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FOREWORD

This third edition of the Balance of Payments Manual, like its predecessors, the 1948 and
1950 editions, constitutes the basis for regular reports of balance of payments data to the Inter-
national Monetary Fund. This edition, however, not only defines and describes the content of the
categories employed but also attempts to explain their rationale. In particular, the introductory -
sections have been elaborated to describe more fully the basic concepts and accounting prin-
ciples that are common to the balance of payments and the other social accounts. With these
amendments, the Manual has become as much an introduction to the principles of balance of
payments accounting as a guide to reporting.

For the sake of theoretical completeness, the material covers a number of minor points that
are usually of little or no significance for reporting. Such material, which often appears in small
type or is identified by using the phrase ‘‘in principle’’ to introduce it, may generally be dis-
regarded in compiling reports. Indeed, the whole of this Manual should be applied flexibly. As
stated in the Foreword to the earlier editions, the character and relative importance of different
categories of items vary widely from country to country, and the difficulty of obtaining a particular
type of information must always be weighed against the relative need for it in analyzing the inter-
national position of the country concerned.

While retaining the basic principles of its predecessors, this third edition of the Manual in-
troduces a number of changes in classification and presentation, of which the following are the
most important. First, the categories of the accounts for goods and services and for transfer pay-
ments have been rearranged, and their definitions have been modified in various minor respects
mainly in order to coordinate the Manual more closely with the UN and OEEC Systems of National
Accounts. Second, the capital account has been reorganizedto introduce a more detailed classifi-
cation of changes in foreign assets and liabilities by sector. The previous sector for official and
banking institutions has been divided into central government, central monetary institutions, and
other monetary institutions; local governments, which formerly were part of the private sector,
are now shown as a separate sector. At the same time, the formal distinction between long-term
and short-term capital, which varies in significance for the different sectors, has been de-
emphasized. These changes have been made mainly to integrate the balance of payments data with
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sector finance statistics (and, in particular, with the monetary survey section on the country pages
in the Fund’s International Financial Statistics), which have shown a remarkable development
during the last decade. Third, certaintechnical changeshave been introduced in the classification
of the balance of payments by countries and areas., The classification has been made more relevant
for economic analysis and, at the same time, has been made to conform more closely to the
statistics that are likely to be available.

In carrying out the revisions of the Manual, the Fund staff has had the benefit of the advice of
the experts inother international organizations and in member countries. Their active cooperation
during the drafting of this edition has resulted in many improvements in the presentation and
descriptions, and the Fund staff would like to express its appreciation to all those who contributed
to the preparation of this new version.

July 1961
Washington, D. C.

iv



CONTENTS
(References in parentheses are to paragraphs)
Page

UNDERLYING PRINCIPLES . . . o o o v v ¢+ o 0 86 6 0 s 60060 e ooesoosaceocs 1
Concept of economic transactions; rules of credlt and deblt (2-5)
Provisional definition of balance of payments (6-7)
Definition of residents (8-17)
Economic transactions entering the balance of payments (18-20)
Imputed transactions (21-24)
Exceptions to the resident-foreigner principle (25-33)
Changes in valuation and coverage; migrants’ transfers (34-37)
Final definition of balance of payments (38)
Difference from record of exchange transactions (39-43)
The balance of payments and other social accounts (44-55)
The balance of payments and UN standards for external trade statistics (56=57)
Regional classification of the balance of payments (58-60)

GLOBAL BALANCE OF PAYMENTS SUMMARY . . . ¢ ¢ o ¢ s o e s s s o s 0 a0.soo 20
Table A. Global Balance of Payments Summary . . . . « ¢« o o « « e o s o o0 o0 o o 20

BASIC METHODOLOGY . .. ... . 2
General description of schedule (61 62)
Major classification (63-64)
Double-entry system; errors and omissions (65-69)
Rationale of detailed categories (70-85)
Problems of classification (86-96)
Problems of valuation (97-99)
Problems of conversion (100-105)

GENERAL INSTRUCTIONS . . . . ¢ s o v o v o s 0o s o o s o 0 o0oosessess 3B
Introduction (106)
Reports requested (107)
Definition of residents (108)
Valuation unit (109-11)
Explanatory notes and symbols (112-15)

GOODS, SERVICES, AND TRANSFER PAYMENTS . . . ¢ « ¢ s o ¢ ¢ ¢ s s 0 s e sas. 38

MERCHANDISE TRANSACTIONS . . ¢ ¢ ¢ v ¢ e e o o6 s s s+ s s s s s s oosees 38
General NotetoTable I . .. . ... 00 eevooosacoocooososssss 38
Goods crossing customs frontiers without change of ownership (119-23)
Transactions in goods not passing customs frontiers (124-25)
Adjustments to exports and imports (126~36)
Net balance on merchandise transactions abroad (137)
Table I. Merchandise Transactions . . . . ¢ e v ¢t e e v e 0 00 0oeeees. 44
NotestoItemsinTableI ........c0c0e0teeceeveoecooocssass 45

NONMONETARYGOLD . . . vt vttt v v oo oo ovesoseosesoseeeeess b4
General Note to Tables II(a) and II(b) . . . ¢ e o o « v o o 0 e e = ¢ e o e o oo+ 54
Table II(a). Nonmonetary GOld . . . ¢ v v v o e o o o o o s o o oo oo ovens 58
Table II(b). Nonmonetary GOId . . . v v v v v v v v v o o o o o v o s o onsooe 59
Notes to Items in Tables II(2) and II(b) « . v o o o« v « o o o o o o « o 0 s o 0 o s 60

Table II(a) (172-80)
Table O(b) (181-91)



CONTENTS
(References in parentheses are to paragraphs)

FREIGHT AND INSURANCE ON INTERNATIONAL SHIPMENTS AND

OTHER TRANSPORTATION . .

General Note to Tables III. A and III. B

Table II. A. Freight on International Shipn.ttents

Notes to Items in Table OI.LA . .

Freight on F, O, B, Basis (208-11)

Freight on C.I. F, Basis (212-16)
Table III. B. Insurance on International Shipments

Notes to Items in Table II.B . . . .
Insurance on F, O, B. Basis (219—23)
Insurance on C.I, F. Basis (224)
Simplified Treatment of Insurance (225-26)

Table IV, Other Transportation
Notes to Items in Table IV ,

TRAVEL . ... ....
Table V. Travel
Notes to Table V

© 0o o o e o
e 0o 0o o & o o+ o

e s o o o s o

INVESTMENT INCOME , .. .. ..
General Note to Table VI . . . .
Table VI, Investment Income .
Notes to Items in Table VI .

GOVERNMENT TRANSACTIONS, NOT INCLUDED ELSEWHERE,

OTHER SERVICES .

General Note to Tables VI[ and VIII
Table VII. Government Transactions, Not Included Elsewhere

Notes to Items in Table VI
Table VIII. Other Services
Notes to Items in Table VIII

PRIVATE TRANSFER PAYMENTS . . .

General Note to Table IX .. . .

Table IX, Private Transfer Payments

Notes to Items in Table IX . . . . .

General Note to Tables I, A, III, B, and IV

« o+ o

e o e o

.« .

e o o o e

e 0o e o

CENTRAL GOVERNMENT TRANSFER PAYMENTS . . .
General Noteto Table X . .. ... ..

Table X. Central Government Transfer Payments

Notes to Items in Table X . . . .

CAPITAL ACCOUNT .....

Definition of sectors (339-43)

e e e o o

General Note to Tables XI-XVI P

Principle of sector attribution (344-48)
Subclassification by foreign sector (349)

Long-term and short-term capital (350-52)

Direct investment (353-54)
Gross or net recording (355)

Miscellaneous problems of coverage and timing (356-59)

Valuation principle (360-65)

vi

o o e o o

e © o o o

e o e o

Page
66
66
68
71

74
75

78
79

82
83
84

86
87

89

90
91

97

101
101
102
103

. 105

105
106
107

110
110



CONTENTS
(References in parentheses are to paragraphs)

PRIVATE LONG-TERM FOREIGN ASSETS AND LIABILITIES . . ... ... ....

General Noteto Table XI . . . . v . v v 0 v o v oo o e o s e e .
Direct and portfolio mvestment (367-69)
Direct investment enterprises (370-73)
Investment in direct investment enterprises (374-76)
Capital in associated enterprises (377)
Table XI. Private Long-Term Foreign Assets and Liabilities . . . . .

Notes to tems in Table XI .. ... . o e s e o e e e e e e e e e e e

PRIVATE SHORT-TERM FOREIGN ASSETS AND LIABILITIES ... ..
General Noteto Table XITT . . . . . ¢ v v o . v o e e

Table XTI, Private Short-Term Forelgn Assets and L1ab111t1es e o e e s e e

Notes to tems inTable XII . ... ... .. « e 6 6 s s s 0 s w0 s

LOCAL GOVERNMENT FOREIGN ASSETS AND LIABILITIES . . . . . . . . .

General Note to Table X0 . . . ..
Table XIII. Local Government Forelgn Assets and L1ab111t1es o e i e e

Notes to Items in Table XOII . ... .. e e e s e o s s o o 0 o« e e s e

CENTRAL GOVERNMENT FOREIGN ASSETS AND LIABILITIES ... ...

General Note to Table XIV ., . . . .. .. . e e e e s et e
Table XIV., Central Government Foreign Assets and L1abiht1es e e o

NotestoItemsinTable XIV . . . . . ¢ e v v v v o«

GOLD HOLDINGS AND FOREIGN ASSETS AND LIABILITIES OF
CENTRAL AND OTHER MONETARY INSTITUTIONS o e s e e s e

General Note to Tables XVand XVI . ... .. e et e o e e s e e e e e

Table XV, Gold Holdings and Foreign Assets and Llabllities

of Central Monetary Institutions , ... ... e o v s s s s e e
Table XVI. Gold Holdings and Foreign Assets and Llabihtles

of Other Monetary Institutions .. ... .. ... .. o e e e e e e e
Notes to Items in Tables XVand XVI .. ... ... e e s e s s e s e o o .

Monetary Gold (430-31)
Foreign Assets (432-44)
Foreign Liabilities (445-50)

REGIONAL BALANCE OF PAYMENTS SUMMARY . v & v v o 0 « « s o o « o o o
General Note to Table B. . ... .. e o 6 s o t s o o 8 e e e ee e

Principles for regional classification (453-59)

Allocation of various types of transaction (460-70)

Adjustment to financial flows basis (471-88)

Multilateral settlements (489-93)

Multilateral settlements and adjustments for financial flows (494-95)

Table B. Regional Balance of Payments Summary ... ... .. oo e
Notes to Items in Table B ., . . . ..
Supplement to Table B, Regional Classmcatmn of Merchandise . .. ..
Notes to Items in SupplementtoTable B . . . . . . ¢ . ¢ v ¢ 0o v v o . ..

INDEX . .. ....00eee.non et s o e e s e e e e e s e e e e

vii

e e o o

e o o o

122
123

127
127

. 128
. 129

131
131
132
133

135
135

136

137

. 139
. 139

142

143
144

148
148

162
165
172

. 173

.. 179






UNDERLYING PRINCIPLES

1. The balance of payments is part of a larger system of social accounts recording the eco-
nomic activity of an economy and its various sectors. The social accounts relate to economic
transactions not only within the domestic economy but also between the domestic economy and
the rest of the world. They include, in addition to the balance of payments, the traditional na-
tional income and product statements, for which international standards are laid down in the
systems of national accounts of the United Nations (UN) and the Organization for European
Economic Cooperation (OEEC), and the statements of changes in financial assets and liabilities
of the sectors of an economy which exist in many countries. The two latter types of statement
are often combined into an integrated system of national accounts. This revised edition of the
Balance of Payments Manual takes account of recent developments in the other social accounts
and, inparticular, hasbeen coordinated with the UN and the OEEC standards for national accounts,
both of which have become available since the first and second editions of this Manual were issued.
An effort has also been made to arrange the capital account of the balance of payments in such a
way that it canbeused in combination with statements of changes in financial assets and liabilities
of the sectors of an economy.

(1) Concept of economic transactions; rules of credit and debit
2. A common characteristic of the social accounts is that they cover economic transactions
between economic units. Unlike the other social accounts, however, the national accounts also
include some accounting transfers within economic units, as discussed below (paragraph 5).
An economic transaction occurs when an economic value is provided by one economic unit to
another; economic values are goods and services, and financial items (see definition in para-
graph 19). Sometimes economic values are exchanged against one another, and sometimes they
are provided or acquired without a quid pro quo. Accordingly, five basic types of economic
transaction may be distinguished:
a. Purchases and sales of goods and services against financial items, i.e., the interchange
of goods and services against claims and monetary gold;
b. Barter, i.e., the intei'change of goods and services against other goods and services;
c. The interchange of financial items against other financial items, e.g., sales of se-
curities against money, or the repayment in money of commercial debts;
d. The provision or acquisition of goods and services without a quid pro quo, e.g., under
grants in kind;
e. The provision or acquisition of financial items without a quid pro quo, e.g., in payment
of taxes or as a gift.



3. The social accounts have common rules of credit and debit for recording economic trans-
actions. Credit entries are made for the provision of goods and services or of financial items,
whether they are sold, bartered, or furnished without a quid pro quo; debit entries are made for
the acquisition of goods and services or financial items, whether these items are purchased,
obtained by barter, or acquired without a quid pro quo. For the first three types of transaction,
the rules immediately result in equal credit and debit entries. For the two remaining types, a
credit entry for goods and services or financial items is matched by a debit entry for a transfer
payment, and vice versa. (In earlier editions of this Manual, the term ‘‘donation’’ was used in-

stead of ‘“transfer payment.’’)

4. The credit and debit aspects of economic transactions are often referred to as flows,
particularly in systems of national accounts. In this Manual, however, the term ‘‘transaction’
is usually used even when only one aspect of a transaction is being considered. Accordingly,
the Manual distinguishes only three basic types of transaction, i.e., transactions in goods and

services, transfer payments, and transactions in financial items.

5. In addition to economic transactions, national accounts include certain transfers from one
account to another within the same economic unit, e.g., for changes in inventories and depreciation
of fixed capital. An increase in inventories of an enterprise, for example, is entered as a credit
(a sale) to its production account and as a debit (a purchase) to its capital formation account.
The border line between such internal accounting transfers and economic transactions (external
flows) is to some extent determined by the definition of economic units, and some flows that are
internal to a decision-making economic unit (say the use by afarmer of his ownproduct for con-
sumption) are usually interpreted in the national accounts as transactions between two func-
tional units (say his farm and his household). The balance of payments records only t.ransactions

between economic units, but some of these transactions may be regarded as internal accounting

transfers within a single decision-making unit (say a direct investment company) which for
balance of payments purposes is divided into two or more functional units (say a head office and
a branch). The national accounts, however, include some accounting transfers that are internal
even to functional economic units in addition to economic transactions as here defined, in par-

ticular, transfers between production and capital formation accounts.

(2) Provisional definition of balance of payments

6. The balance of payments of a country may tentatively be defined as a systematic record of
the economic transactions during -a given period between its residents and residents of the rest
of the world, for convenience referred to as foreigners or sometimes, for greater clarity, as
nonresidents. This simple definition, however, is subject to a number of qualifications and
exceptions, which are stated in the following sections, and a more precise formulation of the

definition appears in paragraph 38.



7. The term ‘‘resident,”” where used in this Manual without qualification, means resident .
of the compiling country. The residents of a country are those economic units that together
comprise the domestic economy. The exact definition of residents is discussed in section (3).
The term ‘“‘domestic’’ is used as a synonym for resident (when used as an adjective) in this
Manual, whereas in systems of national accounts it is sometimes used in this sense and some-
times as a synonym for territorial, The concept of territory is not relevant to the balance of
payments except that the term ‘‘residents’’ means economic units that have a certain per-
manent association with the territory of the compiling country. The term ‘‘foreign’’ is similarly
used in the Manual as a synonym for resident of the rest of the world and should not be confused
with noncitizen, foreign owned, or abroad in a territorial sense. The ‘‘rest of the world’’ is used
to mean the aggregate of foreigners inthe same way as the ‘“‘domestic economy’’ is used to mean
the aggregate of residents; neither term has a territorial connotation. The balance of payments
may, therefore, be defined alternatively as a systematic record of the economic transactions
between the domestic economy and the rest of the world.

(3) Definition of residents
8. The concept of resident is common to this Manual and the UN and the OEEC systems of
national accounts. '

(a) Individuals

EQ. Resident individuals include citizens of the compiling country living there permanently
Members of diplomatic and consular staffs, official missions, and members of armed forces
stationed abroad, and citizens studying or undergoing medical treatment abroad are considered
residents of their own country rather than of the country where they are staying. The extent to
which other citizens living abroad are treated as residents (travelers) or foreigners (emigrants)
depends on a number of factors, such aé the permanence of their stay abroad and the extent to
which they concentrate abroad their earning activities and their investments, i.e., the extent to

which they shift their general ‘‘center of interest.’”’ The same principle of ‘‘center of interest”
determines whether a citizen of a foreign country staying in the compiling country should be
considered a resident of the latter‘.Y When individuals change their residence from one country
(country of emigration) to another (country of immigration), they may, during a transition
period, have a divided center of interest. While from the standpoint of other transactions they
may be regarded as residents of their old country until they migrate and residents of the new
country thereafter, it seems desirable to leave their resident status indefinite in recording
their transfers of wealth from country to country (see paragraphs 35-37). In these borderline
cases the exact content of the resident concept is left to the determination of the compiling
country. However, staffs of international agencies (paragraph 17) should always be regarded as
residents of the countries in which they are stationed rather than of their home countries.



(b) Institutions

(i) Residents of one country

10. Resident institutions of a given country include the central government and all local
governments. Age;lcies of the compiling country’s government operating abroad, such as
embassies or military units, are also regarded as residents, and conversely the agencies of
foreign governments in the compiling country are regarded as foreigners. Resident institutions
also include all business enterprises and nonprofit organizations located in the country, but not
their foreign branches or subsidiaries; these are treated as residents of the country in which
they operate, because they are considered an integral part of that country’s economy. Trans-
actions between other residents of that country and such branches and subsidiaries do not, there-

fore, concern the balance of payments.

11. Agencies of business enterprises are regarded as residents of the countries in which the
agencie;—;perate. However, transactions between residents and foreign business enterprises
completed through their agencies in the compiling country are resident-foreigner transactions
that qualify for inclusion in the balance of payments. Agencies are thus treated in the same way
as any residents who transact business on behalf of foreign principals. While most transactions
conducted by domestic agencies of foreign enterprises are thus for foreign account, their
resident status is apparent when their relationships tothe principals are considered. The agency
performs a service for the principal in concluding business contracts on its behalf and receives
a payment for this service—usually in the form of a commission. The service rendered by the
agency to theprincipal is a resident-foreigner transaction, which should be included in the balance
of payments. On the other hand, the transactions of residents with a domestic agency of a foreign
enterprise in which the agency acts for its own account rather than on behalf of its foreign prin;
cipal, e.g., when it makes payments of rent for office space and of wages and salaries to its

employees, do not enter the balance of payments because they take place between residents.

“le As a general rule, fixed assets located in a country are included in the computation of

domestic capital formation in the national accounts, as defined in the UN and the OEEC standard
systems, and when such assets are owned by nonresidents, the foreign ownership is construed
as a financial liability on equity account. The use of such fixed assets is similarly construed
as part of a domestic productive activity. The Manual accepts this national accounts convention,
which implies, for the balance of payments, that fixed assets included in the computation of
domestic capital formation but owned by foreigners must be construed as belonging to resident
economic units. Even fixed assets (other than military installations; see paragraph 267) owned by
foreign governments are so treated. Thus, a building in the compiling country which is owned and
used by a foreign diplomatic mission is regarded under this convention as a resident, whereas the
mission itself istreatedas aforeigner. Theuse of the building is treated as a service provided by
the domestic building to the foreign mission, which in turn has an income from its investment in
the building, i.e., a financial investment in the compiling countr;x_._? Similar imputations are made
for transactions between the compiling country’s diplomatic missions abroad (residents) and
the buildings which they own and use (foreigners) and, more generally, for any transactions
involving fixed assets directly owned by nonresidents but included in the computation of domestic

capital formation in the country where they are located.



(ii) Residents of more than one country

13. The activities of certain organizations and enterprises are divided between several coun-
tries in such a way that they cannot be considered as residents of any one country but must be
regarded as residents of each country in which their economic activity forms an integral part of
the economy. Usually, the various parts of such organizations can readily be distinguished as
separate economic units, because they have their own individual functions within the organiza-
tions; there is no difficulty, therefore, in considering them as residents of the countries in which
they operate. It is in accordance with this principle that branches and subsidiaries are regarded
as residents of the country where they are located.

14. A more difficult problem arises when several countries participate in an enterprise, but
the participation of each does not constitute a separate economic activity. Examples of this type
of enterprise are ocean shipping companies and airlines owned and operated jointly by several

countries. Such enterprises are not construed to be residents of any one country but may usefully
be regarded as residents of all the countries which participate in the ownership. In accordance
with the UN and the OEEC standards for national accounting, the airplanes and ships owned by
such companies are attributed as domestic fixed capital to the owning countries in proportion
to their ownership; the transactions of each country in the various categories entering the
balance of payments may be prorated on the same basis.

