because Domestican real estate is now owned by a
resident of Essendonia rather than of Domestica. The equity securities
entry under portfolio investment shows a decrease in external assets
consisting of shares in the enterprise in Daniherland. The entrxry for bond
liabilities of the general government indicates that bonds issued by the
Domestican government are mow owned by a nonresident and therefore represent
liabilities of Domestica to Essendonia. The entry under other investment
for the deposit assets of other sectors reflects a decrease in Domestica’s
deposits with nonresident banks because these deposits are now owned by a
nonresident. The entry for the loan assets of banks shows an increase in
external assets and reflects the fact that a loan formerly owed by a
resident is now owed by a nonresident. The entry for the deposit
liabilities of banks shows an increase in external liabilities of banks.

c. Other capital transfers

442. Other capital transfers relate mainly to investment grants.
Investment grants are used for adding to or financing the gross fixed
capital formation of the recipient economy. For example, an investment
grant could comprise financing provided through a foreign aid program for
the construction of a dam. Although grants for large capital projects may
be paid in installments over extended time periods, each installment is
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recorded as a capital transfer. General grants made to foreign governments
and used for purposes other than financing capital investments are recorded
as current, rather than capital, transfers. Inheritance taxes, gift taxes,
other taxes on the transfer of assets, and compensation payments (other than
those resulting from insurance claims) are also recorded as other capital
transfers. Transfers of military equipment that also has civilian uses are
recorded as other capital transfers.

ITI. Summary and Conclusions

1. Some degree of priority should be assigned by balance of payments
compilers to improve the coverage of transfers and to distinguish between
current and capital transfers.

2. Cooperation and interaction, on the national level, with national
accounts compilers--for whom the distinction between current and capital
transfers is important for measuring income, consumption, and savings and
for analytical purposes--should be a promising approach to facilitate the
separate identification of capital transfers in the international accounts.

3. Exchanges of data and discussions (to the extent feasible) between
partner countries involved with capital transfers such as debt forgiveness
and investment grants--and perhaps migrants’ transfers--may be helpful for
identifying and valuing such transfers.

4. Data from official national agencies and from Development Assistance
Committee (DAC) statistics on grants and other disbursements, together with
aid flow data obtained from surveys of foreign embassies and international
organizations often are valuable sources for obtaining capital (and current)
transfer statistics. (The Guide provides information and model forms
concerning the gathering of these data and techniques for adjusting DAC
statistics to conform to balance of payments concepts and other
requirements.)

3. The above suggestions may necessitate in some instances, changes in,
and/or supplements to, existing data collection methods in some countries.
Such changes should (of course, within resource constraints) be supported by
compilers.

6. Although it may be difficult to separately identify or classify certain
transfers, especially cash transfers, as current or capital, such difficulty
certainly is not unique to the transfer component of the balance of
payments. The 1993 SNA and Manual suggest that when there is serious doubt
as to classification, the transfer should be classified as current rather
than capital. However, as noted in the 1993 SNA excerpt in II,l., incorrect
classifications will affect the allocation of saving between the compiling
economy and the rest of the world. Therefore, "serious doubt" should not be
applied as a blanket escape hatch to avoid efforts to correctly classify
transfers, but rather as a last resort.
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7. Hopefully, the Guide and the Textbook, together with the Manual and
1993 SNA, will assist compilers in the difficult task of distinguishing
between current and capital transfers, through the clarification of the
concepts involved, through suggested sources and methods of compilation, and
through selected examples of proper recording of transfers in the balance of
payments accounts. As is evident from the Appendix, however, there is a
long way to go before practical implementation can meet conceptual
requirements.
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- 15 - APPENDIX

Collecting Data on Transfers and

Distinguishing Current and Capital Transfers 1/

Most respondent countries collect some data on transfers. They view
the distinction between current and capital transfers, however, as often
being hard to draw in practice. Nonetheless, they are exploring ways to
improve their coverage of transfers and to obtain the data needed to comply
more fully with the guidelines.

Among industrial countries, the Netherlands pointed out that the
distinction between current and capital transfers is often difficult to make
in practice because of insufficient information on the recipient’s use of
the transfer. Under such circumstances, the Netherlands compilers routinely
consider the transfer to be a current one. A few of the industrial
countries are exploring ways to improve their coverage of transfers.
Australia reported that its estimates on transfers are currently categorized
under official and nonofficial transfers; nonetheless, it is examining the
feasibility of designing a survey to collect information on current and
capital transfers. Japan, which currently collects data on most transfers,
with debt forgiveness being a notable exception, plans to seek new
regulatory authority to permit the expanded coverage. Other industrial
countries are reviewing methods specifically to collect information on debt
forgiveness, particularly debt forgiveness involving banks and other
nongovernmental institutions. Not all industrial countries receive their
information directly from the parties to a transfer. New Zealand, for
example, develops most of its data on transfers from modeling, although
information on government transfers is obtained from survey results,

Few developing countries now distinguish current from capital
transfers. Moreover, they appear divided over whether such a distinction
could meaningfully be made in the near future. Some asserted that it would
be particularly difficult to obtain reliable data on investment grants,
migrants’ transfers, workers' remittances, and humanitarian aid. Others
suggested, however, that some of the needed data could be found in records
of foreign exchange transactions and other sources. The Philippines, for
example, acquires data on transfers using reports of commercial banks on
foreign exchange acquisition and disposition as well as reports of donor
countries. Detailed breakdowns, such as of investments grants, are not now
made. Jamaican compilers reported that they obtain information on official
transfers on an annual basis from government sources. In addition, they
glean information on cash gifts, grants, and other private transfers from
foreign exchange forms filed on a monthly basis by financial institutions.
They conceded that non-cash private transfers are difficult to capture but
pointed out that they survey relevant organizations annually and that

1/ "Implementing the Fifth Edition of the Balance of Payments Manual - A
Report on Progress Made by Selected Countries," IMF Statistics Department,
1995, pp. 11-12.
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additional information on gifts in kind can be obtained from customs
declarations. Authorities in the Czech Republic stated that they plan to
modify their transaction codes to produce more complete data on current and
capital transfers. More generally, however, few developing countries appear
to assign a high priority to expanding reporting on transfers.
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