15. A similar problem arises when a railway line that is an integral part of a foreign system
runs through domestic territory, or where an oil pipeline through a country is used exclusively
for transit. Such facilities are counted as domestic real capital for national accounts purposes
to the extent that they are located in the compiling country’s territory. Although it is difficult to
separate the economic activity with which they are associated on that territory from similar
activity abroad, nevertheless, for national accounts purposes, the part of the operation that takes
place within the compiling country is attributedto a resident economic unit, and the part that takes
place abroad is regarded as foreign. A similar convention for balance of payments purposes is
necessary to preserve consistency between balance of payments and national accounts concepts.
Enterprises owning such facilities are thus regarded in this Manual as residents of all the coun-
tries over which their facilities extend; they are divided into economic units on a territorial basis
which has no counterpart in 1 a division by function as in the case of ordinary direct investment

-~ et ey

enterprisqs. In certain cases it may be desirable to make ad hoc exceptions to this éeheral rule;

see paragraph 23.

16. The practice of dividing a single decision-making unit into two or more economic units
is introduced only on a rather limited scale in the balance of payments because national econo-
mies can, in practice, be separated more easily from one another than can the sectors of an econ-
omy. The practice is followed much more widely in the classification of the economy by sectors
in the rest of the social accounts. In particular, the owners of unincorporated enterprises are
there treated as belonging to an enterprise sectorin their capacity as producers, and to a house-
hold sector in their capacity as consumers. If they consume their own product, they are assumed
to sell such product in their capacity as producers (members of the enterprise sector) to them-
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selves in their capacity as consumers (members of the household sector). Their net income from
production is treated as being paid by the enterprise sector to the household sector, and the por-
tion of this income which is retained inthe enterprise is treated as ‘‘lending’’ by the household to
the enterprise sector. Similar imputations are made for the economic activity of government

enterprises. Inaddition, all imputations made for balance of payments purposes must also be made
in the other social accounts.

(iii) International agencies

a e

17. International agencies, i.e., intergovernmental organizations ;'_oth;;‘ 4"ci1ar'1_those’_"e_ng.aged in”
nonfinancial enterprisé‘e_fptivity} areregarded as residents of an international area outside national
boundaries rather than as residents of the countries in which they are located. All transactions of
a compiling country with international agencies must thusbe included in its balance of payments.
Intergovernment business organizations are nottreated as international agencies but are classified
as residents or foreigners or are treated as residents of more than one country in accordance
with the foregoing rules.

(4) Economic transactions entering the balance of payments

18. Transactions in goods and services, as defined in this Manual refer not only to the output
of current and past production intheform of intermediary and final products, but also to the orig-
inal services of factors of production, such as the services of labor and capital. Such original
services, when viewed as input in a productive process, are sometimes referred to in national
accounts systems as factor income, i.e., they are described with reference to the financial flows
that are their counterpart.g'ln this Manual, goods and services cover factor services as well as
goods and nonfactor services. All interest and other investment income is included in goods and
services, even though in the national accounts interest paid by households and government is
treated as transfer payments in the calculation of income and product. The treatment of such
interest in the balance of payments, however, isin accordance with that in the ‘‘rest of the world
account’’ in the national accounts. For reconciliation with the national accounts, provision is made
within the appropriate categories of goods and services for the separate recording of those trans-
actions that are classified in the ‘‘rest of the world account’’ in the standard systems of national
accounts as ‘‘factor income,’’ but this category is not used as a major classification in the Manual
itself. Goods and services also include the so-called existing assets, some of which, e.g., land, do
not originate in production. However, transactions in land are not usually assumed to take place
between residents and foreigners because of the conventionby which most fixed assets on a coun-
try’s territory are treated as belonging to resident economic units.

19. Transfer payments, as defined in this Manual, cover the same types of transaction as those
so classified in the other social accounts!a"ﬁ/‘ransactions on capital account, as defined in this
Manual, refer to financial items, i.e., creditor claims, equities, and monetary gold; ‘‘equities”’
include the imputed equities discussed in paragraph 12. They are divided into transactions in
assets and those in liabilities. Assets are monetary gold and claims held by residents on for-

eigners; liabilities are claims held by foreigners on residents. The acquisition (purchase) and



liquidation (sale) by foreign governments of civilian installations in the compiling country are

construed as transactions in financial claims. However, similar transactions in military instal-

lations are regarded as transactions in goods and services. o

e

20. Gold is treated as the equivalent of a creditor claim on a foreigner when held by monetary
institutions, but as a good when held by other parties. Transactions in goods and services there-
fore include those in gold (‘‘nonmonetary gold’’) by residents other than monetary institutions
but exclude those of monetary institutions. The treatment of gold in this Manual is further dis-
cussed in paragraph 33 and in the General Notes to Tables II(a) and II(b), paragraphs 158-69.

(5) Imputed transactions

21. Like the other social accounts, the balance of payments includes (although to a lesser
extent) a certain number of imputed transactions, some of which have been referred to above. The
need to impute transactions in the balance of payments arises mainly from the geographical bias
in defining residents which results from the classification of most productive activity taking place
in the territory of the compiling country under the direction of nonresidents as the activity of
imputed resident economic units. An extreme example of such imputations involving embassy

buildings was discussed in paragraph 12.

22. The extent to which transactions of economic unitsthat are directed by nonresidents must
be imputed depends on their degree of functional autonomy. Imputation is not usually necessary,
because the transactions of branches and subsidiaries of directinvestment companies with
their parents abroad and other nonresidents can usually be derived from their own accounts and
their export and import declarations. Imputation may become necessary only because some of

the transactions, such as exports and imports, may be valued at nominal rather than market .

values. In such cases, imputed market values must be substituted for the nominal values, and
the income of the foreign investors (and if necessary the change in their investment) r.‘qust be
recalculated accordingly. A related case is the transfer of capital goods (defined as goods held
for business purposes) by migrants, which are included as exports by their old country and im-
ports by their new country. Such export and import transactions rhay be regarded as resident-
foreigner transactions independent of the resident status of the migrant as an individual, because,
in accordance with the definitions in national accbunting, an export of capital goods by a migrant
is necessarily made by an enterprise in the old country (i.e., a resident of that country) and the
import by an enterprise in the new country (i.e., a resident of that country). As in the case of
merchandise transactions within a direct investment enterprise, there is not, however, a transfer
of ownership to the goods between two independent parties (for further discussion of transfers of

wealth by migrants, see paragraphs 34-37).

23. More difficult imputations are necessary when the resident unit, e, g. , the local part of an
oil pipeline running through several countries, hasno functionthat can be readily separated from
the nonresident part of the same organization. To accord with national accounts practices, such a
pipeline would have to be assumed to render a transportation service to nonresidents for oil



shipped through it in transit and to earnanimputed income for the investors which is equal to the
value of this service (and of any service it may provide to residents) net of local costs including
depreciation and taxes. In some special cases, however, facilities of this kind may not be inte-
grated with the domestic economy to such a degree that they can usefully be attributed to it, and it
may be desirable to make an ad hoc exception to the rule that fixed assets in the territory of the
compiling country are regarded as part of the domestic economy. If no such ad hoc exception is
made, the fixed assets are regarded asbelongingto a domestic economic unit similar to a branch
of a direct investment enterprise.

24, The undistributed earnings of direct investment enterprises form a special case of im-

- ye——

puted transactions. The income of branches of such enterprises located in countries other than
that of the parent enterprise is included in the balance of payments. This is necessary, whether

or not there is an actual transfer of the earnings from country to country, because earnings of
branches automatically accrue to their parents. They represent an internal transfer within a single
decision-making unit, and no formal act of distribution can be distinguished by which the earn-
ings become the property of the head office. On the other hand, earnings of subsidiaries and
other direct investment corporations are formally distributed to their stockholders. Yet the
difference between a branch and such a corporation often has little economic significance. A par-
ent company, or an organized group of stockholders, can usually control the distribution of divi-
dends, thus deciding the amount of earnings that is to be retained in the enterprise. For this
reason, this Manual provides for including in the balance of payments all income on direct invest-
ment, as definedinparagraph 367, whether or not distributed. The undistributed earnings of direct
investment corporations are offset by entries in the capital account. Such earnings are often an
important source of new investment and their exclusion might seriously understate the influence

of direct investment on the international economic situation of many countries.

(6) Exceptions to the resident-foreigner principle

25. In order to render the balance of payments more suitable for those purposes of analysis
for which it is designed, several exceptions are made to the principle that the balance of pay-
ments records transactions between residents and foreigners. First, the balance of payments
omits certain transactions between residents and foreigners. Second, it includes certain trans-
actions between residents or even between foreigners.

(a) Exceptions avising from uniform valuation basis for merchandise

26. Since the balance of payments is a systematic record, transactions in merchandise are
recorded on a uniform valuation basis which also leads to a uniform coverage for the transpor-
tation and insurance entries. In general, the valuation basis is f.0.b. the customs frontier of the
exporting country for both exports and imports, but for countries unable to report imports on this
basis, this Manual provides the alternative of valuing imports c.i.f. the customs frontier of the
importing country. The f.0.b. basis forboth exports and imports makes the export and import data
comparable as between trading partners. For comparing data for each country over time, valua~-
tion as of some commonboundary is necessary. If merchandise were valued in accordance with the



varying terms of the individual transactions, it might sometimes be recorded f.o.b. some inland
point in the exporting country, sometimes f.o.b. its customs frontier, and sometimes c.i.f. the
importing country’s customs frontier, or even some inland point in it, It would be impossible to
determine to what extent changes from period to period in figures compiled on such varying
bases were due to underlying economic factors, as expressed in quantum and price, or were purely
nominal, resulting from changes in the contractual place of delivery. The distortion to the record:
of transportation and insurance transactions would be proportionately much greater. It is therefore
necessary to define the border line between merchandise and the related transportation and in-

surance in accordance with some uniform principle.

27. Uniform valuation of merchandise transactions entails twofictions. First, costs of freight
and insurance incurred for transferring the goods to the point of the uniform valuation always
represent transactions between a resident of the exporting country, usually the exporter, and the
carrier or insurer. Second, similar costs incurred for transferring the goods beyond that point

always represent transactions between the importer and the carrier or insurer.

28. The first fiction is quite unrealistic when foreigners have in fact provided transportation
and insurance inside the valuation boundary, but this circumstance arises rather infrequently if
both exports and imports are valued f.o.b. the customs frontier of the exporting country. One in-
stance of such a transaction would arise when the importer hires a truck in his own country to
pick up goods in the exporting country. In this case the freight payment is in fact a transaction
between residents of the importing country. Since it is nevertheless included as a receipt in the
merchandise account of the exporting country as part of the f.o.b. value of its exports, and as a
payment in the merchandise account of the importing country as part of the f.o.b. value of its
imports, it is necessary to make mutually offsetting entries in the balances of payments of both
countries for the overstatement of receipts and payments, respectively. The balance of payments
of the exporting country will record a freight payment canceling the overstatement of export re-
ceipts, these mutually offsetting elements representing in fact a transaction between foreigners.
In the importing country’s balance of payments, the offsetting entry is a freight receipt which
represents a transaction between residents canceling the overstatement of payments to foreigners
on merchandise account. Where imports are valued c.i.f. in countries engaged in international
transportation on a considerable scale, the exception to the resident-foreigner principle may be
quite significant. The c.i.f. value of imports islikely to include rather large amounts for costs of
freight and insurance paid by the domestic importers to residents, which must be offset by entries
for receipts for freight and insurance. Again, the mutually offsetting entries represent trans-
actions between residents of the importing country. Although some freight and insurance received
by residents on imports may represent genuine resident-foreigner transactions, e.g., where the
goods were shipped from the exporting country on consignment and sold to residents of the im-
porting country only after their arrival in that country, they usually represent transactions be-
tween residents. By valuing imports as well as exports f.o.b. the exporting country, the amount of
resident-resident transactions included in the balance of payments as a result of uniform valuation

of merchandise is minimized.
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29. The second fiction is reasonably realistic. It meansthatthe exporteris regarded as only
an intermediary in arranging shipments of the goods beyond the frontiers of his own country. If
he pays freight and insurance, he is assumed to do so on behalf of the foreign importer who ulti-
mately reimburses him directly or indirectly. This seems realistic when the goods have been sold
to the foreign importer before shipment from the exporting country; it is not so realistic when the
goods have been sold while en route or on arrival in the importing country; it is clearly unreal-
istic where the goods are shipped onconsignment and stored for the exporter’s account in the im-
porting country before they are sold there. As the result of this fiction, freight and insurance pay-
ments to foreigners by residents of the exporting country for transfer beyond its customs frontier,
and the direct or indirect reimbursement of suchexpenditures by foreign importers, are omitted
from the over-all balance of payments. While these transactions may be regarded as only nominal
in the majority of cases, in other cases the omission is a clear departure from the resident-
foreigner principle. However, since the amounts omitted from the credit and debit sides of the
balance of payments are equal, except for timing differences, the net balance of credits or debits
is not affected.

(b) Exceptions arising from principles for recovding changes in foreign assets
and liabilities
30. The balance of payments records all changes in the foreign assets and liabilities of the

compiling country which resultfrom economic transactions, While the net changes included in the
balance of payments in its assets or in its liabilities can result only from transactions between
residents and foreigners, certain mutually offsetting changes in the distribution by sector of the
compiling country’s foreign assets and liabilities may arise from transactions between residents,
and certain mutually offsetting changes in the distribution by type of holder of its foreign liabilities
may arise from transactions between foreigners.

31. Transactions between residents which result in the transfer of foreign assets between two
of the sectors distinguished in the capital account are implicitly included in the balance of pay-
ments. The most important transactions of this kind are the transfers of foreign exchange from
monetary institutions to other residentholders, and vice versa. Changes in the sector composition
of foreign assets are of great interest to the users of balance of payments data. For instance, a
flight of capital abroad at the expense of a country’s international reserves, or the vesting of

Me foreign assets by the monetary authorities, is of vital concern to that country even though
both parties to the transaction are residents. The balance of payments therefore includes changes
in foreign assets held by each of the sectors distinguished, independent of whether they arise from
transactions between residents and foreigners or from transactions between domestic sectors.
Transactions between residents which result in the transfer of foreign liabilities between two
domestic sectors are less common but by no means unknown. For example, commercial banks
may assume the liability for import arrears that were originally incurred by the private sector,

or the central government may take over the payments agreement liabilities of the central bank.
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32. There are two reasons why transactions between foreigners in the liabilities of the com-
piling country may be included. First, changes in certain liabilities, mainly bank deposits, are
classified by type of foreignholder, and atransfer of such deposits from one type of foreign holder
(say a foreign central bank) to another type of foreign holder (say a foreign private party) will
therefore be reflected in mutually offsetting entries, even though both parties to the transaction
are foreigners. Second, since some foreign liabilities are classified by country or area on the
basis of the residence of the foreign creditor, a transfer of such liabilities (for example, bank
deposits) between residents of different areas will appear in the balance of payments as an in-
crease in liabilities to one area offset by a decrease in liabilities to the other. Transactions of
both types may be significantfor those countries in which foreign countries keep their foreign ex-
change reserves, but are likely to be negligible for most other countries.

(c) Exception for _ggl_d transactions

33. International reserves may be held in the form either of gold or of foreign exchange; ac-
cordingly, when gold is held by monetary institutions it is treated in the balance of payments as if
it were a foreign asset. In ordinary circumstances, gold held by private parties, such as gold
mines and industry, is similar to merchandise, although sometimes it may be hoarded for reasons
similar to those that induce flights of capital, By convention, however, the classification of gold

transactions inthe balance of payments is based wholly on an institutional criterion, All gold trans-

actions of monetary institutions, whether with other residents or with foreigners, are entered in ,

the capital account as changes in monetary gold holdings, and all transactions in gold by the
nonmonetary sectors, whether with the monetary sectors or with foreigners, are entered in the
goods and services account as referring to nonmonetary gold—an item that is similar to mer-
chandise. This conventional treatment of gold transactions is éommon to this Manual and the UN
and OEEC systems of national accounts. Gold transactions between the monetary institutions and
the rest of the domestic economy, although transactions between residents, thus give rise to
mutually offsetting entries. Anincrease in monetary gold holdiﬁgs arising from such transactions
is offset by a credit entry for nonmonetary gold, representing the equivalent of an export. A
similar decrease in monetary gold holdings is offset by a debit entry for nonmonetary gold,
representing the equivalent of an import. The treatment of gold transactions is further discussed
in the General Note to Tables II(a) and II(b), paragraphs 158-69.

(7) Changes in valuation and coverage; migrants’ transfers

34. The balance of payments covers only transactions and omits those changes in a country’s

——

foreign assets and liabilities that arise from valuation changes. The changes in assets and
liabilities recorded inthe balance of payments may not, therefore, represent the whole change in a
country’s international creditor-debtor position during the reporting period. Changes in the debtor-
creditor position may also arise from changes in the territory of the compiling country, such

as the cession or acquisition ofterritory by it. ‘As a consequence of such events, residents become
foreigners, and vice versa. The resulting changes ina country’s debtor-creditor position are not;
however, included in the balance of payments, since they reflect changesin coverage rather than

transactions.

11

W



35. The changes in a country’s creditor-debtor position that occur as the result of migration
are likewise the reflection of changes in coverage. In contrast to the one-time changes that arise
from cessionor acquisition of territory, however, those that are caused by migration are contin~
ually taking place. Over the years, the wealthin the form of financial items or real capital brought
into a country by immigrants may be a significant source of foreign exchange for its monetary
authorities or may contribute substantially to its domestic capital formation. Conversely, the
wealth taken out of a country by emigrants may be a substantial source of drain on the resources
of that country. It is useful and appropriate, therefore, to account in the balance of payments for

the international transfers of wealth that accompany migration.

36. Any one of several alternative procedures might be used to record migrants’ transfers.
In the first and second editions of the Manual, the act of migration was assumed to involve a trans-
fer payment (thencalled adonation) made by the migrant in his capacity as a resident of the old
country to himself inhis capacity as a resident of the new country. As a result of this transaction,
all the migrant’s real and financial assets were assumed to become the property of the new coun-
try, whether or not there was an actual transfer of the assets from country to country. The present
Manual, however, proposes a method of recording that differs significantly from the procedures
previously recommended. Only the wealth that is actually transferred from the migrant’s old coun-

try to the new country should be enteredin the balance of payme.ﬁ?sj and not all the migrant’s real
and financial assets. This means, for example, thatan industrial plant owned by an immigrant that
is located in the old country or funds left on deposit by an immigrant in a bank in the old country
should not automatically be entered in the balance of payments when migration takes place; how-
ever, if the plant is dismantled and shippedto the new country (or sold and the proceeds remitted
to the new country), or if funds are withdrawn from deposit in the old country and redeposited in
the new country, then a transfer has taken place and should be recorded. Thus the country of
immigration (the new country) should enter in its balance of payments (a) all imports of capital
goods by immigrants for which it does notgive a quid pro quo; (b) all transactions by immigrants
that increase its financial claims on other countries or its monetary gold holdings; and (c) all
transactions by immigrants that reduce its liabilities to other countries. Conversely, the country
of emigration (the old country) should enter (a) all exports of capital goods by emigrants for which
it does not receive a quid proquo; (b) all transactions by emigrants that increase its liabilities to
other countries; and (c) all transactions by emigrants that reduce its financial claims on other
countries or its monetary gold holdings. In contrast to the procedure recommended in earlier
vefsions of this Manual, exports and imports of migrants’ personal and household effects should
not be included in the balance of payments. This is because transfers of personal and house-
hold effects by migrants are not included in the imports of the country of immigration or the ex-
ports of the country of emigrationinthe national accounts. On the other hand, all exports and im-
ports of capital goods, whether new or secondhand, are included in the national ‘ accounts to main-
tain a complete record of real capital formation. The dismantling and export of an industrial plant
and its shipment to another country, for example, are recorded as negative capital formation in the
exporting country and positive capital formation in the importing country, and such shipments
should be included in the balance of payments because they represent a transfer of wealth from

country to country.
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37. The acquisition of real and financial assets by the country of immigration (including the
reduction in its liabilities) will be reflected in debit entries in its balance of payments (in item 1
for capital goods and items 11-16 for financial assets and liabilities). In the country of emigration,
the corresponding entries for the export of capital goods and the decrease in net financial assets
will be credits. The financing of the transfer of these assets from country to country, however,
whatever form it may take, should all be included as migrants’ transfers in item 9, private trans-
fer payments (credit for the country of immigration; debit for the country of emigration). This
should be done even though the financing could quite properly be considered in most cases to rep-
resent capital movements; for example, an immigrant’s imports of capital goods or his deposits
in a bank in the new country 1hay be financed by a reduction in his balances at a bank in the old
country, and might well be interpreted as an inflow of capital for the new country. The classifi-
cation of migrants’ transfers astransfer payments is adopted mainly to make it easier to appraise
the significance of migrants’ transfers in the balance of payments and to facilitate reconciliation
with the national income and product statements, where they are considered transfer payments. If
the financing of migrants’ transfers of property were accounted for in the capital account, some of
it would be appropriate to private long-term capital and some to private short-term capital; in
addition, some would be entered as assets and some as liabilities. Since it would be impossible to
record it all in one place, it would not be easy to distinguish this financing from other capital
movements. The classification of the financing as transfer payments is further justified because
the distinction between changes in assets and liabilities would not be very meaningful for analysis.
The division between assets and liabilities would depend on whether it was assumed that the
migrant had become a resident of the new country or was still a resident of the old country. To
make this distinction, it would be necessary to determine exactly when his resident status changed.
However, the significance of the migrants’ transfers wouldbe the same whichever assumption was
made. The classification of migrants’ transfers as transfer payments makes it unnecessary to
decide whether the migrantisaresidentor a foreigner during the period of transition. Reasonable
limits should, however, be set to the duration of the transition period; transfers that occur more

than a year or two before or after migration should not be considered as migrants’ transfers but

should be recorded like other transactions of foreigners (before immigration or after emigration)

or of residents (before emigration or after immigration). The exact determination of when the
transition period begins and ends is left to the discretion of the compiling country.

(8) Final definition of balance of payments

38. In the light of the discussion so far of the content of the balance of payments, the provision-
al definition given in paragraph 6 may be modified as follows. The balance of payments is a sys-
tem of accounts covering a givenperiodthat is intended to record systematically (a) flows of real
resources, including the services of the original factors of production, between the domestic econ-
omy of a country and the rest of the world, (b) changes in the country’s foreign assets and liabil-
ities that arise from economic transactions, and (c) transfer payments, which are the counterpart
of real resources or financial claims provided to, or received from, the rest of the world without
any quid pro quo. Whilethe balance of payments mainly covers transactions between residents and
foreigners, there are several exceptions, all intended to make the statement more suitable for
analyzing the economic relations between the domestic economy and the rest of the world,
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(9) Difference from record of exchange transactions

39. In countries having exchange controls, the recordof exchange transactions (money trans-
fers between residents and foreigners through the domestic banking system) is frequently used as
a basic source of balance of payments data. If the record is limited to actual transactions through
the banking system, however, it will differ (for reasons given in paragraph 40-43) in respect to
coverage, classification, and timing from the balance of payments as defined above. It may there-
fore fail to provide the information neededfor an effective administration of the exchange control
itself. For this reason, other types of information are frequently recorded by the exchange con-
trol authorities; when this supplementary information is adequate, the adjusted exchange record is
a valuable source of data for the balance of payments statement.

(a) Coverage

40. Because an exchange record covers only transactions that give rise to money transfers
through the domestic banking system, it excludes all barter transactions and gifts in kind. More-
over, it only partially covers other transactions, since some substantial transactions between res-
idents and foreigners may not be settled through the local exchange market. For example, the
proceeds of exports may not be surrendered to a bank in the exporting country but may be used
by the exporter to build up private foreign exchange balances or to purchase goods abroad; or im-
ports may be financed by drawings on a long-term loan from the exporting country; or income from
investments abroad, especially direct investment, may be reinvested there. The whole range of
transactions between a parent company and its branches or subsidiaries may be financed outside
the exchange control. Again, some transactions, such as foreign travel, may be financed outside
the official market. Adjustments to the exchange record must be made to include these and similar
transactions in the balance of payments.

(b) Classification

41. When an exchange record is used to compile a balance of payments statement, certain
items frequently have to be eliminated or reclassified. For example, in order to provide uniform
treatment, export and import transactions should be valued in the balance of payments at a com-
monboundary, preferably £, o. b, the frontier of the exporting country, with international freight and
insurance costs on merchandise shown in the freight and insurance account. In an exchange record,
however, export and import transactions may not be valued at a uniform boundary but at different
ones according to the terms of the actual transactions, and hence they may or may not include
costs of international transportation and insurance. To adjust the exchange record to a balance of
payments basis, international freight and insurance costs on exports should be eliminated from
merchandise trade. The part of these costs paid to domestic companies should be entered as re-
ceipts in the freight and insurance account; and the part paid to foreigners should be deducted

from the debit side of this account. Adjustments also have to be made for freight and insurance
on imports.
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42. A more difficult problem of classification arises when individual international transactions
are not settled separately but are charged and credited to open book accounts. In such cases the
international transfers shown in the exchange record frequently cover the net balance of various
transactions that cannot be separately identified and properly classified. Lump sum transfers of
this sort are customary between head offices of direct investment enterprises and their branches
and subsidiaries.

(c) Timing

43. The balance of payments is defined to cover merchandise and service transactions as they
occur, i.e., when the goods are sold and the services rendered. An unadjusted exchange record
covers payments made during the reporting period in settlement of merchandise or service trans-
actions, some of which may have occurredina previous period or (as in the case of prepayments)
may not occur until later. If credit is given in connection with the sale of goods or services, a
balance of payments statement should immediately show the sale in the goods and services account
and the credit in the capital account; an unadjusted exchange record, on the other hand, does not
show the transaction until the obligation is settled. However, by obtaining supplementary infor-
mation about shipments on credit it is possible to adjust the exchange record to show changes in

ownership and the short-term capital movements connected with trade.

(10) The balance of payments and other social accounts

44. The basic principles for recording transactions in the balance of payments and the other
social accounts are the same in many respects, but some differences in the classifications and the
structure of the accounts should be noted.

(a) Principles for vecovding transactions

45. Each economic transaction may be conceived of as consisting of two flows. Each flow is
matched by another flow which either constitutes a quid pro quo or is a transfer payment. For each
flow there are two transactors, e.g., the buyer and seller or the payer and payee. There are thus
four aspects of a transaction that may be distinguished, e.g., in the case of a commodity sold for
cash: the purchase, the sale, the payment of money, and the receipt of money. The following
diagram illustrates this example:

Transactor A Transactor B
Real flow (1) Credit == (2) Debit
Financial flow (3) Debit == (4) Credit

46. The balance of payments covers an open system, since it mainly records the resident
aspects of resident-foreigner transactions. It does, however, record the resident end of both flows
making up aneconomic transaction. This principle of recording may be referred to in terms of the
diagram as a vertical double-entry system. If transactor A is the resident and transactor B the
foreigner, entries (1) and (3) wouldbe made in the balance of payments of the compiling country.
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47. In contrast, both national accounts and sector finance statements usually cover a closed
system, since they recordthe transactions of the rest of the world as well as those of the domestic
sectors. Each flow arising from economic transactions enteringthese accounts and statements is
thus included twice, once for each transactor. For example, the national accounts would show
entries (1) and (2) of the table in paragraph 45, and statements of sector finance would show
entries (3) and (4). This principle may be referred to as a horizontal double-entry system. When
the accounting system relates the two ends of each flow to each other by means of cross refer-
ences, the accounts are described as articulated. Some transactions will be reflected in two flows,
and thus four entries, in the national accounts (e.g., transfer payments in kind) or sector finance
statements (exchanges of financial items); moreover, those flows for which specific entries have
not been provided will be reflected in halancing items for net lending and borrowing. When these
entries are taken into account, both national accounts and sector finance statements may in a
formal sense be regarded as quadruple-entry systems..

48. Those transactions that are included in the b'alance of payments even thougl; they are
between residents or between foreigners are recorded somewhat differently from the other trans-
actions entering the balance of payments and may occasionally be reflected there in four entries.
The recording of such transactions is discussed in paragraphs 66-68. There are also exceptions
to the rule thatthere are quadruple entries in the national accounts: the internal accounting trans-
fers, i.e., accounting transfers that are internal to a single economic unit, such as depreciation

or changes in inventories, are recorded in the national accounts with only two entries,

(b) Classification of goods, services, and transfer payments

49. In the national accounts, a distinction is made between goods and nonfactor services, on the
one hand, and ‘‘factor income,*’i. e,, payments for factor services, on the other; the term ‘‘goods
and services’’ is commonly used to designate goods and nonfactor services.

50. In the national accounts, the flows of goods and nonfactor services into and out of the do-
mestic economy are entered in the ‘‘restof the world account’’ and, in addition, in an account for
domestic product (i.e., goods and nonfactor services assumed to be produced in the domestic econ-
omy) in which the sources (domestic product and imports) and uses (consumption, investment, and
exports) of real resources are analyzed. The ‘‘rest of the world account’’ also records ‘‘factor
income,’’ i.e., payments for the services of foreign factors of production considered to be engaged
in production in the domestic economy and receipts from the services of domestic factors of pro-
duction considered to be engaged in production inthe rest of the world. The sum of domestic prod-
uct and net factor income from abroad is national product. National product less consumption and

investment is equal tothe net export of goods and services, including factor services, as recorded

in the balance of payments. The balance of payments. can therefore be used as an independent
source for checking the consistency of the estimatesfor production, consumption, and investment.
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51. The balance of payments is usually the source of data for the ‘‘rest of the world account’’
of the national accounts. However, in the balance of payments, the major emphasis is on the
classification of transactions in goods and services by type, such as merchandise, transportation,
travel, etc., whereas the national accounts categories—factor services and goods and nonfactor
services—are not directly relevant for the analysis of international transactions. In the ‘“‘rest of
the world account,’”” the major emphasis is on the classification by these national accounts cate-

gories, since the classification by type is only of secondary importance.

52. Transfer payments (sometimes called ‘‘ transfers®’) inthe ‘‘rest of the world account’’ of
the national accounts cover the same transactions as those entered in this category in the balance
of payments. In the national accounts, as defined in the UN and OEEC systems, transfer payments
are divided between the so-called ‘‘current” and ‘‘capital’’ transfers. In the ‘‘rest of the world

account,”” as well as in the accounts for domestic sectors, current transfers are those that are

conceived by their recipients as income, and cigital transfers are those that are not so conceived.
This distinction is not applied in the balance of payments, as defined in this Manual, because the

criteria set out in the national accounts systems for distinguishing between current and capital
transfers are not readily applicable to a classification of international transfer payments. Most
international transfer payments result from intergovernmental grants that cannot be classified
into income or nonincome., Moreover, the distinction between current and capital transfers, even
if it could be readily applied, would not be relevant for the analysis of the balance of payments
itself. Instead, transfer payments are classified in this Manual into ‘‘central government’’ and
‘‘other” from the standpoint of both the compiling country and the foreign country, and other detail
is provided, which, together with the institutional classification, may help to determine whether

the transactions can best be regarded as current or capital transfers in the national accounts.

53. The balance of goods and services (including factor services) and all transfer payments
is described in the ¢‘ rest of the world account’’ as net lending of the nation to the rest of the world.
This is equivalent to the balance of the same transactions as shown in the balance of payments and,
disregarding errors and omissions in the estimates, tothe increase in foreign assets less the in~
crease in liabilities as recorded in its capital account.

(c) Classification of capital items
54. Statistics of changes in the financial assets and liabilities of the sectors of an economy
usually distinguish the changes inforeign assets of each domestic sector from those in its domes-
" tic assets. The changes in theforeignassets of the domestic sectors cover the same transactions
that are recorded for foreign assets inthe capital account of the balance of payments and have the
same sign. Inboth cases, changes inforeign assets of each sector are recorded whether they arise
from transactions with the rest of the worldor from transactions with other domestic sectors. In
sector finance statements, however, the number of sectors distinguished is usually larger than in
the balance of payments, in which only those sectors likely to have important foreign assets and

liabilities are shown separately. The ‘‘rest of the world account’’ of sector finance statements
records, as changes in liabilities of the restof the world, the net changes in the foreign assets of
all the domestic sectors combined and therefore the net movements in foreign assets as shown in
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the balance of payments. Domestic transactions included in the record of changes in foreign
assets in the balance of payments are thus generally mutually offset in the ‘‘rest of the world ac-
count.”” The only exception is that changes in monetary gold holdings are treated like changes in
foreign assets (liabilities of the rest of the world) in the ‘‘rest of the world account.” As in the
balance of payments, they are included whether they arise from transactions between residents
and foreigners or from transactions between residents.

55. Transactions in foreign liabilities, as recordedinthe balance of payments, refer to liabil-
ities of the domestic sectors. Transactions inthose liabilities are the main object of sector finance
statements, most such transactions taking place between the domestic sectors. For each type of
domestic sector liability, the net balance of the transactions of all domestic sectors represents
transactions with the rest of the world and enters the balance of payments with the same sign. The

“‘rest of the world account’’ of sector finance statements shows the same balance as the change in
assets of the rest of the world.

(11) The balance of payments and UN standards for external trade statistics

56. As far as practicable, the definition of exports and imports for balance of payments pur-
poses in this Manual, and the uniform standards for compilation of external trade statistics
recommended by the UN Economic and Social Council and its Statistical Commission, have been
coordinated with each other. Thus, a number of borderline cases between trade and other trans-
actions in goods and services (e.g., transactions in marine products, ships and airplanes, ships’
supplies, electricity, and gold) are resolved in the same way in the Manual and in those standards,
and transactions values are used as the valuationbasis in both, In principle, exports and imports
compiled in accordance with the definitions in this Manual cover changes in ownership of goods,
while external trade statistics record those physical movements of goods across the customs
frontier of the compiling country that may be regarded as flows of real resources between the do-
mestic economy and foreign countries. However, the modifications that have been introduced in
both the balance of payments and the external trade statistics have tended in practice to bring the
two standards into close agreement. Thus, exports and imports, as defined in the balance of pay-
ments, cover in general the types of transaction that are recorded in external trade statistics.
In this revised version of the Manual, a change of ownership is imputed in some important cases
where goods exported and imported for processing without a change of ownership are included
in external trade statistics as flows of real resources. These statistics, as defined in the UN
standards, include some goods that do not cross the customs frontier of the compiling country
(e.g., fish and other marine products caught and sold abroad by residents, and purchases and sales
by residents of ships engaged in operations outside the compiling country). Merchandise trans-
actions abroad, which cannot be recorded in external trade statistics, and which were included on a
gross basis in the merchandise account in the earlier editions of the Manual, are entered in this
revised version of the Manual only on a net basis. The remaining differences between the UN
standards for external trade statistics and this Manual in the coverage of exports and imports
are due to practical rather than to theoretical considerations. A balance of payments which is
prepared only at intervals can provide for more adjustments than external trade statistics which
must continuously be kept up to date.
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57. With respect to valuation, the UN standards for external trade statistics recommend that
imports be valued c.i.f. the importing country, whereas this Manual expresses a preference for
their valuation f.0.b. the exporting country. However, this Manual also provides for an alternative
c.i.f, valuation of imports. The f.o.b. valuation of imports has been selected as the preferred
method in this Manual because it results in a symmetrical classification between partner coun-

tries of transactions not only in merchandise but also in transportation and insurance.

(12) Regional classification of the balance of payments

58. For many purposes, it is useful to have an analysis of a country’s over-all balance of
payments by countries and areas. In preparing such an analysis, various principles may be
followed. The classification may be based on the residence of the foreign party to the trans-
action (the transactor principle), or—for transactionsoncapital account—either on the residence
of the foreign transactor or on the residence of the foreign party involved as creditor or debtor
(the creditor-debtor principle). Again, in classifying the transactions in accordance with the
transactor principle, the foreign party with whom the transactions are directly conducted (say a
merchant intervening between the exporter and importer) may be by-passed as an ‘‘intermediary’’
and the classification based on the residence of the original party (say the original exporter or
importer). Unless the transactor principle is followed rigidly throughout the accounts, it is
necessary to make a number of adjustments in the accounts to balance each bilateral statement.
The problems of defining and compiling the balance of payments are multiplied many times when
a regional classification is added.

59. The value of aregional classification of the balance of payments has varied over time. Im-
mediately after World War II, when international payments were highly compartmentalized, a
classification of them by each area with which payments were conducted under special arrange-
ments was needed by most countries for operational purposes. Subsequently, as progress was
made toward a multilateral system, the need for regional balance of payments data was reduced.
Nevertheless, even under conditions of full convertibility, such data are essential for analyzing
international transactions in relation to developments in specific foreign markets.

60. This Manual provides a system of allocating the balance of payments by countries and
areas. To permit comparisons from country to country, the system of regional classification has
been defined in such a way that, if followed by all countries, transactions would be reported sym-
metrically, i.e., a transaction of country A with country B would also be shown as a transaction of
country B with country A. The system describes in considerable detail the adjustments that are
necessary to balance a country’s statement of transactions with particular countries and areas.
While it is consider.ed useful to give a systematic exposition of the problems of classifying the
balance of payments regionally, it is realized that the amount of regional detail that can be usefully
compiled will vary from country to country and from time to time. For this reason, this Manual
does not contain a standardlist of countries and areas by which the balance of payments should be
classified. Such lists are provided in the Fund’s annual requests for balance of payments data
based on this Manual, but these requests are varied from time to time to take account of changes

in the institutional arrangements for international transactions.
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TABLE A. GLOBAL BALANCE OF PAYMENTS SUMMARY

Part 1: Goods and Services, and Transfer Payments

Compiling Country

Currency Unit

Period Covered

Exchange Rate : US$

Per

ltem

Table

Credit

Debit

A. Goods and Services (1through 8)

1. Merchandise

1.1.Exports f.o0.b., Imports

1.2.0ther merchandise (net)

XXX

2. Nonmonetary-gold

3. Freight and insurance on international shipments
3.1, Freight

LA

3.2.Insurance

11.B

4. Other transportation

v

4.1.Passenger fares

4.2.Time charters

4.3.Port expenditures

4.4.0ther

5. Travel

6. Investment income

6.1.Direct investment income

6.2.0ther dividends

6.3.0ther

7. Government, not included elsewhere

Vil

7.1.Military transactions

' 7.2.Nonmilitary transactions

- 8. Other.services

Vil

8.1.Nonmerchandise insurance

8.2.0ther

Memorandum item: factor income
(item 6 and part of items 7 and 8)

B. Transfer Payments (9 plus 10)

9. Private ™

9.1.To and from foreign governments

9.2.0ther -

10. Central government

10.1.Intergovernmental

10.2.0ther

* All residents other than the central government.
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TABLE A. GLOBAL BALANCE OF PAYMENTS SUMMARY (continued)

Part 2: Moverﬁénts of Capital and Monetary Gold

Compiling Country weeeeeemueeeeeeeceece e eee e eeeee Period Covered

Currency ... Unit ' Exchange Rate: US$ Per

Assets Liabilities

ltem Table Credit Debit Credit Debit

C. Capital and Monetary Gold (11 through 16)

11. Private T long-term (including all direct X v

investment)
YT = 11.1.Direct investment

11.2,Capital in associated enterprises........ 4]

i+ === 11.3.0ther common stocks

. == 11.4.Foreign central government securities .... Xxx xxx

" 11.5.0ther securities

11.6.0ther loans and trade credits

11.7.0ther assets and liabilities

12. Private T short-term (other than direct
investment)

Xl

12.1.Currency and bank deposits xxx xxx

12.2.Foreign central government securities ... Xxx Xxx

12.3.Trade credits

12.4.0ther assets and liabilities
13. Local governments T

X1

7 == 13.1.Issues abroad Xxx XXX

13.2.0ther securities

13.3.0ther assets and liabilities

X1y

14. Central government T

14.1.Long-term issues abroad ...\ . XXX xxx

14.2.0ther long-term securities bl

143.Short-term securities

~ 14.4.Long-term loans
14.5.0ther long-term assets and liabilities ....

14.6.0ther short-term assets and liabilities ....

XV

15. Central monetary institutions
15.1.Accounts with IMF

XXX XXX

15.2.Marketable assets

15.3.Deposits

15.4.Loans

€lz1 ¢l <l¢
<

, 15.5.0ther foreign assets and liabilities
-~ 15.6.Gold

4 XXX XXX

16. Other monetary institutions XVI

16.1.Marketable assets XXX XXX

16.2.Deposits

16.3.LOANS eeeemeeeceeceeemcene e ne e mensnnme cmeee

16.4.0ther foreign assets and liabilities

16.5.Gold Xxx e

T Excluding monetary institutions.
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TABLE A. GLOBAL BALANCE OF PAYMENTS SUMMARY (concluded)

Part 3: Reconciliation of Part 1 and Part 2 *

Compiling Country Period Covered
Currency Unit Exchange Rate: US$ Per
F
item Credit Debit

17. Goods and Services (1 through 8)

18. Transfer Payments (9 plus 10)

19. Foreign Assets and Monetary Gold (11 through 16, assets)

20. Foreign Liabilities (11 through 16, liabilities)

21. Total Net Transactions (17 through 20)

22. Net Errors and Omissions

23. Total (21 plus 22)

........

¢ Part 3 of the Global Balance of Payments Summary (Table A) reconciles the transactions in goods and serv-
ices, and transfer payments covered in Part 1 with the movements of capital and monetary gold covered in Part 2.
For each of the principal accounts in Part 1 and Part 2, i.e., for goods and services (Part 1: items 1 through 8), for
transfer payments (Part 1: items 9 plus 10), Yor foreign assets and monetary gold (Part 2: items 11 through 16, assets),
and for foreign liabilities (Part 2: items 11 through 16, liabilities), a net credit or debit is transferred to Part 3, and
the sum total of the net credits, on the one hand, and of the net debits, on the other, is entered in item 21, total net
transactions. Finally, net errors and omissions (item 22) brings into balance the totals of the net transactions, so that
the credits and debits, when entered in the total (item 23), are equal.
Errors and omissions are included in the reconciliation table (Part 3) on a net basis, since differences on account

of incomplete, inaccurate, and inconsistent sources are likely to be at least partly offsetting. Acredit entry in this ~~

item is the result of either a net understatement of recorded credits or a net overstatement of recorded debits; a debit
entry is the result of either a net understatement of recorded debits or a net overstatement of recorded credits.
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BASIC METHODOLOGY

Ry~ Y

(1) General description of schedule

61. The schedule consists of a series of detailed tables (Tables I-XVI) which describe the basic
information ideally required for the construction of the balance of payments and two summary
tables: Table A, showing the manner in whichthe details fit together into a statement of the com-
piling country’s global balance of payments, and Table B, with a supplement, in which the data in
Table A are classified by country and area. The detailed tables are arranged in the order in which
they enter Table A and are identified by Roman numerals corresponding to the Arabic numerals
used to designate the items in that table (Table I corresponding to item 1, etc.). The tables are
accompanied by a series of notes which describe the composition of the entries.

62. In order to presenta more rounded view of the subject covered, some of the detailed tables
show certain domestic transactions which do not enter into the balance of payments. Thus, in
Tables II(a) and II(b), in whichthe entriesfor nonmonetary gold are derived, total gold production
and total inflow of gold into the domestic nonmonetary sectors are shown, although these totals
may include a certain amount of gold output sold directly to domestic buyers for nonmonetary
use not reflected in the balance of payments. Similarly, Tables IIL.A and IIL.B, covering freight
and insurance on international shipments, are so constructed that they include data on freight
earnings and insurance premiums accruing to residents on imports, although these transactions
do not enter the balance of payments when imports are recorded on an f.0.b. basis. Transactions
of this type are entered as memorandum items in the detailed fables but are not transferred to
the summary tables.

(2) Major classification

63. The summary tables, Tables A and B, aredivided intothreeparts. Part 1 covers transac-
tions in goods and services, and transfer payments; Part 2 covers movements of capital and mon-
etary gold; and Part 3provides a reconciliation of Parts 1 and 2. Transactions in goods and serv-
ices and transfer payments are grouped in the first part for reasons of convenience, not because
they are regarded as subdivisions of a ‘‘current account.’”’ In the first and second editions of the
Balance of Payments Manual, the two categories were so described, current transactions being
defined as transactions not representing movements of capital or monetary gold. However, the use
of the term ‘‘current’” has been discontinued because neither this definition nor any single alterna-
tive one has been generally adopted. In the UN and OEEC national accounts systems, the term,
when applied to transactions of residents, relates to production, income, and consumption, and
cuts across the distinction between goods and services and transfer payments, all of which are
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divided into those on current account and those on capital account. In the ‘‘rest of the world
account’”’ of these systems, all transactions in goods and services are treated as current, but
transfer payments are divided into current and capital (see ‘‘Underlying Principles,’’ para-
graph 52). In published balance of payments statements, some countries apply the term ‘‘current’’
to transactions in goods and services alone, while other countries also include in this category
some or all transfer payments. Where only part of the transfer payments is classified as current
in such presentations, the definition may or may not coincide with that used in national accounts
work. Because of these differences in usage, it seems preferable not to use the term ‘‘current”’
in this Manual.

64. In the national accounts, the expression ‘‘account’’ refers to a segment of an accounting
statement that is closed by a balancing entry. For instance, the current account statement for a
domestic sector is closed by an entry for saving, which in turn is transferred to its capital
account. This principle of balancing individual accounts is not followed in the schedule of this
Manual. Instead, a net credit or debit is calculated for each of the major accounts, and the sum

of net transactions onthese accounts is brought into balance by an entry for net errors and omis-
sions (see next section).

(3) Double-entry system; errors and omissions

65. The balance of payments employs a double-entry system of accounting. In general, the two
offsetting entries for a given transaction or flow are not made explicitly but are included as a re-
sult of the methods used for estimating the balance of payments. The principle for recording
transactions is different for transactions between residents and foreigners and for other trans-
actions. Transactions between residents and foreigners involve entries in accordance with the
‘‘vertical” double-entry system described in ‘‘Underlying Principles’’ (paragraph 46), For the

five basic types of economic transactions described in paragraph 2 of ‘‘Underlying Principles,’’
the entries are as follows:

Number of Entries in Account for

Goods Movements of
and Transfer capital and
services payments monetary gold
Purchases and sales of goods and
services against financial items one none one
Barter two none none
Interchange of financial items none none two
Provision or acquisition of goods and
services without a quid pro quo one one none
Provision or acquisition of financial
items without a quid pro quo none one one
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66. Transactions between residents or between foreigners are recorded in accordance with the ‘‘horizontal’’
double-entry system (see ‘‘Underlying Principles, '’ paragraphs 47-48). Such transactions in freight and insurance
premiums (see ‘‘Underlying Principles, '’ paragraph 28) involve two entries in the goods and services account
(Table A, items 1-8). Forinstance, in countries recording imports on a c.1.f. basis, freight accruing to residents
on imports is included as a debit in item 1 and as a credit in item 3 of Table A, Conversely, those transactions
between residents and foreigners that are excluded from the balance of payments because of uniform valuation of

merchandise involve equal omissions from the debit and credit side of the goods and services account.

67. Transactions in gold or foreign assets between residents which enter the balance of payments (see ‘‘Under-
lying Principles, '’ paragraphs 30-33) usually have as their counterpart a transaction in a domestic asset or 1iabil-
ity. For such transactions, only one of the two flows 1s recorded in the balance of payments, but both ends of that
flow are entered, In terms of the diagram in ‘‘Underlying Principles’’ (paragraph 45), entries (3) and (4) rather
‘than (1) and (3) are recorded. When two foreign assets are exchanged between residents who are classified in dif-
ferent sectors, or when gold and/or foreign assets are exchanged between the monetary sector and one of the non-

monetary sectors, the balance of payments records four entries, i.e., both ends of each of the two flows.

68. Transactions between foreigners in foreign liabilities included in the balance of payments (see ‘‘Under-
lying Principles, '’ paragraph 32) are usually reflected in only two entries--a credit for an increase in a liability
to one type of foreign holder and a debit for a decrease in a liability to another type of foreign holder. It is con-

ceivable, although not very likely, that such transactions may be reflected in four entries.

69. The schedule is defined in such a way that, as far as practicable, equal credit and debit
entries are provided. However, since the sources on which the entries are based may be incom-
plete or inaccurate, and different sources which may not be consistent with one another are in
most cases used for the two flows making up the transactions, an item for errors and omissions
is included in Table A to bring the statement into balance. Since errors and omissions are
likely to be partly mutually offsetting, the item is described as ‘‘net errorsand omissions.”’ A
credit entry for errors and omissions denotes anet understatement of recorded credits or over-
statement of recorded debits; conversely, a debit entry denotes a net understatement of recorded

debits or overstatement of recorded credits.

(4) Rationale of detailed categories

70. The detailed categories shown in Table A have been selected mainly to distinguish types of
transaction that have their own characteristic behavior; inpart, however, they are adapted to re-
porting convenience, and in partthey are designed to preserve comparability as between countries
within larger groups of transactions where the comparability of individual categories is not fea-

sible because of practical difficulties.
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(a) Goods and services

71. The first item in Table A covers merchandise transactions, i.e., exports and imports as
defined in international standards for external trade statistics, with such adjustments as are nec-
essary to adapt these data to balance of payments concepts. This category is distinguished be-
cause the basic data are usually available in external trade statistics, and further detail by coun-
try and commodity that is useful for the analysis of the over-all movements can thus readily be
obtained. Table I, Merchandise Transactions, is so constructed, however, that alternatively the
data can be derived from exchange records in countries where such records are superior to the
external trade statistics as a statistical source.

72. The second item in Table A, nonmonetary gold, covers transactions in gold that are re-
garded as similar to merchandise transactions, including transactions between the monetary in-
stitutions of the compiling country and the rest of its economy (see ‘‘Underlying Principles,”’
paragraphs 20 and 33). The major components, the balance of which is entered on a net basis, are
gold production and theuse of gold in industry. This item is shown immediately after merchandise
transacfioﬁs because it covers gold treated as merchandise; it is shown separately because, in a
world matrix of international transactions, nonmonetary gold does not add to equal debits and
credits, but resuits in a netbalance whichhas its counterpart not in the merchandise account but,

as explained in the General Note to Tables II(a) and II(b), paragraph 160, in the net movement of
monetary gold.

73. Freight and insurance on international shipments of goods are recorded asthe third item
in Table A, mainly because imports are not in practice reported on the same valuation basis by
all countries, and freight and insurance on merchandise do not, therefore, have a uniform coverage
from country to country. When the data for all countries are combined, items 1 and 3 together
should logically add to equal debits and credits, but not each of these items separately. Insurance
premiums and freight accruing to residents on merchandise other than imports of the compiling
country are offset in a world matrix of international transactions by insurance premiums and
freight paid by other countries, either reported as such or included in the c.i.f. value of merchan-
dise. In countries reporting imports at c.i.f. values, freight earnings and insurance premiums on
imports accruing to residents are included as debits in item 1 and as credits in item 3 and are
hence mutually offsetting within the two items.

74. Transportation other than freight on international shipments of goods is a significant cate-
gory that can usefully be related to freight receipts and payments. Moreover, it is usually derived
from the same sources. Other transportation is, therefore, shown after freight and insurance on
international shipments of goods as item 4 of Table A. Nonmerchandise insurance, on the other
hand, is usually negligible and is therefore combined with ‘‘other services’’ (item 8).

75. The fifth itemin Table A, travel, is distinguished both because it has a distinctive behavior
and because it is usually derived from separate sources. Travel excludes international passenger

fares which, mainly for reasons of reporting convenience, have been included in item 4, other
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transportation. Sometimes, however, it is impossible to separate international passenger fares
from (other) expenditures ontravel. Indeed, from the standpoint of reporting convenience, it might
sometimes be preferable to include credits for passenger fares in other transportation, and debits

in travel.

76. Item 6 of Table A shows investment income, i.e., income of foreigners on their financial
capital invested in the compiling country and of residents on their financial capital invested
abroad. This is a distinct category from the standpoint of both behavior and statistical sources. It
is usually by far the largest component of international factor income, a category needed to adjust

estimates of domestic product to cover national income and product.

77. Items 7 and 8 in Table A showtransactions in goods and services not included in the pre-
ceding items. Item 7 coverstransactions of foreigners with the central government of the com-
piling country and with its personnel stationed abroad; and transactiohs of residents with foreign
central governments and their locally stationed personnel. Item 8 covers all other transactions
in goods and services. Miscellaneous transactions in goods and services are divided into these
two categories (items 7 and 8) mainly because transactions associated with the stationing of troops
in foreign countries or with aid programs (included in item 7) are often large and have a distinc-
tive behavior. It is undesirable to combine such transactions with private trans}actions of a quite

different character.

(b) Transfer payments

78. Within the second major grouping, transfer payments, the major subclassifications are by
institution. Item 9 of Table A shows ‘‘private’’ transfer payments, i.e., those made and received by
residents other than the central government of the compiling country, subdivided into those with
foreign central governments and those with other foreigners. Item 10, covering transfer payments
made and received by the compiling country’s central government, is similarly subdivided by for-
eign sector. International transfer payments are usually made and received by the household
sector, as defined for national accounts purposes, or by the central government, and the institu-
tional classification of transfer payments thus helps to provide data needed for the preparation of
the national accounts. The institutional classification also helps to separate items that have a
different behavior in the balance of payments. Intergovernmental grants, which are often made to
support a program for economic development or tomeet a deficit in the balance of payments, be-
have quite differently from transfer payments between private residents and foreigners, such as
remittances by migrants or inheritances, which are made for personal reasons not related to
economic policy. The behavior of transfer payments is likely to be influenced more by the donor
(who may be a foreigner) than by the recipient, and the institutional classification therefore
distinguishes the sector of the foreign party as well as that of the domestic party.

(c) Capital and monetary gold

79. Movements of capital and monetary gold are, like transfer payments, classified by institu-
tion. The capital account, however, distinguishes five, rather than two, sectors of the compiling
country., Two sectors are provided for monetary institutions, ‘‘central’’ and ‘‘other’’ (items 15
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and 16, respectively, in Table A), because changes in the assets and liabilities of these institutions
usually play a prominent role in the settlement of international transactions; for some purposes,
it may be useful to combine these two sectors into a single ‘‘monetary sector.’’ Furthermore, the
schedule distinguishes the compiling country’s central government (item 14), local governments
(item 13), and a residual sector termed ‘‘private” (items 11 and 12, long-term and short-term,
respectively). The changes inthe assets andliabilities of the central government frequently reflect
economic policy, whereas changes inthose of the private sector are mainly determined by market
forces. Local government is an intermediate category. The coverage of the various sectors and
the rationale of their separation are further discussed in the General Note to Tables XI-XVI
(paragraphs 336-65).

80. The transactions attributed to each sector are those that represent changes in its assets
and liabilities, and not necessarily those conducted by the sector itself. For assets, the sector
classification in fact also indicates the domestic transactor. For liabilities, the sector élassifi-
cation indicates the domestic transactor if he is the debtor with respect to the financial item in
which the transaction takes place. However, where the domestic transactor and debtor are different
parties (e.g., in the case of private transactions with foreigners in securities issued by the do-
mestic government), the identity of the domestic transactor is usually irrelevant from the point of
view of analysis. Most transactions of this kind take place in capital markets where it is a matter
of chance who deals with whom. If the transaction takes place in the capital market of the compiling
country, it is a matter of indifference to the domestic transactor whether he is dealing with a
foreign party. Such transactions, therefore, can often better be explained in terms of the decision
of the foreign party to acquire or sell an asset of the particular type. As far as possible, trans-
actions in domestic financial items effected through organized capital markets are shown sepa-
rately from those transactions in which the domestic and foreign parties deal directly with one
another. Within the sectors for local and central governments, for example, new issues and retire-

ments abroad are shown separately from other transactions in securities issued by the reporting
country.

81. To interpret transactions in foreign liabilities, it is generally more important to know who

(t_he foreign party is than to identify the domestic transactor. It is of interest to know whether the
m&:&@ party, a government, or-a monetary institution, In fact, a large part of
the liabilities of the domestic sectors is dueto their opposite numbers in foreign countries. Thus,
most private liabilities are due to foreign private parties. Most liabilities of monetary institu-
tions are similarly dueto foreign monetary institutions, although a good part of the foreign depos-
its with central and other monetary institutions may not be due to the corresponding foreign sec-

tors. Foreign creditors of central governments are even more diversified by sector. Therefore,
the tables or notes to the tables suggestdistinctions for changes in deposit liabilities of monetary
institutions and central government liabilities which identify, ortend to identify, the foreign sec-
tor to which the liabilities are due. New issues and retirements abroad are likely to refer to

transactions with foreign private investors. For loans raised abroad, the itemization called for
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will identify the foreign lender. For transactions in existing securities issued by the domestic
government, a classification by type of foreignholder is requested when significant. This classifi-
cation is believed to be important only for countries whose deposit liabilities and government
securities are held as foreign exchange reserves by foreign monetary institutions.

82. Although the sectors are thus defined on an institutional basis, the main purpose of the
sector classification itself is to distinguish assets and liabilities with different behavior. For this
reason, the border line between the sectors depends to some extent on the behavior and function of
the underlying transactions. For instance,government institutions that have a monetary function in

international transactions are included in the monetary sector, and those that do not have such a

function are included in the government sector., Public corpérations whose international transac-
tions are similar to those of private corporations are attributed to the private sector, and those
that are monetary institutions to the monetary sector. Public corporations thatare instruments
of central government policy are included in the sector for central government.

83. Since the sector division focuses mainly onbehavior and function, it has seemed essential
to make a few exceptions to the creditor-debtor principle of allocation; these are explained in the
General Note to Tables XI-XVI (paragraph 347). These exceptions are made where the strict
application of the creditor-debtor principle would be awkward for the analytic uses of the statistics.

84. The traditional distinction between long-term and short-term assets and liabilities, which
was applied to all capital movements in the first and second editions of the Manual, is given less
emphasis, and is now applied to private and central government sectors. The distinction is
believed to be unimportant for the monetary sectorsbecause most of the international assets and
liabilities of monetary institutions are liquid, regardless of their formal maturities, with the ex-
ception of loans, which are shown separately. For local government, short-term and long-term
items are not distinguished, because changes in local government foreign assets and liabilities
are usually unimportant in the balance of payments.

85.The classifications both by sector and by type of asset and liability are selected in such a
way that, as far as practicable, the capital account of this Manual is coordinated with statements
of sector finance. However, both types of classification have been limited to what is believed to be

relevant for balance of payments analysis per se.

(5) Problems of classification

86. Two major-problems of classification encountered in recording transactions are discussed
below.

(a) Gross ov net recording
87. In general, data on goods and services are so defined as to be entered on a gross basis.
However, gross recording in the global balance of payments is confined to transactions which are

related to significant economic activity in the compiling country, and excludes transactions in which

the compiling country acts merely as an intermediary between two fdreign countries. Intermediary

- -
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transactions are not agency transactions, since ‘t.}_l_g intermediary acts as a principal, buying and
selling for his own account, while an agent acts only for account of his principal. In the tables that
_m

give a regional classification, such intermediary transactions should be entered on a gross basis

as adjustments to the record of goods and services proper.

88. In the global balance of payments, imports of goods and services cover those imported and
consumed or invested by residents, or used by domestic enterprises in further production; exports
of goods and services cover exports of goods and nonfactor services produced in the domestic
economy and of any goods recovered from consumption and investment, factor services rendered
to foreigners, and the netbalance of any intermediary transactions in goods and services.‘i:l‘:‘or in-
stance, when goods are purchased by merchants inone foreign country and sold to another without
being imported, or when a government purchases goods in one foreign country for transfer to

another under an aid program, these transactions are regarded as intermediary transactions in

goods and servicesDIntermediary transactions likewise occur when freight and insurance are con-
tracted and paid for by the exporter rather than the importer. Only the net balance of such trans-
actions, which is usually negligible, is included in the global balance of payments. The principle
of recording such intermediary transactions only onanet basis in the global balance of payments

is related to the principle recommended in this Manual for allocating international transactions by
country and area (paragraphs 453-59). According to this principle, countries that act only as inter-
mediaries in the sense here indicated are bypassed. This principle of regional allocation is

referred to, for convenience, as the principle of real flows.

o

89. A difficult choice between gross or net recording arises when goods are imported into a
country for processing without a change of ownership. The real flows principle, as described in the
preceding paragraph, would suggest that gross recording would be preferable. However, gross re-
cording would lead, in this case, to the imputation of international transactions that have not taken
place. In some instance such imputations would appear reasonable, in particular when the proces-
sing takes place within a direct investment concern or when the processing arrangement is in
essence a method of financing. For this sortof processing, it is suggested that the figures be re-
ported on a gross basis, i.e., that a change of ownership to the processing country be imputed.
Otherwise it is recommended that processing for foreign account be included in the balance of
payments on a net basis.

90. For transfer payments, generally no problem of gross versus net recording arises. How-
ever, some countries receiving aid have made available to the granting country a certain portion
of the local currency proceeds of the aid in the form of so-called counterpart funds, and the
question arises whether this portion should be netted against the grant or whether the grant and
the reverse flow in the form of counterpart funds should be shown on a gross basis in the account
for transfer payments. In this Manual, the grossbasis has been adopted because the gross trans-
actions can be more readily related to the transactions financed by the original grant and to the
use of the counterpart funds than can the net balance.
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91. Changes in assets and liabilities are generally recorded on a net basis, separately for
assets and liabilities within each category, although there are certain exceptions to this rule (see
General Note to Tables XI-XVI, paragraph 355). Sometimes, however, a country may play a purely
intermediary role in channeling capital movements between two foreign countries, and it may be
preferable to omit such capital movements from the global balance of payments even though tech-
nically they represent offsetting changes in assets and liabilities. For instance, U.S. direct invest-

ment in a Latin American country may be routed through a subsidiary in a “third country, say

Canada, which has only a purely nominal function in relation to the investment, When the mvestment
takes place there is a nominal increase inboth the foreign assets (in Latin America) and the for-
eign liabilities (to the United States) of the third country (Canada). The exclusion of such inter-

medlary transactions from the global balance of payments of the third country is analogous to

the exclusion of intermediary transactions in goods and serv1ces and has similar consequences for
bt

the regional classification. In this classification, movements of capital that are allocated regional-

ly by the transactor principle (see General Note to Table B, paragraph 470) should, as far as

possible, be attributed to the countries and areasthat are the ultimate providers or recipients of

the capital.
o ey

(b) Transactions avising out of a community of interests -

92. Special problems may arise in interpreting the principles of this Manual as they apply to
certain transactions, of which those associated with regional defense organizations are illus-
trative.

93. When military end-items are granted by one country to another, the transfer is for the

benefit of both countries. Since there has been a transfer of ownership to the goods, there is no
doubt, however, that an economic transaction has taken place, and the theoretical treatment in
this case does not present any problems, although itis difficultin practice to obtain information
on such transactions. For pragmatic reasons, therefore, they are often treated for national ac-

counts purposes as final government expenditure in the granting country, the international trans-

fer being disregarded and excluded from the balance of payments. While such a treatment may

prove necessary in practice, it isS not recommen’dea in this Manual, Since it would be inconsistent

A — o\ -

o S .

with its basic principles. To makethe reporteddata comparable between countries, it may be ad-
visable to make some ad hoc exceptions tothese principles in the requests for data, but such ex-
ceptions are not made in the Manual itself, which is intended to provide a theoretical framework
for the compilation of the balance of paymenté. In every respect, military end-items are treated

in this Manual in the same way as other goods and services.

94. A more difficult question arises when foreign troops stationed in a country rece1ve free of

charge, goods and services (orlocal currency) from the host country There is no doubt that the

A ——

provision of such goods and services, or currency, constitutes an international transaction. It is
difficult to determine, however, whether or not there is a quid pro quo in cases of this sort. On the

one hand, there are situations in which the cost to the country in which the troops are stationed
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may realistically be regarded as a purchase of defense services. On the other hand, it is evident
that in some situations the cost of supporting foreign troops constitutes an expenditure for which
no quid pro quo is received; the counterpart of this cost would thus be a transfer payment on any
realistic interpretation. It is not possible to establish a general rule for defining the conditions
under which the cost of supporting foreign troops should be classified as the purchase of a defense
service or as a transfer payment. The interpretation of these transactions will vary with political
situations and attitudes even though there may beno change in the basic economic facts. Because

of this difficulty, this Manual suggests that goods and services or local currency made available

free of charge to foreigntroops stationed ina country be recorded in a memorandum item outside

[

the balance of payments proper. .

95. A problem of interpretation also arises where a country receives contributions from other
members of a defense organization to which it belongsto cover part of the cost of constructing
military installations that serve the common purposes of the members. In this case, it is assumed
in this Manual that the construction represents a joint purchase of goods and services by all the
countries which pay the cost, and, accordingly, a country’s contributions to such construction in
other countries is classified in the goods and services account.

96. The questions discussed above are specific examples of a more generalproblem encount-
ered in balance of payments accounts whentwo or more countries cooperate closely in some field
in which they have a community of interest. Other examples are expenditures by governments in
their dependent overseas territories for administrative purposes, and such transactions as the
contributions of the United States to the cost of constructing the Inter-American Highway in certain
Latin American countries. The classification of such expenditures in the goods and services ac-
count or as a transfer payment depends on whether the expenditure is regarded as primarily for
the benefit of one country or the other, a determination which it is often difficult to make. This
Manual does not give precise rules for the classification of all such transactions, but suggests that
they be interpreted on an ad hoc basis in the light of the broad principles here outlined.

(6) Problems of valuation

97. In general, the entries in the balance of payments should be made at transactions values.
Ordinarily, a transactions value can readily be determined. For transactions between independent
parties in a free market, the transactions value is that established in the contract. Where there
is no transaction in a free market, other values may have to be used in the balance of payments.

98. First, transactions between enterprises that are considered as separate economic units
but that in fact form part of the same direct investment concern may be conducted at prices that
have been set above or below market value, e.g., in order to concentrate the earnings of the con-
cern in the country in which taxation is lowest. As mentioned in ‘‘Underlying Principles’ (para-
graph 22), such nominal prices may have to be replaced by imputed market prices in recording
the transactions of these enterprises.
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99. Second, for goods and services provided without a quid pro quo, e.g., under official grants,
it is suggested that the cost to the provider be entered if no other objective value is available.
Sometimes the cost to the provider may include a subsidy to domestic producers and may be above
the world market price; in that case, itis preferable to substitute the world market price for the
cost price, the difference representing the subsidy, i.e., a domestic transaction. Conversely, goods
and services provided under foreign aid programs andfinanced by loans or paym

rency may sometimes be valued at art1f1c1a11y lowprices that conceal a grant For such transac-

.tmns it is desirable, inprinciple, to substitute a value based eitheT on 151‘1?s~ in the world market
or on the cost to the seller, treating the difference between this value and the contract value as a
grant. In practice, it is extremely difficult to obtain the necessary information to revalue such
transactions, and they must therefore usually be entered at the official value assigned to them by

the country extending the aid,

(7) Problems of conversion
100. In estimating the transactions value in domestic currency, transactions carried out in

foreign exchange should be converted at a single rate rather than at the actual rates at which the

individual purchases and sales of foreign exchange were carried out. For currencies having an

effective par value, the difference between the par value and the buying and selling rates can
be regarded as a service charge on the foreign exchange transaction; this service charge will
usually be a domestic transaction (see General Note to Tables XI-XVI, paragraph 361).

101, Difficult problems arise in countries having multiple exchange rates or a freely fluc-
tuating unitary rate for their currencies during the reporting period. Such countries are requested
to report their balance of payments in terms of a monetary unit with a fixed relationship to gold.
Such a statement is not, however, suitable for comparison with the other social accounts, which
must necessarily be expressed in domestic currency. The problem of converting the balance of
payments into domestic currency in countries that have no effective par value therefore needs

further discussion.

102. The case of a country having a freely fluctuating unitary rate is theoretically simple.
Transactions can be converted into domestic currency at the rate prevailing at the time they are
completed. In practice, however, it may be difficult to compile the balance of payments on this

basis, and approximations may be necessary.

103. The case of multiple currency countries is theoretically very complex, and no ideal solu-
tion may be possible. Frequently, multiple exchange practices are combined with some form of ex~
change control whereby sales of exchange at favorable rates are rationed. In any case, the very
existence of multiple exchange rates contradicts one of the basic axioms of social accounting, i.e.,
that identical economic objects, real or financial, have a single price. The case of multiple ex-
change rates is similar to that of internal price controls, where the same goods or services
(say leases of apartments where rent control exists) may command different prices according to
whether or not they are subject to control. Under these circumstances, only a pragmatic rather

than a theoretical solution can be expected,
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104. As a pragmatic solution, it is suggested that balance of payments statements in multiple
currency countries be converted into domestic currency at some unitary rate; the difference be-
tween the values so obtained and the values obtained by conversion at the rates at which the foreign
exchange transactim in fact carried out could then usually be interpreted as indirect taxes
and subsidies. For instance, payments by importers in excess of the domestic currency equivalent
of their payments in foreign exchange converted at the unitary rate would be interpreted as the
equivalent of a customs duty. Similarly, if exporters have received an amount in local currency
larger thanthe exportproceeds surrendered, converted at the unitary rate, the difference would be
interpreted as the equivalent of anexport subsidy. Sometimes the spread between the unitary rate
and the transactions rate would constitute a direet tax, e.g., on the transfer of factor income. A
foreign exchange transaction completed between a residentand a foreigner (say a purchase of cur-
rency notes by a resident from a tourist) at a rate differing from the unitary rate would imply an
international transfer payment, but in the more ordinary case the transfer payment would be
between residents. The profit or loss of the monetary authorities on the operation of the multiple
exchange rate system would usually be a major component of the transfer payments involved in the
conversion from foreign exchange into domestic currency, and vice versa, and would be the only
component that could be estimated reliably. This profit or loss could usually be regarded for the
most part as a measure of the indirect taxes net of subsidies implied in that system.

105. The choice of the unitary rate tobe used for conversion is difficult. One possibility would
be to employ a rate that would equate demand and supply in the absence of exchange controls; a
second would be to adopt the rate that could be expected to be maintained under a regime of ex-~
change controls regarded as a more realistic alternative to the multiple exchange rate system.
The second possibility might be the simpler pragmatic solution. In the former case the gold
value of the domestic currency unit would be presumably lower than a weighted average of the
rates at which exchange transactions had been carried out, while in the latter case such a weighted
average might be applicable. In no case would it be advisable to use nominal par values differing
substantially from effective rates.
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GENERAL INSTRUCTIONS

(1) Introduction

106. The Balance of Payments Manual is intended to be a logical framework for defining and
explaining a consistent system of balance of payments principles and for compiling balance of .
payments statisticsin accordance with this sytem. It isnot intended as a bed of Procrustes into
which the reports of all cour;tries must be fitted exactly. It is recognized that the categories of the
schedule vary greatly in significance from country to country. Certain categories may not be
applicable at all to the balance of payments of many countries, a problem which is inherent in any
uniform classification scheme. Compiling countries will necessarily have to weigh the difficulty
and the cost of obtaining certain information against its usefulness in analyziné their balance of
payments. It is therefore expected that countries willfind it desirable to combine some categories
that are shown separately in the uniform scheme and will not compile data at all for categories
that are of little importance to them. The Fund staff would appreciate an opportunity to consult
countries on the most effective adjustment of the schedule to their needs.

(2) Reports requested

107. Reports are requested from time totime onthe basis of this Manual. The requests spec-
ify the particular tables and the supplementary data that are desired and may suggest certain ad
hoc exceptions to the Manual principles. Countries with dependent overseas territories should pro-
vide separate reports for the metropolitan areas and for each territory or for appropriate groups
of these territories. The reports for the metropolitan areas should include transactions with the
dependent overseas territories, and those for the dependent territories should include transactions
with the metropolitan areas. Countries whose economies are unified by a common monetary sys-
tem and customs area may provide one report covering all countries to which the arrangements
. apply. However, if each country has a separate set of national accounts, separate balance of pay-
ments reports should be provided for each country if at all possible.

(3) Definition of residents

108. Residents are deﬁned‘ in ‘‘Underlying Principles’® (paragraphs 8-17). For individuals,
the distinction between travelers and migrants has been left somewhat flexible, and countries
should use the definition they have found most practicable for balance of payments purposes. The
explanatory notes to the report (see section (5), below) should indicate the manner in which the

definition of resident has been interpreted in borderline cases.
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(4) Vvaluation unit

109. The figures entered throughout the schedule, except where otherwise specified, should be
in some convenient unit of the domestic currency. The unit should be stated on each table, and the
rate for converting the figures into U.S. dollars should be specified. For the method of converting
data from foreign exchange into domestic currency, see ‘‘Basic Methodology,’’ paragraphs 100-105.

110. Reports for countries which have had multiple exchange rates or a freely fluctuating uni-
tary exchange rate (thathas infact fluctuated considerably) for their currencies during the report-
ing period should be compiled interms of a monetary unit with a fixed relationship to gold. Coun-
tries which have changed the par value of their currency during the reporting period should
prepare separate reports for the period before and after the revaluation.

111. While countries with multiple exchange rates should give priority to the report in a mon-
etary unit with a fixed relationship to gold, it would be of interest for the Fund to know the rate
which, in the opinion of the compilers, should be used to convert the statement to domestic cur-
rency for comparison with the national accounts statements. The principles to be applied in select-
ing such a rate are suggested in ‘‘Basic Methodology,’’ paragraphs 103-05. The Fund staff would be
interested in knowing in detail how the rate chosen was arrived at, and would appreciate being
consulted about any problems that might arise in finding the appropriate rate.

(5) Explanatory notes and symbols

112. The reports should include detailed explanatory notes similarto, but in most cases more
extensive than, the notes in the section for the compiling country in the Fund’s Balance of Pay-
ments Yearbook. These explanatory notes should describe the content of each item and the method
and sources employed in deriving it. In particular, any deviation from the principles and defini-
tions of this Manual should be noted, and the exchange rates applied to the underlying series in
deriving the balance of payments entries should be specified, if these rates differ from the unitary
rate shown atthe head of eachtable. Where data supplied in accordance with the Fund’s definitions
for balance of payments purposes differ from those regularly published by the compiling country
or those submitted to the Fund for other purposes, a reconciliation of the data should be provided.
Such a reconciliation is particularly important for merchandise and for the assets and liabilities
of the monetary institutions.

113. It is recognized that items in the Fund’s schedules, which are uniform for all countries,
will frequently call for data that are of little significance in the international transactions of a
particular reporting country. Data of such a character that are not readily available need not be
reported, but the omissions should be noted in the explanatory notes.
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114. In cases where data cannot be supplied in accordance with the Fund’s categories but are
available in a somewhat different form, they should be entered in the categories that they most
nearly fit, and the nature of the differences should be described in the notes.

115, Items in the tables for which data are not available should be marked by dots (. . .. ).

Items for which the entries are known or believed to be zero or less than half the final digit used
in the tables shoulee marked with a dash (—).
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GENERAL NOTE TO TABLE I

116. Exports and imports in the merchandise accountof a balance of payments as constructed
in this Manual cover, with a few exceptions, all international changes of ownershiptogoods that at
some stage cross the customs frontier of the compiling country. In addition, exports and imports
include (1) some goods that cross the customs frontier without a change of ownership, but for
which a change of ownership is imputed; and (2) a few types of transactions (changes of ownership)
in goods that do not cross the customs frontier. The account includes both transactions involving
a quid pro quo (hereinafter referredto as commercial transactions) and transactions involving no
quid pro quo, i.e., gifts, reparations, etc. (hereinafter referred to as noncommercial transac-
tions).E_lxports and imports should in principle be entered at the time when ownership change_gand
be valueduniformly attransactions value, preferably atthe customs frontier of the exporting coun-
try (f.o.b. basis), although for imports the alternative of valuation at the customs frontier of the
importing country (c.i.f. basis) is also provided.

117. The usual sources of data on transactions in goods are external trade statistics, based
on customs returns, and records of exchange transactions. With data given by these sources as
the basis, this Manual defines exports and imports with respect to coverage, timing, and valuation
so as to achieve maximum possible consistency and symmetry in the merchandise accounts to be
compiled by all countries.

118. The main categories of transactions (i.e., changes of ownership to goods) that are not in-
cluded in exports and imports inthis Manual are the following: (1) goldtransactions (see Tables II(a)
and II(b)); (2) purchases and sales of ships’ stores including bunker fuel, included in other trans-
portation (see Table IV); (3) purchases by travelers, included in the travel account (see Table V);
and (4) goods procured abroad and used in the country of procurement by diplomatic missions
and military agencies, including their personnel (see Table VII).

(1) Goods crossing customs frontiers without change of ownership

":1’19. Goods that cross the customs frontier of the compiling country but do not change from
domestic to foreign ownership or vice versa do not normally involve balance of payments trans-
actions. Such goods fall mainly into the following categories: (a) goods exported or imported for

38



storage, (b) goods exported or imported for processing, including transportation equipment under-
going major conversion, (c) returned exports and imports, (d) direct transit trade, and (e) goods

exported or imported for rental. .L.{,

(a) Storage

120. Canadian wheat may, for example, be shipped to the United States, stored there for
Canadian account, and subsequently sold by Canada to the United Kingdom and shipped to that
country. Since the United States never acquires ownership of the wheat, it should be excluded,
in the merchandise account of a balance of payments compiled according to this Manual, from U.S.
imports, and from U.S. exports when it is shipped out. It should be entered only as a Canadian ex-
port to the United Kingdom as at the time when the United Kingdom acquires ownership. Any stor-
age charges in the United States should be entered in the U.S, balance of payments as an export of

services to Canada.

(b) Processing

121. When country A exports goods without sale to country B for processing in that country,
and then reimports the goods after processing, two alternative treatments are possible; the choice
between them depends on the nature of the transaction. First, the gross value of the goods may be
entered as exports and imports in the balance of payments of both countries. That is, country A
may enter an export and subsequent reimport and country B may enter an import and subsequent
re~export. This isthe usual recording of such transactions in external trade statistics. Second, the
gross values may be omitted from exports and imports, and the value added by processing, as in-
dicated by the processing fee, may be entered as an export of goodsE>r servicg{from country B
to country A. Ifcountry A exports goods to country B for processing a}lﬁ—_ then self’s them to a third
country (country C), two treatments are again possible: (i) The transactions may be entered as
usually recorded in external trade statistics, i.e., as an export of goods from country A to coun-
try B, and a re-export of goods from country B to country C. (ii) The transactions may be
entered as an import of good%_)_:r servicegby country A from country B, equal to the value added
by processing, and an exporf of goods from country A to country C equal to the value of the

processed goods.

122. Applying the criterion of change of ownership, the procedure indicated in (i), para-
graph 121, should be followed only if country B acquires ownership of the unprocessed goods. This
criterion, however, cannot always be meaningfully applied, and some important cases of process-
ing in which ownership does notinfact pass are, therefore, treated as if the processing country
acquired ownership of the unprocessed good and transferred ownership of the processed good. Such
imputations of a change of ownership are made where the processing transaction can be regarded,
from the aspect of market relationships, as analogous to purchases by the processing country of
the unprocessed goods and sales by it of the processed goods. This is the case whenever the pro-
cessing contract is essentially afinancing arrangement. Moreover, although any change of owner-
ship which may occur is more orless nominal in the case of transactions that take place within a

39



direct investment concern, ownership of all goods shipped from one unit of such a concern to an-
other is assumed for balance of payments purposes to follow the physical movement. Therefore,
all international shipments of goods for processing within a direct investment concern, including
the important case of shipments of crude oil for refining, should be treated as purchases and sales
of merchandise. When a change of ownership is not imputed, the gross movements of merchandise
shipped for processing without a change of ownership should be eliminated fromthe balance of pay-
ments and the value added in processing should be entered instead; see paragraph 151(l) and para-
graph 152(i). It is not, however, always possible in practice to determine whether exports and
imports recorded in external trade statistics refer to processing arrangements; the balance of
payments is, therefore, likely to include on a gross basis a larger number of processing trans-
actions than indicated by the principles outlined here. A related case is that of goods shipped for
repair. For such transactions only the service of repair should be entered (in Table IV, item 3.2
or 8.2, for ships and other transportation equipment, and in Table VIII, item 2.12, for other goods).

(c) Returned exports and imports

123. Returned exports and imports should, in principle, be treated as if no change of ownership, i.e., no
merchandise transaction, had ever occurred. This means, first, that goods exported in one period and returned in
a later period should be entered as an increase and subsequent decrease in stocks of goods of domestic origin
held abroad by the compiling country, and second, that goods imported in one period and returned in a later
period shouldbe entered as anincrease and subsequent decrease in stocks of goods of foreign originheldinthe con\1—
piling country by foreigners (see ‘‘timing adjustments, '’ paragraphs 133-34, and note to items 6.1 and 6, 2, para-
graph 154). Furthermore, if a cash payment is in fact made for goods subsequently returned and a refund given
upon the return, the payment and refund should be entered in the capital account as a prepayment and subsequent
repayment. In most cases, this treatment is difficult to apply in practice, since it involves adjusting merchandise
transactions in one period for shipments occurring in a later period. Consequently, this Manual provides for a
slmélified treatment: goods returned in a given period are deducted only from exports and imports of that period;
no adjustments are made to exports and imports of earlier periods or to stocks, and no entries are made in the
capital account (see note to item 5, 2, paragraph 152(g)). This simplified treatment approximates that required in

principle if the amounts of returned goods remain about the same from period to period,

(2) Transactions in goods not passing customs frontiers

’j24. Exports and imports in the merchandise account include the following transactions in
goods that may not cross the customs frontier of the compiling country: (1) fish and other marine
products caught and sold abroad directly by the compiling country’s fishing fleet, (2) purchases and
sales of ships and other carriers, and (3) goods purchased in one foreign country by the compiling
country’s government for its own use in another foreign country. These transactions are included
in the exports and imports of the compiling country to ensure symmetry between the merchandise

accounts of exporting and importing countries. 7
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125. All other transactions in goods that do not pass the customs frontier of the compiling
country are excluded from exports and imports in the merchandise account. (1) Goods pur-
chased and consumed abroad by residents of the compiling country, and goods burchased and
consumed by foreigne;'s in the compiling couritry, are entered elsewhere in the goods and services
accoun(t. For example, goods purchased and consumed abroad by the compiling country’s tourists
are included in Table V and thoseby its diplomatic and military personnel abroad are included in
Table VII. (2) Merchandise transactions abroad, i.e., goods purchased from one foreign country
and sold or transferred as gifts to another foreign country, or even to the country where pur-.
chased, are treated as follows: when goods are purchased and sold abroad, the gross purchases
and sales are not included in exports and imports, but the balance on such transactions, mainly
profit, is entered in item 1.2, other merchandise (net), of Table A, to make the total values of
world exports and imports equal. When goods are purchased abroad and transferred as gifts to
foreign countries, the expenditures for the purchases are entered as transfer payments in
Tables IX or X, 7\ —

(3) Adjustments to exports and imports

126, Items 1-7 of Table I show how exports and imports (item 1.1 of Table A) can be derived
from basic data on merchandise trade. These basic data will be either a record 6f export and im-
port shipments, such as that compiled by the customs authorities and hereinafter called the trade
returns, or a record of monetary receipts and payments through the domestic banking system,
such as that compiled by the exchange control authorities and hereinafter called the exchange
record. The adjustments needed to make the basic data on trade conform to the definition of ex-
ports and imports used in this Manual fall under three headings: (a) valuation, (b) coverage, and
(c) timing; these adjustments are made in items 2 and4, item 5, and item 6, respectively, of Table I.

(a) Valuation adjustments

127. Both exports and imports should be entered at transactions values at a uniform boundary,
namely, at the customs frontier of the exporting country (f.o.b.). For imports, the exporting coun-
try should generally be the country of first consignment, as it is defined below in the General
Note to Table B (paragraph 461). For countries unable to enter imports f.o.b., provision is made
for entering them c.i.f. (cost, insurance, and freight) at the customs frontier of the importing
country.TA—.lthough ““f.0.b.”” stands for ‘‘free on board,’’ this term should not be interpreted as
including costs of loading borne by the international carrier. Such costs are included either in -

item 3 of Table A as part of freight (for exports transported in domestic carriers and imports
‘t‘r_ansported in foreign carriers), or in item 4, other transportation, as part of port éxpenditures
(for exports transported in foreign carriers and imports transported in domestic carriers). The
exclusion of loading costs borne by the international carrier from the f.o.b. value of merchandise
is in accordance with the data from which external trade statistics are complied, and is necessary
for balance of payments purposes to avoid duplication~between the merchandise and other goods

and services accounts.
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128. As arule, countries record exports f.0.b. intrade returns, but imports are recorded f.o.b.
by some countries and c.i.f. by other countries. Exchange record data may mix f.0.b. and c.i.f.
valuations according to the terms of the contracts under which goods are bought and sold. Item 2
covers the adjustments needed to bring the basic data to a uniform valuation. Items 2.1 and 2.2
provide for adding freight and insurance within the exporting country not included in the declared
values, and items 2.3 and 2.4 provide for the elimination of international freight and insurance,
which are included in Table III insofar asthey are appropriate to the balance of payments. Alter-
natively, if imports aretobeenteredona c.i.f. basis, items 2.3 and 2.4 may be used to add inter-
national freight and insurance to imports entered on a mixed f.o.b. and c.i.f. basis.

129. For commercial exports and imports, the transactions value is the contract value. If no
contract value is specified (e.g., in the case of goods shipped between parent companies and for-
eign branches or subsidiaries) and for noncommercial exports and imports, i.e., transfer pay-
ments in kind, the goods should be valued at an imputed contract value based on international
market prices adjusted to a basis f.o.b. the exporting country. If an international market price
cannot be obtained, the transactions value may be estimated as the cost to the provider for cur-
rently produced goods or the resale value in the provider’s country for previously produced goods,
€. g., surplus property (see pafagraphs 98-99).

13‘0. Item 4 of Table I constitutes the adjustment necessary to bring the basic data to a trans-
actions value basis; it applies mainly totrade returns statistics. The value of eXports or impo'rts
recorded in trade returns may not be the amount actually' paid according to the contract. For
ekample, certain elements such as export duties may be omitted, or customs procedure may
require theuse of some foreign or domestic price other than the contract price at which the trans-
action was in fact carried out. .

131. Some exports and imports, e.g., transactions between a parent company and its foreign
subsxdlanes may be declared to customs at nominal values; such values should be replaced by
1mputed transactions values of the goods at the frontier of the exporting country estimated from
market pr;ces. In cases where no international payment is made (e.g., reparations in kind), the
valuation in the trade returns may also have to be adjusted to an imputed transactions value.

(b) Coverage ad]ustments

132. Trade returns may exclude re-exports and certain types of goods such as silver and
parcel post. An exchange record may exclude merchandise that is not paid for at all, e.g., gifts,
and é.l‘so merchandise that is not paid for through the domestic banking system, e.g., goods paid
for by debit or credit to intercompany accounts. When such transactions should be included in
item 1.1 of Table A, they should be entered by the compiling country in item 5.1, additions, of
Table I. On the other hand, the basic data may record transactions in goods that are either not
appropriate to the balance of payments. or are to be entered elsewhere than as exports and im-
ports. All such transactions should be entered in item 5.2, deductions. The exact coverage of
exports and imports is described inthe notesto items 5.1 and 5.2 of Table I (paragraphs 151-52).
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(c) Timing adjustments

133. Exports and imports are enteredas atthetime at which ownership changes. For the pur-
poses of this Manual, the time at which exports change ownership is taken to be the time when the
exporter ceases to carry the goods onhisbooks as a real asset and makes a corresponding change
in his financial assets or liabilities; the time at which imports change ownership is the time when
the importer enters the goods on his books as a real asset and makes a corresponding change in
his financial assets or liabilities. This timing of the change in ownership of goods is adopted to
make the merchandise account of a country’s balance of payments as consistent as possible with
its capital account. It also eliminates mosttiming discrepancies between the merchandise account

of the exporting country and that of the importing country,

134. Timing adjustments, item 6, Table I, are necessary because the time at which ownership
of goods changes may differ from the time at which transactions are recorded in the basic data.
‘Trade returns record transactions at the time the movement of the goods takes place and exchange

records show the time at which receipts and payments are made.

135. Adjustments totrade returns for changes in stocks are made in items 6.1 and 6.2, to allow
for movements across customs frontiers of goods whose ownership has either changed earlier or
has yet to change. The stocks of goods covered by these items are those held directly (or through
agents) by residents of the compiling country but located outside its customs territory and bonded
warehouses (stored abroad, en route, or in domestic territory outside customs, e.g., in free
ports) and those held directly (or through agents) by foreigners but located within the compiling
country (either inside its customs territory or inits bonded warehouses). _S_to_iks of goods held by

residents indlrectly through branches and subsidiaries of the compilin ing country 'S enterprlses are
) treated as owned by foreigners, and goods held by forelgn-ovs;;xed branches and subsidiaries in the
compiling country are treated as held by residents. All such goods are considered to be owned di-

rectly by the branches and subsidiaries as partof their real assets, in which the parent companies

have a financial equity.

136. Whenthe basicdata aretaken from exchange records, adjustments are entered in item 6, 3
or 6.4 (trade credits extended or received) for prepayments and postpayments of exports and
imports, i.e., for receipts and payments for goods that have not yet changed ownership and for
goods changing ownership before payment is made. Changes in trade credits received or extended

should be entered in the capital account (see paragraph 155).

(4) Net balance on merchandise transactions abroad

‘»137 By definition, items 6.1 and 6.2 exclude changes in stocks which are not to be entered as
exports or imports of merchandise. The most important example refers to stocks arising from
merchandise transactions abroad conducted by residents of the compiling country (see para-
graph 125). The net balance of suchtransactions, whichis entered in item 8, includes the profit on the
transactions as well as the changes in stocks (see paragraph 157). This balance must be added to

exports to make world exports equal world imports. :7
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Compiling Country

TABLE I. MERCHANDISE TRANSACTIONS

Currency .o Unit

Period Covered

Exchange Rate: US$

Iltem

Credit

1.

Trade as reported in

(exports y AMPOPES ) coeeooeeecmaerenmseenssenenseemses oo

2. Adjustments for uniform valuation basis (2.1 through 2.4)

E=N

7l

8.

. Exports f.o.b., imports
. Other valuation adjustments
. Coverage adjustments (5.1 plus 5.2)

. Timing adjustments (6.1 plus 6.2 or 6.3 plus 6.4)

2.1. Internal freight oo

2.2. Internal insurance

2.3. International freight

2.4. International insurance

(1 plus 2)

5.1. Additions

5.2. Deductions (enter with minus sign)

6.1. Domestically owned stocks held abroad *

6.2. Foreign-owned stocks held in compiling country*
6.3. Trade credits extended T

6.4. Trade credits received T

Total adjusted exports f.0.b., imports
(3 through 6 =Table A, item 1.1)

Merchandise transactions abroad (Table A, item 1.2)

XXX

* For trade data based on trade returns.
T For trade data based on exchange records.
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NOTES TO ITEMS IN TABLE I

138. In this table, exports and adjustments to exports should be entered inthe credit column;

imports and adjustments to imports in the debit column.

Item 1: Trade
139. This item should cover the unadjusted basic data on trade as recorded in external trade

statistics or exchange records. Indicate whether entries are on an f.o.b. or a c.i.f. basis.

Item 2: Adjustments for unitorm valuation basis

140. This item should be used when adjustments are necessary to bring the basic data in
item 1 to auniform valuationbasis, usually f.o.b. the customs frontier of the exporting country for
both exports and imports. Internal freight and insurance to the frontier of the exporting country
should be added to thebasic trade data, and international freight and insurance should be deducted,
to derive the f.o.b. values. When imports in basic exchange records are valued partly f.o.b. and
partly c.i.f., it occasionally may be more feasible statistically to adjust them to a common c.i.f.
basis than to an f.o.b. basis. For this adjustment, international freight and insurance have to be
added.

Items 2.1 and 2.2: Internal freight and internal insurance .
141. These costs should be added when exports or imports in the basic data are valued at some
interior point of the exporting country, and deducted when valued at an interior point of the import-

“ing country.

Items 2.3 and 2.4: International freight and international insurance

142. Any element of international freight and insurance included in the basic data for exports
should be deducted. This deduction is likely to be necessary only when the basic data are taken
from exchange records and the exports are paid for under c.i.f. contracts. Any international
freight and insurance included in the recorded value of imports should be deducted whenever data
permit the entry of imports f.o.b. This deduction may apply both to data based on trade returns and
to data based on exchange records. However, when exchange record data for imports on a mixed
valuation basis have to be adjusted to c.i.f. rather than f.o0.b. values, international freight and

insurance have to be added.
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143. Items 2.3 and 2.4 constitute valuation adjustments, notbalance of payments entries com-
parable to entries for freight and insurance in Tables III.A and III,B. They therefore cover all
international freight and insurance included in the trade data, whether paid to residents or to
foreigners. Freight and insurance on exports earned by residents of the compiling country should
be enteredas credits in Tables III.A and III. B, respectively, but such earnings by foreigners should
be omitted from the balance of payments, When imports are recorded f.0.b., freight and insurance
on imports earned by foreigners should be entered as debits in Tables III.A and III.B, respectively,
but such earnings by residents should be omitted from the balance of payments; when imports are
recorded c.i.f., freight and insurance earned by residents should be included as credits, but such
earnings by foreigners should be omitted. (See General Note to Tables III.A and IIl.B, para-
graphs 202-03.)

Item 3: Exports f.o.b. and imports

'144. This item is the sum of items 1 and 2. If imports in item 1 are recorded c.i.f. and the
data needed to convert them to an f.o.b. basis (items 2.3 and 2.4, debit) are not available, or if
imports in item 1 are on a mixed valuation basis and can be adjusted to uniform values only on
a c.i.f. basis, the c.i.f. value should be entered here.

Item 4: Other valuation adjustments
145. This item should be used when the basic data are not valued at international transactions
prices. The adjustments which may need to be entered here include the following:

(a) Duties and subsidies. If the valuesof exports and imports in the basic trade data are based
on domestic market prices in the exporting country, export duties levied by the exporting country
should be added, and export subsidies paid by the exporting country deducted. If imports are valued
in the basic trade data on thebasis of domestic market prices in the importing country, domestic
subsidies paid by the importing country should be added and import duties levied by the importing
country deducted. In some cases, fees are payableby exporters to the consulates of the importing
countries’ governments and these fees are recovered through the sale price of the goods. Such
fees are, in effect, an import duty levied by the importing country, i.e., an internal tax in that
country, and should as such be excluded for balance of payments purposes from the value of ex-
ports and imports.

(b) Trade of direct investment companies. The value of trade between parent enterprises and
their branches and subsidiaries may need to be corrected from nominal book values to imputed
transaction values (see paragraph 129).

(c) Export and import agents’ fees. In principle, fees and commissions paid by exporters and
importers to foreign brokers and agents shouldbe treated as services rendered by the brokers or
agents to the exporters and importers and entered in Table VIIL. Thus, fees paid to foreign agents
by exporters should not be deducted from the f.0.b. value of merchandise. When the entries in
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Table I are based on exchange records, and export agents’ fees are paid out of export proceeds
in foreign currency, these fees should be entered in item 4 and an offsetting debit entry should be

made in Table VII. Amounts retained as fees by agents of foreign exporters in the compiling ;

e

country should be reported in the debit column of item 4; an offsetting credit entry should be made .

in Table VIII. Fees and commissions paidby importers to agents abroad should be excluded from
the f.o.b. value of merchand1se "Any fees paid by fore1gn importers to agents in the compiling
‘yceﬁntry wh1ch are mcluded in the basic export data in Table I should be deducted in item 4 (credit)
and entered as a credit in Table VIII,_'Any fees pa1d to fore1gn agents by importers in the com-
“ piling country which are included in the basic import data in Table I should be deducted in

item 4 (debit) and entered as a debit in Table VIII.

(d) Consignment trade. Such trade is often declared to customs or paid for at preliminary
values, pending determination of the final sales price. The value recorded in the trade returns
should be correctedtothefinalf.o.b.price received by exporters or paid by importers. When the
exchange record is used for basic trade data, gross payments and receipts in final settlement of
consignment trade should be entered in the merchandise account. Data on consignment trade are
also likely to require adjustment for timing, particularly when they are derived from customs

returns.

(e) Rebates, etc. Payments by exporters toforeigners of rebates, discounts, compensation for
damaged goods, etc., should be entered as negative credits, i.e., deductions from exports, and
such receipts from foreign exporters should be entered as negative debits, i.e., deductions from

imports.

(f) Newly printed paper money, etc. The valuationof commercial exports and imports of newly
printed paper money, stocks, bonds, etc., and newly minted coin may need to be corrected from
face values to transactions values.

(8) Export proceeds retained in foreign currency. Exchange record data may fail to cover part
or all of export proceeds retained abroad in foreign currency accounts. Where part of the proceeds
is so retained, the amount retained should be entered in item 4. If the whole export proceeds are
so retained abroad by an exporter, they should be entered in item 5.1 (see note to that item, para-
graph 151(i)).

(h) Revaluation of noncommercial trade. When noncommercial trade is included in the trade
- returns, itmay be necessary to enter in item 4 the difference between the valuation in the trade
returns of goods transferred as grants or reparations and an imputed transactions value (see
General Note to Table I, paragraph 130).

Item 5: Coverage adjustments

146. The coverage of exports and imports in the merchandise account in this Manual is broadly
the same asthat of ‘‘general exports and imports’’ in external trade statistics. ‘‘General exports’’
comprise: (1) domestic (sometimes called national) exports, consisting of outward movements of
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merchandise produced entirely in the compiling country or manufactured inthe compiling country
using impof-ted gaods, and (2) anoutward movement termed ‘‘re-export,’’ consisting of goods im-~
ported and moved out again without any processing beyond cleaning, sorting, packaging, and
labeling. ‘‘General imports’’ comprise inward movements of merchandise (1) directly for con-
sumption, (2) for re-export, and (3) into storage under customs control pending determination of
its final disposition. Goods in direct transit, i.e., goods moving through the country for purposes
of transport only, are excluded from external trade statistics.

147. Many countries record in their trade statistics for outward movements of goods either
(1) domestic exports (described above), or (2) ‘‘special’’ exports, consisting of the outward move-
ment of (a) domestic goods and (b) nationalized goods (i.e., foreign goods cleared by customs for
domestic consumption and subsequently re-exported without having been transformed). For balance
of payments purposes export data of those types must be adjusted by entering other re-export
transactions.

148. For inward movements of goods, many countries record ‘‘special imports’’ consisting of
goods either entered directly or withdrawn from storage under customs control for domestic use
or transformation. Data of this type must be adjusted to cover entries into, rather than with-
drawals from, storage under customs control (hereinafter referred to as entries into, and
withdrawals from, bonded warehouses).

149. With the exceptions noted in paragraph 152, the merchandise account in this Manual in-
cludes (1) exports of merchandise produced entirely inthe compiling country and of merchandise
manufactured in the compiling country from imported goods; (2) re-exports, i.e., merchandise
that has been imported by residents and before resale to foreigners has undergone only such
minor processes as cleaning, sorting, packaging, and labeling; (3) direct imports of merchandise,
i.e., not through bonded warehouses, for domestic use (frequently referred to in external trade
statistics as imports for consumption); (4) direct imports for re-export; and (5) imports into bonded
warehouses for subsequent domestic use or re-export. Re-exports and imports for re-export
include merchandise passing through bonded warehouses, but not goods in direct transit.

150. Listed below are types of merchandise transactions that are often not recorded in basic
data ontradebut should be included in the merchandise account of this Manual (to be entered, when
necessary, in item 5.1); andtypes of merchandise transactions that are often reco;ded in the basic
data but are either not balance of payments transactions or should not be included in the merchan-
dise account of this Manual (tobe deducted, when necessary, in item 5.2). The items added or de-
ducted should be entered on the same valuation basis as the data in item 3.

Item 5.1: Additions
151. The following items should be entered if they are not already recorded in the basic data
on trade and if they involve a change of ownership between residents and foreigners.
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(a) Re—exports and imports for re—export. Imports for re-export should include all entries into
bonded warehouses less withdrawals for domestic use, and re-exports should include all with-

drawals from bonded warehouses for shipment abroad.

(b) Silver bullion, demonetized coins of any metal other than gold, and newly minted coins, other than
gold coins, not yet circulating. Coin in current circulation istreated asa capital item. Silver bullion
is included in the merchandise account even when silver constitutes monetary reserves of the

compiling country.
(c) Parcel post.

(d) Fish and other marine products: viz., fish, etc., caught by domestic vessels and sold to
foreign countries without passing domestic customs frontiers.

(e) Ships and aircraft: transfers of ownership of ships and aircraft.

(f) Livestock driven across customs frontiers (if ownership changes between residents and

foreigners).

(g) Electric power, gas, and water. By convention these are treated as merchandise trade rather

than as a service item.

(h) Government imports, including military equipment and goods purchased in one foreign
country for use by the government in another foreign country.

(i) Commercial merchandise not paid through the domestic banking system. This includes barter;
goods transferred between parent enterprises andtheir branches or subsidiaries against credits
or debits to intercompany accounts, including goods transferred for processing; other goods ex-
ported or imported under foreign loans or credits; goods for which the export proceeds are re-
tained 100 per cent in foreign currency; and imports paid with foreign assets, including retairied
foreign currency accounts. These additions may be necessary when the basic data are taken from
exchange records. If part (less than 100 per cent) of export pfoceeds is retained in foreign cur-
rency and therefore not recorded inthe exchange records, this unrecorded part should be entered

in item 4 (see note to that item, paragraph 145(g)).

(5) Noncommercial merchandise, mainly grants and reparations in kind. .Like other merchandise
trade, noncommercial merchandise should exclude gold and include goods from both current pro-
duction and existing capital equipment. Grants and reparations should be valued at an imputed

transactions value (see General Note to Table I, paragraph 129),

(k) Imports lost, destroyed during shipment, or confiscated by the importing country’s customs

authorities. When the loss is borne by the importer the goods will presumably be recorded inthe ex-
porting country’s data, and they should be entered as debits by the importing country in item 5.1.
Lost or destroyed exports of the compiling country when the exporter in the compiling country
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bears the loss should be deducted in item 5.2 (see note to that item, paragraph 152(h)). Compen-
sation paid by exporters to importers for damaged goods should be entered in item 4 (see note to

that item, paragraph 145(e)). Compensation paid by an insurance company should be entered in
Table IIL.B,

(1) Processing fees, etc. For goods deducted under item 5.2 (see note to that item, para-
graph 152(i)) , processing fees should be added. For any such goods exported for processing and

subsequently sold abroad inprocessed form, the sale of the processed good should also be entered
here in the credit column.

(m) Miscellaneous: transactions value of newly printed paper money, stocks, bonds, etc.; esti-
mates for undetected smuggled goods; goods shipped by air; trade in precious stones, especially
diamonds; imports of goods incorporated or used up in construction projects and contractor’s
equipment sold locally after use on a project (see paragraph 305); and unrecorded shipments, e.g.,
those of less than a stated minimum value.

Item 5.2: Deductions
152. The following items should be deducted if they are included in the basic data on trade.

(a) Direct transit trade + foreign goods passing through domestic territory for purposes of
transport only and for which there is no change of ownership, e.g., goods on through bills of
lading and goods temporarily stored for foreign account.

(b) Gold (coin, bullion, and unrefined and partly worked gold). Gold transactions should be
entered in Table II(a) or Table II(b).

(c) Shipments to military and diplomatic establishments: i.e., exportsto domestic military forces
and diplomatic missions abroad, and imports by foreign military forces and diplomatic missions
in the compiling country. (The former are transactions between residents and the latter transac-
tions between foreigners; neither should be included in the balance of payments.)

(d) Travelers’ purchases: i.e., purchases of goods for their own use by residents traveling
- abroad and similar purchases by foreigners traveling ip the compiling country, which are included
in Table V; and purchases by government employees stationed abroad, e.g., diplomats and troops,
and similar purchases by foreigners in the compiling country, which are included in Table VI
(see notes to that table, paragraphs 263, 271-73, and 285).

;]e) Ship’s stores: i.e., sales of bunker fuel and other stores to foreign-operated vessels and
aircraft; and purchases of bunker fuel and other stores from foreigners by domestically operated
vessels and aircraft. These cannot usually be separated from other port expenditures in trans-
portation estimates and should therefore be entered in Table IV.?

(f) Goods exported or imported for rental: e.g., motion-picture films and business machines.
(Receipts and payments for rentals are included in Table VII or Table VIII,)
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" (g) Returned exports and :imports (see General Note to. Table I, paragraph 123). The adjustments
required if the simplified treatment is used are as follows: If the basic data in item 1 of Tablel
are taken from trade returns and include returned exports and imports, the amount for returned
exports should be deducted in item 5.2 in both the credit and debit columns, i.e., from both ex-
ports and imports, and, similarly, the amountfor returned imports should be deducted in both the
credit and debit columns. If the basic data in item 1 are taken from exchange records, this
deduction will be needed only if goods are returned after a cash receipt or payment has taken
place and a refund is therefore involved. Refunds paid on account of returned exports should be
deducted in item 5.2 (credit) and refunds received on account of returned imports should be de-
ducted in item 5.2 (debit).

(h)  Exports lost, destroyed during shipment, or confiscated by the importing country’s customs
authorities:. when the loss is borne by the exporter, see note to item 5.1, paragraph 151(k).

(i) Goods for processing: i.e., goods exported or imported for processing which do not change
ownership, either actually or by imputation (see General Note to Table I, paragraph 122), should be
deducted in this item. Normally this adjustment will apply to trade returns data. Goods exported
for processing for the compiling country’s account and goods re-exported after processing for for-
eign account should be deducted in the credit column. Goods imported for processing for foreign ac-
count and goods reimported after processing abroad for the compiling country’s account should

be deducted in the debit column.

(§) Goods temporarily; exported and imported, not for sale: e.g., display equipment for trade fairs
and exhibitions; art exhibitions; animals for breeding, show, or racing; circus, operatic, and
theatrical equipment; construction equipment not used up on a project; goods imported and exported

for repair (see paragraph 122),
(k) Samples of no commercial value.

(1) Direct isubscriptions for newspapers and periodicals: these should be entered in Table VIII,
Shipments of books and of periodicals in bulk, however, should not be deducted, since they are
appropriate to Table I, item 1.

Item 6: Timing adjustments

153. This item is needed because movements of goods (as recorded in trade statistics) or pay-
ments and receipts (as recorded in exchange records) may take place at different times from the
change in ownership of the goods. Additions shouldbe made to the basic data if a change of owner-
ship to goods takes place during the reporting period but shipment (if the basic data are taken from
trade returns) or payment (if the data are taken from exchange records) takes place either in an
earlier period or in a later one. Deductions should be made from the basic data if shipment or
payment for goods takes place during the reporting period but the change of ownership occurs
either inanearlierperiodor ina later one. In principle, any timing adjustments related to activ-
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ities of domestic merchants should be made in item 8, not item 6. For the treatment of returned
exports and imports, see General Note to Table I, paragraph 123.

Items 6.1 and 6.2: Domestically owned stocks held abroad and foreign-owned stocks:
held in éompiling country

154. These items should be used when the basic data are taken from trade returns. Goods
crossing the compiling country’s customs frontier in the reporting period without an international
change of ownership in that period should be deducted. Goods changing ownership internationally in
the reporting period without crossing the customs frontier in that period should be added.To cor-
rect for an improper recording of freight and insurance on such goods in Tables IIL.A and IIL.B, the
value of stocks entered should include all freight and insurance up to the point where the goods
are located. Entries should be made in accordance with the following table:

Entry in Table I

Change of Adjustment Adjustment

Recording in Trade Ownership for exports for imports

Returns in Period in Period Item (credit) Item (debit)
Earlier Current 6.1 + 6.2 +
Later Current 6.2 + 6.1 +
Current Earlier 6.2 - 6.1 -
Current Later 6.1 - 6.2 -

Items 6.3 and 6.4: Trade credits extended and trade credits received

155. These items should be used when the basic data are taken from exchange records. Goods
changing ownership internationally during the reporting periodbutpaid for in an earlier or a later
period should be added to the basic data, and payments during the reporting period for goods
changing ownership internationally in an earlier or a later period should be deducted. The net
adjustments in this item should be transferred tothe capital account as changes in trade credits.
Entries should be made in accordance with the following table:

Recording Entry in Table I Entry in Table XII, Column 5
in Exchange Change of Adjustment Adjustment Adjustment Adjustment
Record in Ownership for exports for imports for exports for imports

Period in Period Ttem (credit) Item (debit) Item 3 Item 6 Item 3 Item 6

Earlier Current 6.4 + 6.3 + - -
Later Current 6.3 + 6.4 + + +
Current Earlier 6.3 - 6.4 - - -
Current Later 6.4 - 6.3 - + +
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156. Some merchandise, e.g., ships and other large items of capital equipment, are paid forin
installments. The full value of such merchandise shouldbe entered in the merchandise account at
the time there is a transfer from foreign to domestic ownership or vice versa. The changes in
assets and liabilities arising from the difference in timing between the installments and the trans-
fer of ownership should be entered in the capital account (Table XII, item 3 or item 6).

Item 8: Merchandise transactions abroad
157. This item covers profits (losses minus) on the merchandise transactions abroad of the
compiling country’s residents (see General Note to Tablel, paragraph 137) and changes in stocks

of goods involved in suchtransactions. The itemis on a net basis; all entries, whether positive or

negative, should be made inthe credit column. The net entry for the compiling country’s merchan-
dise transactions abroad equals the gross value of sales in foreign countries during the reporting
period of commodities bought abroad less (1) any freight payments and insurance premiums ac-
cruing to residents which may be included in the value of the sales (to be entered in Tables IILA
and III.B), and (2) all purchases abroad during the reporting period including any foreign services
such as freight, insurance premiums, and storage costs. Receipts from insurance claims for lost

goods should be entered as sales.
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GENERAL NOTE TO TABLES II(a) AND H(b)

158. These tables show alternative methods for deriving the entries for nonmonetary gold, i.e.,
the entries for gold transactions in the goods and services account of the balance of payments; they
also show the interrelationships among these entries, the output of gold from mines in the com-

piling country, and the net uses of gold by the nonmonetary sectors.

159. Gold may be considered as merchandise, as a foreign exchange asset, or as a domestic
monetary asset. Stocks of gold held by mines and by industrial enterprises engaged in manufactur-
ing goldware are similar to other inventories held by business, i.e., merchandise. Gold in the
hands of monetary authorities is the equivalent of convertible foreign exchange reserves, because
gold is accepted in the settlementof international obligations. When gold is held by private enter-
prises and individuals, it is often difficult to tell which of its attributes is predominant, because
such gold may be held as a commodity for speculative purposes, as an alternative to foreign ex-
change assets, or as a domestic monetary asset.

160. The convention adopted in this Manual is to treat gold held by the compiling country’s
nonmonetary sectors as a domestic asset, similar to merchandise, and gold held by its monetary
institutions f/o\r/ leope.tary purposes as if it werea foreign asset. On this convention, international
transactions in gold by the compiling country’s nonmonetary sectors are allocated to the goods
and services account, and international transactions in gold by the monetary sectors are allocated
to the capital accouilt. Transactions of the compiling country’s nonmonetary sectors with all for-
eigners are entered in nonmonetary gold, TableII(a) or II(b). Transactions of the compiling coun-
try’s monetary institutions are entered in Tables XV and XVI, which cover changes in the foreign
assets and liabilities of these institutions. However, Tables XV and XVI cover all changes in the
monetary gold holdings of the compiling country’s monetary institutions, including those arising
from their transactions with the domestic nonmonetary sectors. Tables II(a) and II(b), nonmone-
tary gold, therefore include an offset to the domestic transactions thus included in Tables XV and
XVI. Domestic transactions in gold between the monetary institutions and the rest of the economy
are included in the two monetary gold items because domestic purchases and sales of gold by the
monetary institutions increase or decrease their gold reserves. When the nonmonetary sectors
sell gold to the monetary institutions, the effect on the balance of payments and international re-

.serves is the same as if the gold were exported privately (credit to nonmonetary gold) and the

proceeds turned over to the monetary institutions, which in turn used them to acquire gold (debit

to one of the items for monetary gold). A converse effect occurs when the monetary institutions
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sell gold to the nonmonetary sectors. Since the domestic transactions between the monetary
institutions and the rest of the economy are mutually offsetting, the net balance of nonmonetary

and monetary gold reflects solely international gold transactions.

161. The following table illustrates the way in whichthe various types of gold transaction are
treated in the balance of payments. The domestic transactions included involve two entries in the
gold items, a credit and a debit, whereas the transactions with foreign countries involve only one

such entry.
Gold Transactions Items in Table A
Domestic production sold to
Nonmonetary sectors No entry
Monetary sectors Item 2, credit; item 15.6 or 16.5, debit
Foreign countries Item 2, credit

Existing gold sold by
Nonmonetary sectors to

Nonmonetary sectors No entry
Monetary sectors Item 2, credit; item 15.6 or 16.5, debit
Foreign countries Item 2, credit
Monetary sectors to
Nonmonetary sectors Item 15.6 or 16.5, credit; item 2, debit
Monetary sectors No net entry ¢
Foreign countries Item 15.6 or 16.5, credit
Foreign countries to
Nonmonetary sectors Item 2, debit
Monetary sectors ' Item 15.6 or 16.5, debit

*The gross entries are a credit to item 15,6 and a debit to item 16.5, or a debit to

item 15. 6 and a credit to item 16, 5.

162, In accordance with this scheme, a transactioningold with a foreign country is classified
as nonmonetary (item 2) if it is carried out by the nonmonetary sectors of the compiling country,
and as monetary (item 15.6or 16.5) if it is carried out by its monetary institutions. In the balance
of payments of the country in whichthe foreign party to the transaction is a resident, the classifi-
cation of the transaction will also depend on the sector of that country which carries it out. For
example, a transaction by a nonmonetary sector of country A with a monetary institution in country
B will be nonmonetary for country A and monetary for country B. It follows that while for all
countries gold transactions involve equal credits and debits, i.e., conceptually add to zero, this is
true for the monetary and nonmonetary gold items combined, but not for each item taken sepa-
rately. The net total of the nonmonetary gold transactions of all countries is equal to the net total
transactions of all monetary institutions with all nonmonetary sectors. This sum in turn is
equal to the net total of monetary gold transactions for the world asa whole, i.e., to the net ad-
dition to or subtraction from the gold reservesof all monetary institutions. Each country’s credit
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or debit for nonmonetary gold may be regarded as its net positive or negative contribution to the
net increase in world goldreserves sodefined. A positive contribution results from new gold pro-
duction and recovery of gold from industry, the arts, and hoards; a negative contribution results

from uses in industry and the arts and from hoarding.

163. The general description given above of the treatment of gold transactions needs to be
qualified and expanded. As with changes in foreign exchange holdings, changes in monetary gold
holdings are recorded in Tables XV and XVI at the par value (see Notes to Items in Tables XV
and XVI, paragraph 430). The deviation, if any, of the value of the monetary sector’s gold trans-
actions from their value at par is allocated to nonmonetary gold. This means thattransactions
of the compiling country’s monetary institutions with the domestic nonmonetary sectors are, in
effect, entered in monetary gold (Table XV or XVI) and offset in nonmonetary gold (Table II(a) or
II(b) ) at the par value of the reporting unit rather than at actual transactions value, and also that
the international transactions of these institutions are entered at par value in Tables XV and XVI,
The recording of the domestic transactions ingold at par implies that they are regarded as being
analogous to international transactions to that extent only; any difference between transactions
value andpar value is treated as a purely domestic transaction, e.g., as an indirect tax or subsidy,
or as a trading profit or loss. For international transactions in gold, the treatment of a deviation
from par is in principle the same as for international profits and losses on foreign exchange
dealings (e.g., the profits from foreign exchange arbitrage). Although the former is included in
Table II(a) or II(b) and the latter in Table VIII, item 2.12, both are entered in the goods and

services account.

164. Monetary gold is defined as refined gold held by monetary institutions for monetary pur-
poses; changes in other gold holdings, if any, of such institutions are entered in nonmonetary gold.
Howevér, monetary gold excludes the stocks of mines and refineries owned by monetary insti-
tutions, since these are treated as part of the private sector. Nonmonetary gold covers not only.
refined gold held by the nonmonetary sectors but also the gold gﬁéntent of goldware, provided that
the value of the gold content is 80 per cent or more of t}:; total value,and the gold content of ore.

165. The gold content of ore is included in the calculation of nonmonetary gold because if,
instead, gold ore were entered as merchandise in Table I, the full value of the refined gold would
be credited to nonmonetary gold in the balance of payments of the country in which it is refined,
and none of the value would be credited to nonmonetary gold in the balance of payments of the
country in which it is mined but not refined, although the latter country contributes a portion of
the value of the refined gold. The procedure adopted ensures that the credit attributed to each
country is equal to the value added by each.

166. Even though freight and insurance on gold shipments usually account for a very low per-
centage of the gold’s value, a principle for the treatment of freight and insurance is required to
-determine the valuation basis of the various items in Tables II(a) and II(b). This is particularly
significant for the recording of transactions in gold ore. The principle applied to merchandise
transactions, which is to value both exports and imports f.0.b. the exporting country and to treat
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all freight as paid by the importer, is not applicable to all gold transactions. This principle im-

plies that in the course of the transfer of a commodity from country to country, freight and insur-
e transier of a com _

ance are added to the value of the commodity. This 1mphcat1on seems unreahstlc for refined gold

o i s o s SN S

m be shipped many times between countries in a succession of 1nternat10nal monetary
settlements or may be moved without a change of ownership, e.g., a central bank may ship gold to
its earmarked stocks abroad and subsequently reimport it. In neither of these cases do the freight
and insurance costs add to the value of the gold. For this reason, the rule adopted for valuing

transactions in refmed gold in Tables II(a) and II(b) is that a transaction in refined gold should be

valued at the amount paxdby the purchaser to the seller for the gold at its delivery point under the

terms of the sale. Freight and insurance on refined gold are treated as a transaction between the

party for whose account the goldismoved and the carrier or insurance company, and are entered

in Table III.A orlIII.B. For unrefined gold, on the other hand, the f.0.b. valuation should be used
Frelght and insurance on unrefined gold are treated as paid by the importing country and are

entered in Table III, A or III, B; consequently, the corresponding increase in the value of the gold is
treated as added in the refining country in the calculation of the entries for nonmonetary gold
(see note to item 2 of Table II(a), paragraph 173, and to item 4.1 of Table II(b), paragraph 185).

167. The entry for nonmonetary gold can be derived either directlyor inddirectly. When the
direct method is followed, the entry is calculated from the net transactions of the nonmonetary
sectors with foreigners and with the domestic monetary institutions, adjusted for the deviation
from par of the net transactions of these institutions with residents and foreigners. This method
is set out in Table II(a). When the indirect method set out in Table II(b) is followed, the entry is
the balance of (i) the net international transactions in gold at transactions value and (ii) the change
at par value in the monetary gold holdings of monetary institutions, with sign reversed. The
two calculations yield the same result, but in some countries the first method may be more

convenient, and in others, the second.

168. The method of Table II(a) has the advantage of showing directly the components of the
entry for nonmonetary gold arising from international and domestic transactions. It is, there-
fore, conceptually simpler than the indirect method, and presumably also easier to apply in
practice when a record is kept of the international and domestic transactions entering the
calculation. When this is not the case, the indirect method of Table II(b) must be used.

169. The last three items in both tables (items 10,11, and 12 of Table II(a) and items 8, 9, and
10 of Table II(b)) show the relation between nonmonetary gold, on the one hand, and mine output
and the net nonmonetary uses of gold, on the other. Since the last two items in each table are not
defined, as are the preceding ones,interms of inter-sector transactions to which specific values
can be assigned, the tables provide only for quantity entries in these items. Although hoarded gold
is not treated like a foreign asset, movements into and out of hoards sometimes show a behavior
similar to that of capital movements in the balance of payments, and in such cases it may be use-
ful for purposes of analysis to distinguish such movements and to combine them with capital. To
facilitate this approach, provision is made in thesetables for entering movements into and out of

hoards separately within the total of net nonmonetary uses.

57



TABLE I1l{a). NONMONETARY GOLD

Compiling Country e Period Covered

CUIrency ceeeeeeeceeeeeeeeee e Unit e, Exchange Rate: US$

Per

Thousands of
Fine Ounces

Valve

ltem Credit Debit

Credit

Debit

Transactions of Nonmonetary Sectors
1. International sales (credit) and purchases (debit) of
refined and unrefined gold

2. International receipts (credit) and payments (debit)
XXX XXX

of refining fees
3. Domestic sales to (credit) and purchases from
(debit) monetary sectors of refined gold

4. Net transactions of nonmonetary sectors

(balance of items 1, 2, and 3)

Adjustments for Deviations from Par of Transactions
of Monetary Sectors
5. International sales (credit) and purchases (debit) of
refined gold

6. Domestic sales to (credit) and purchases from (debit)

nonmonetary sectors of refined gold

7. Change in monetary gold holdings at transactions valve
(balance of items 5 and 6)

8. Change in monetary gold holdings at par valve
XXX XXX

(increase, credit; decrease, debit)
9. Deviation of item 7 from par (balance of
items 7 and 8) xxx XXX

10. Nonmonetary gold (balance of items 4 and 9 and
of items 11 and 12 = Table A, item 2)

Sources (credit) and Uses (debit) of Nonmonetary Gold
XXX

XXX

XXX

11. Mine output
12. Net uses (balance of items 12.1-12.4)

XXX

12.1. Arts and industry

XXX

XXX

12.2. Mine inventories

XXX

XXX

12.3. Refiners’ and dealers’ inventories

XXX

XXX

12.4. Hoards

XXX
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TABLE I1l(b).

Compiling Country

NONMONETARY GOLD

Period Covered

Currency Unit

Exchange Rate: US$....... Per

ltem

Thousands of
Fine Ounces Value

Credit Debit Credit Debit

1. Exports (1.1 plus 1.2)

XXX XXX

1.1. Refined gold

XXX XXX

XXX XXX

1.2. Unrefined and partly worked gold

XXX XXX

2. Imports (2.1 plus 2.2)
2.1. Refined gold

XXX XXX

2.2. Unrefined and partly worked gold

XXX XXX

3. Net exports (credit) or net imports (debit)

(balance of items 1 and 2)
4. Change in gold held abroad: increase, debit;
decrease, credit (4.1 plus 4.2) ........

4.1, Refined gold

4.2. Unrefined and partly worked gold

5. Change in gold held by foreigners in compiling country:
increase, credit; decrease, debit (5.1 plus 5.2)

5.1, Refined gold

5.2, Unrefined and partly worked gold
6. Net foreign transactions at transactions value
(balance of items 3, 4, and 5)

7. Change in monetary gold holdings at par value

(increase, credit; decrease, debit)

8. Nonmanetary gold (balance of items 6 and 7 and of

items 9 and 10 = Table A, item 2)

Sources (credit) and Uses (debit) of Nonmonetary Gold

9. Mine output

XXX XXX XXX

10. Net uses (balance of items 10.1 ~ 10.4)

XXX XXX

10.1. Arts and industry

XXX XXX

10.2. Mine inventories

XXX XXX

10.3. Refiners’ and dealers’ inventories

XXX XXX

10.4. Hoards

XXX XXX
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NOTES TO ITEMS IN TABLES II(a) AND II(b)

170. All transactions in goldand related gold-refining transactions between residents and for-
eigners,and between the nonmonetary sectors ofthe compiling country and its monetary institu-
tions, are included in these tables. The change in monetary gold holdings should be entered at par,
but other entries for transactions in refined gold should be entered at the values at which they
were actually carried out, i.e., the amounts paidby the purchaser to the seller for the gold at its
delivery point. However, when book values or par values are approximately equalto transactions
values, they may be used if entries canbe made more conveniently on that basis. Transactions in
unrefined gold, like merchandise, should be valued uniformly f.o.b. the exporting country. This
value may be estimated from the market value of refined gold in the importing country less
freight, insurance, and cost of refining.

171. All unrefined gold is treated as held by the nonmonetary sectors. Gold acquired by
monetary institutions from refineries that they own istreated as gold purchased by the monetary
sectors from the nonmonetary sectors, since all refineries as well as mines are treated as
part of the nonmonetary sectors.

TABLE II(a)

Item 1: Nonmonetary sectors’ international sales and purchases of gold

172, This item covers all transactions in refined and unrefined gold of the compiling country’s
nonmonetary sectors with foreigners. It includes all the compiling country’s sales to (credit), or
purchases from (debit), foreigners of unrefined gold.

Item 2: Refining costs

173. This item covers the difference between the estimated f.o.b. value of unrefined gold in
the exporting country and the market value of the refined gold in the refining country. It thus
includes, in addition to refining costs proper, international freight and insurance on unrefined gold
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whether paid to residents or foreigners. (See General Note to Tables II(a) and II(b), para-
graph 166.) Refining costs paid by a government institution are treated as paid by the nonmonetary
sector.

* Item 3: Nonmonetary sectors’ domestic sales and purchases of gold
174. In addition to regular transactions in refined gold, this item should include the cost of

gold added to the monetary sectors’ holdings from mines or refineries owned by monetary
institutions (credit).

Item 6: Monetary sectors’ domestic sales and purchases of gold
175. The entries in this item should equal those in item 3 but with opposite sign.

Item 8: Change in monetary gold holdings at par value

176, This item is intended to eliminate from the calculation of nonmonetary gold the entries
for gold transactions that are appropriate to the capital account. It covers the net change in the
monetary sectors’ gold holdings (i.e., the net transactions of the monetary sectors valued at
par), as showninthe capital account (Tables XV and XVI), but with opposite sign. As in the capital
account, item 8 excludes restitutionsiof gold to rightful owners and gains or 1o’sses resulting
from revaluations of gold holdings. a

Item 9: Deviation of item 7 from par

177, Since items 7 and 8 cover the same transactions, but have opposite signs, this entry will
reflect the difference between transactions value and par value. The amount by which the payments
by monetary institutions exceed the par value of the gold purchases should be entered as a debit,
and an excess of the par value over the amounts paid by monetary institutions for gold purchases
should be entered as a credit; and vice versa for sales.

Item 11: Mine output
178. This item also includes the gold content of ore exported for processing. Instead of mine

output, gold sales by the mines may be entered if data on them are more accurate or more
readily available. (See also next paragraph.)

Item 12.2: Mine inventories

179. Changes in mine inventories should be entered here unless gold sales by the mines,
instead of mine output, are entered in item 11, in which case no entries should be made here.
Mine inventories should include the mines’ holdings abroad of unrefined and refined gold arising
from gold sent abroad for refining.

Item 12.4: Hoards

180. This entry may have tobederived indirectly by deducting items 12.1, 12.2, and 12.3 from
item 12; that item in turn may have to be derived indirectly by deducting item 11 from item 10.
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TABLE II(b)

Items 1 and 2: Exports and imports
181. These items cover all physical movements of gold across the compiling country’s cus-

toms frontiers during the reporting period, whether or not the gold changes from domestic to
foreign ownership or vice versa.

Items 1.1 and 2.1: Refined gold

182, Exports (credit) of refined gold transferred from domestic to foreign ownership during
the reporting period and imports (debit) of refined gold transferred from foreign to domestic
ownership during the reporting period should be valued at the transactions value, including
freight and insurance up to the pointof delivery (see General Note to Tables II(a) and II(b), para-
graph 166)., The transactions value should be net of commissions and handling charges paid by
the purchaser, but should not be net of such charges if paid by the seller; in both cases such
charges should be treated as separate transactions in services, appropriate to Table VIII,
item 2.12. Refined gold exported and imported without a change of ownership during the reporting
period should be valued uniformly f.o.b. the exporting country. )

Items 1.2 and 2.2: Unrefined and partly worked gold

183. Exports (credit) and imports (debit) of unrefined gold during the reporting period should
be valued uniformly f.o.b. the exporting country. Unrefined gold should include gold mixed with
other metals (e.g., in copper bars), gold content of scrap and sweepings, gold concentrates, and
the recoverable content of ore. The fine gold content and also, frequently, the transactions price-'
paid per ounce, e.g., in the case of mixed ore, may have t6 be estimated; the transactions price
should exclude refining costs and international freight and insurance. Partly worked gold should
include plate, sheet, wire, and other gold products in which the value of the gold is 80 per cent or
more of the total value. (See also next paragraph.)

* Items 4 and 5: Changes in gold holdings

184. These items adjust the physical movements recorded in items 1 and 2 to include pur-
chases and sales of gold during the reporting period which do not involve movements across the
compiling country’s customs frontier and to exclude physical movements during the reporting
period which do not represent changes of ownership. The most important adjustments stem from
transactions in gold held onearmark, and from unrefined gold exported and imported for refining.
The rationale of these items is the same as that for the adjustments for changes in stocks shown in
items 6.1 and 6.2 of Table I (see Notes to Items in Table I, paragraph 154). Changes in gold stocks
which offset those exports and imports of refined or unrefined gold not involving a change of
ownership in the reporting period shouldbe valuedf.o.b. the exporting country, as are the corres- ‘
ponding exports and imports. Those changes in stocks of refined gold which represent international
purchases and sales should be valued at the transactions value at the point of delivery. Additions to

gold held on earmark abroad by the compiling country which result from the refining abroad of
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unrefined gold for domestic account should be entered at the market value in the country where
the gold is located, and withdrawals of such gold for reimport into the compiling country should
also be so valued. Additions togoldheld by foreigners on earmark in the compiling country which
result from the refining for foreign account of imported unrefined gold should be valued at the
market value in the compiling country, and withdrawals of such gold for reimport into the owner
country should also be recorded at this market value.

Item 4.1: Refined gold held abroad

185. This item covers mainly the net change in stocks of refined gold held abroad on earmark
by the compiling country. The net change is equal to the sum of all additions to refined gold
earmarked abroad for the compiling country’s account, whether arising from purchases from
foreign countries, exports from the compiling country, or domestically produced gold refined
abroad, less the sum of all withdrawals from gold earmarked abroad for the compiling country’s
account, whether for sale to foreign countries or import into the compiling country. Additions to
stocks of refined gold held abroad which are obtained from unrefined gold sent abroad for refining
for the compiling country’s account should be valued at the market price in the country where the
stocks are located; the value of these additions should therefore be equal to the estimated f.o.b.
value of the unrefined gold when exported, plus costs of refining and international freight and in-

surance.

Item 4.2: Unrefined and partly worked gold held abroad

186. This item covers the net change in stocks of unrefined gold held abroad by the compiling
country, e.g., unrefined gold exported for refining abroad. The net change is usually equal to in-
creases arising from shipments abroad during the reporting period less decreases arising from
return of processed gold to the compiling country, additions of processed gold to the compiling
country’s stocks abroad, or sale of processed or unprocessed gold to foreigners. All increases and

decreases in those stocks that originated in exports from the compiling country should be valued

at the estimated f.o.b. value at which the exports were recorded. There may also be changes

arising from the compiling country’s purchases abroad of unrefined gold; such changes should be
valued f.0.b. the country where the gold was purchased.

Item 5.1: Refined gold held by foreigners

187. This item corresponds to item 4.1, mutatis mutandis. It covers mainly the net change in
total refined gold held on earmark inthe compiling country by foreign countries and international
institutions. )

Item 5.2: Unrefined and partly worked gold held by foreigners
188. This item correspondstoitem4.2, mutatis mutandis. It covers the net change in stocks of

unrefined gold held in the compiling country by foreign countries.
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Item 6: Net foreign transactions at transactions value

189. This item covers the net of international transactions in refined and unrefined gold and of
the refining fees paid by residents to foreigners, and vice versa (see note to item 2 of Table II(a),
paragraph 173). It is equal to the net of items 1, 2, and 5 of Table II(a).

Item 7: Change in monetary gold holdings at par value
190. This item is equal to item 8 of Table II(a); see note to that item, paragraph 176,

Items 9 and 10: Mine output and net uses

191. These items are equal to items 11 and 12 of Table II(a); see notes to those items, para-
graphs 178-80.
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GENERAL NOTE TO TABLES IIL.A, III.B, AND IV

192. TableIII.A and III. B cover freight and direct insurance on international shipments of goods
and gold. Such international shipments comprise mainly the merchandise included in Table I, those
goods exported and imported for processing which are not recorded on a gross basis in item 1,
gold included in Tables II, XV, and XVI, and those goods for diplomatic missions and military
establishments which are not included in the balance of payments. Table IV covers all other
i:ransportation transactions. Other insurance transactions are included in Table VIII.

193. The compiling country’s carriers are those operated by residents of the compiling coun-
try. The operator of a carrier istheperson, enterprise, or institution who is the primary organ- "\

izer of the transportation service provided by the carrier and who therefore receives the payment i

for the service. When the owner of a carrier is the operator, his country of residence is the
operating country. When the owner leases a carrier under a time charter to another person or
enterprise (the charterer), or entrusts the operation of a carrier to a manager, the charterer or
manager becomes the operatmjnd his country of residence the operating countrym

a carrier is chartered to carry cargo for one voyageonly (voyage charter), there is no change of
operator. The owner or manager of the carrier then merely contracts to provide a transportation
service to the charterer. For balance of payments purposes, payments for such services are to
be recorded in Table III.A, and no time-charter payment is involved.

194. Insome cases of time charter, the charterer may use the carrier for the purposes of his
own organization. Even though there may be no freight payment in such cases, the charterer is
considered to render transportation services to his organization, and the payment j:o the owner
of the carrier is a time-charter payment. For example, an oil-producing company may hire
tankers on time charter to transport its crude oil to a refinery. The oil company becomes the
operator of the tankers and renders a transportation service to itself for which it makes a
freight payment to itself; the payment to the owner of the tankers is a time-charter payment. In
most such cases, however, the transportation services are provided by a separate economic unit
(e.g., a subsidiary) within the organization.
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195. When the owner entrusts the operation of a carrier to a manager in another country, the
carrier should be treated as if it had been leased to a foreign resident (the manager) on a time
charter. The manager becomes the operator of the carrier and receives the payments for the
transportation services provided by the carrier. Net earnings accruing to the owner from the
operation of the carrier should be entered in Table IV as time charters. |

196. In national income accounts, the domestic and national product of a country include as final sales all
transportation services provided by carriers operated by that country., Time-charter hire paid by that country
to other countries are payments for intermediary services entering the transportation services in the same way
as imports of bunker oil, Carriers are regarded as a domestic investment and part of the real assets of the coun-
try of residence of the persons or enterprises who own the carriers. (If two or more countries jointly own car-
riérs, the domestic investment of each country may be taken to be the amount it has invested in the carriers.)
When a carrier is leased under a time charter, it remains part of the domestic capital of the owner’s country.

Therefore, no foreign investment income nor international capital movement is involved in a time charter,

197. Immovable transportation facilities, e.g., railway tracks and oil and gas pipelines, owned by a country’s
residents but located outside its territory, are usually treated as separate enterprises resident in the country of
location, and are therefore treated as foreign direct investment of the owning country and domestic investment of
the country of location. When this treatment is adopted, the services rendered by the facilities to the country
where they are located are not international transactions. But transportation services rendered to other countries
are international transactions between the countries receiving the services and the country where the facilities
are located. The value of total services rendered by the facilities less operating costs represents investment in-

come and should be entered in Table VI.
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GENERAL NOTE TO TABLES III.A AND III.B

198. These tables cover freight and direct insurance (i.e., excluding reinsurance) on inter-
national shipments. Other freight earned by the compiling country, e.g., freight earned in
foreign coastal traffic or traffic within the territory of a foreign country, and similar earnings
by foreign carriers for services rendered to the compiling country, should be entered in Table IV.
Other insurance transactions should be entered in Table VIIL

199. These tables are constructed according to the convention that the costs of freight and
direct insurance incurred for transferring the goods to the point of uniform valuation (see para-
graph 26) represent transactions between a resident of the exporting country, usually the ex-
porter, and the carrier or insurer; and that similar costs for transferring the goods beyond that
point represent transactions between the importer and the carrier or insurer.

200, Since exports are uniformly recorded on an f.o.b, basis, freight earnings and insurance
premiums accruing to residents on exports are regarded as transactions between residents and
foreigners. They are recorded as receipts inthe balance of payments independent of whether they
are actually paid by the exporter or by the foreign importer.

201, Since imports are sometimes recorded on anf.o.b. basis and sometimes on a c.i.f. basis,
it is necessary to provide for the recording of freight and insurance premiums on imports on two
alternative bases. For this reason, Tables III.A and IIL B are both divided into two parts, desig-
nated ‘‘on f.0.b. basis’ and ‘‘onc.i.f. basis.’”” When imports are valued f.0.b., the first part of the
tables should be used, and when imports are valued c.i.f., the second part should be used.

202. When imports are entered f.0.b., the freight and insurance premiums on them are re-
garded as transactions between the importer and the carrier or insurer. Such costs should be
included as debits in the balance of payments when paid to foreigners and be omitted from the
balance of payments when paid to residents.
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203. When imports are entered c.i.f., freight and insurance premiums on them are regarded
as transactions between the exporter and thecarrier or insurer. When they accrue to foreigners,
they should be omitted from the balance of payments, and when they accrue to residents, they

should be included as credits in the balance of payments.

204. The convention, necessary when imports are recorded c.i.f., that freight and insurance
on imports represent transactions between the exporter and the carrier or insurer is rather
unrealistic. Since the importer ultimately bears the whole cost of the imports, it may be simpler
to interpret the credit entries for freight and insurance earned by domestic carriers on imports
recorded c.i.f. as offsets to anoverstatement of payments for merchandise rather than as genuine
international transactions. Similarly, it is perhaps simpler to justify the omission from Tables III.A
and IIL.B of import freight and insurance premiums accruing to foreigners by the fact that
they are already included as international transactions in the merchandise account, rather than by
the convention that they do not represent international transactions. While the gross entries for
merchandise and freight and insurance are different on the two valuation bases, the net total

of these items is the same.
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TABLE llIl.LA. FREIGHT ON INTERNATIONAL SHIPMENTS

Compiling Country

Period Covered

Currency Unit Exchange Rate: US$ Per
Ocean Vessels Other
Petroleum and
ltem Aircraft Unallocated Total

tankers Other

Freight on F.0,B. Basis

Credit
1. Receipts by domestic carriers (1.1 plus

1.2 = Table A, item 3.1, credit)
1.1, On exports

1.2. On other shipments, excluding imports ..

Debit
2. Payments to foreign carriers (2.1 plus

2.2 = Table A, item 3,1, debit)

2.1. On imports

2.2. On shipments other than trade

Memorandum item
3. Freight received by domestic carriers on
imports

Freight on C.I.F. Basis

Credit
4. Receipts by domestic carriers (4.1 through

4.3 = Table A, item 3.1, credit)
4.1. On imports

4.2, On exports

4.3. On other shipments

Debit

5. Payments to foreign carriers on shipments

other than trade (Table A, item 3.1, debit) ..
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NOTES TO ITEMS IN TABLE III.A

205. The credit and debit items in this table should be entered f.o.b. or c.i.f. according to the
basis on which imports are entered in Table I.

206, For convenience the terms ‘‘freight receipts (or payments)’’ and ‘‘freight received (or
paid)’’ are usedinthe following notes as synonyms for the phrase ‘‘transactions value of transport
services.’”’ The latter phrase is more exact because transport services may be rendered without
payment of a quid pro quo and because transactions should be entered as at the time the services

are rendered rather than when payment is made.

207. The column, ‘‘other and unallocated,’’ includes railways, motor vehicles, and other road

carriers (carts, horses, camels, yaks, etc.), inland waterway carriers, and oil and gas pipelines.

FREIGHT ON F.O.B. BASIS

Item 1.1: Receipts by domestic carriers on exports
208. This item covers freight received by domestic carriers on shipments from the com-

piling country to foreign countries, whether referring to merchandise recorded in Table I or to

other shipments for foreign account. The item should omit any costs of transportincurred within

th'efterritory of the compiling country, or after the goods are unloaded at the customs frontiers
of the importing countries. The value of export transportation services rendered to foreigners
by the compiling country without a quid pro quo should be included here, with a contra-entry in
Table IX or X.

Item 1.2: Receipts by domestic carriers on other shipments, excluding imports

209. This item covers freight received by domestic carriers for transport of goods between
any two foreign countries, for foreign transit traffic within the compiling country, and for ship~
ments to the compiling country of goods of foreign ownership not included in the balance of
payments (e.g., household goods of foreign diplomats). It includes freight paid to domestic

qarriers by domestic merchants in respect of their merchandise transactions abroad.
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Item 2: Payments to foreign carriers

210. This item covers freight paid to foreign carriers for transporting the compiling coun-
try’s imports from the customs frontiers of the exporting countries to the customs frontier of
the compiling country. The item should include any foreign costs of transport incurred after
shipment from the exporting countries, including costs of transshipment, but should exclude any
costs incurred after the goods are unload;:i_atthe customs frontier of the compiling country. The
value of similar transportation services rendered to the compiling country by foreigners without a
quid pro quo shouldbe included here, witha contra-entry in Table IX or X. The item also includes
freight paid by residents to foreign carriers on international shipments not referring to trade

(e.g., household goods of diplomats of the compiling country).

Item 3: Freight received by domestic carriers on imports

211. This memorandum item covers freight recéived by domestic carriers for transporting the
compiling country’s imports from the customs frontiers of the exporting countries to the customs
frontier of the compiling country. The item provides data for reconciling f.o.b. and c.i.f. values
for imports that are also useful for studies of international shipping.

FREIGHT ON C.I.F. BASIS

Item 4: Receipts by domestic carriers
212. This item is equal to the sum of items 1 and 3 in the table.

Item 4.1: Receipts on imports
213, This item equals item 3.

Item 4.2: Receipts on exports
214. This item equals item 1.1.

Item 4.3: Receipts on other shipments
215. This item equals item 1.2.

Item 5: Payments to foreign carriers on shipments other than trade
216. This item equals item 2.2.
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TABLE III.B. INSURANCE ON INTERNATIONAL SHIPMENTS

Compiling Country

Currency .. Unit

Period Covered

Exchange Rate: US$

Per

ltem

Credit

Debit

Insurance on F.0.B. Basis
1. Premiums (1.1 through 1.3)

1.1, On imports

XXX

XXX

1.2, On exports
1.3. Other

2, Claims (2.1 through 2.3)

2.1. On imports

2.2. On exports
2.3. Other

3. Total (1 plus 2 = Table A, item 3.2)

4. Memorandum item: premiums on imports received
by residents

XXX

Insurance on C.I.F. Basis

5. Premiums (5.1 through 5.3)
5.1. On imports

XXX

5.2. On exports

XXX

5-3- O'her

6. Claims (6.1 through 6.3)
6.1. On imports

6.2. On exports

6.3. Other

7. Total (5 plus 6 = Table A, item 3.2)
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NOTES TO ITEMS IN TABLE III.B

217. This table covers direct insurance premiums and claims on account of risks involved in
the international shipment of goods and gold. Reinsurance of such risks, and other insurance
transactions, are included in Table VIII, In accordance with the definition of resident in this
Manual, branches and subsidiaries in the compiling country of foreign insurance companies
should be treated as domestic, and foreign branches and subsidiaries of the cozfxpiling country’s
insurance companies should be treated as foreign. Also, transactions of residents with domestic
agents of foreign insurance companies should be treated as transactions with their foreign prin-
cipals, and conversely for transactions of foreigners with foreign agents of domestic insurance

companies.,

218. The credit and debit items in this table should be entered f.o.b. or c.i.f. according to
the basis on which imports are entered in Table I.

INSURANCE ON F,O.B. BASIS

Item 1.1: Premiums on imports

219. The entry (debit) covers insurance premiums paid to foreigners on imports insured abroad
whether this payment was made directly to the foreign insurance company or indirectly as a part
of the payment to the foreign exporter for the goods imported. The item also includes insurance
premiums paid by residents to foreigners on international shipments other than trade.

Item 1.2: Premiums on exports

220. The entry (credit) covers insurance premiums received by domestic insurance companies
on exports and on other shipments from the compiling country to foreigncountries for foreign
account. No debit entry is made for premiums paid to foreigners on exports, since the foreign
importer is assumed to bear the cost of insurance.
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Item 1.3: Premiums on other shipments

221, The credit entry covers all premiums received by domestic insurance companies in
connection with insuring risks on shipments of merchandise and gold between foreign countries,
including premiums received from residents in connection with merchandise transactions abroad,
The item also includes premiums received on shipments to the compiling country for foreign ac-
count other than trade. The debit entry refers only to nontrade items; premiums paid by residents
to foreigners for insurance of goods entering merchandise transactions abroad should be excluded,
to avoid duplication with item 8 of Table I.

Item 2: Claims
222, The entries for claims refer to the type of shipment for which premiums are entered in
the corresponding subitems of item 1.

Item 4: Premiums on imports received by residents
223. This memorandum item covers premiums for the insurance of imports received by
domestic insurance companies from residents and foreigners.

INSURANCE ON C.LF. BASIS

Items 5 and 6: Premiums and claims
224, Items 5.1, 5.2, 5.3, and 6 are equal to items 4, 1.2, 1.3, and 2, respectively.

SIMPLIFIED TREATMENT OF INSURANCE

225, The compilation of data on merchandise insurance transactions can be greatly simplified
if certain errors—which are relatively minor and inany case offsetting—are admitted in the ac-
counts. Since merchandise insurance is a small item and one for which it is often difficult to
obtain data, particularly on transactions between foreign insurance companies and residents, the
remarks made in paragraph 106 about applying the principles of this Manual flexibly will often be
appropriate to these transactions. The simplified treatment ignores the adjustments that would be
needed to avoid duplication between the entries for insurance claims and merchandise transactions
and instead permits mutually offsetting errors, as follows. The adjustment to exports for goods
lost en route, and for the reduction in value of exports arriving in damaged condition for which
the exporter carries the risk, and the corresponding adjustment to imports for loss and damage
at the importer’s risk (see paragraphs 145(e) and 151(k)) are omitted even though this results in
an overstatement of export receipts and an understatement of import payments. In fact, imports
arriving in damaged condition should in this case be entered at their reduced value and, if
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necessary, be adjusted downward to that basis. Since the loss of and damage to goods in inter-
national trade are ordinarily covered by insurance, this error is corrected by eliminating the
entries for claims received by residents fromforeign insurance companies on account of exports
and imports and entering as debits the insurance claims paid by domestic insurance companies
to residents on account of suchtransactions. Whenthese modifications are made, the only entries
in Table III.B for insurance claims will be for those paid by domestic insurance companies. These
will be recorded as debits and will cover all claims paid by them, whether to residents or for-
eigners, and whether referring to exports, imports, or trade between foreign countries. No
claims paid by foreign insurance companies on account of international trade should then be re-

corded.

226. If merchandise insurance is on an f.o.b. basis, a simplification is also possible in the
treatment of insurance premiums. (When the c.i.f. basis is used, Table III.B includes only a
credit entry for premiums, covering all those received by domestic insurance companies from
residents or foreigners on account of international trade; any premiums paid by residents to
foreign insurance companies are excluded. This treatment cannot be further simplified.) When
TableIIL,Bis on an f.o.b. basis, the credit entry for premiums excludes those that refer to imports
and includes only those that refer to exports or trade between foreign countriés, and there is a
debit entry for insurance premiums paid to foreign insurance companies on account of imports.
If insurance premiums received by domestic inéurance companies on imports are added to both
sides of the account, the credit entry will cover, as on the c.i.f. basis, all premiums received by
domestic insurance companies from residents and foreigners on account of international trade,
and the debit entry will cover all insurance premiums on imports, whether paid to domestic or
foreign insurance companies. The simplified insurance account thus has the following composition:

F. O. B. Basis C.I. F. Basis

Credit:  All premiums received by domestic All premiums received by domestic
insurance companies from residents insurance companies from residents
and foreigners on account of inter- and foreigners on account of inter-
national trade. national trade.

Debit: All claims paid by domestic insurance All claims paid by domestic insurance

companies to residents and foreigners
on account of international trade,

All premiums paid on imports to domestic

and foreign insurance companies.
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TABLE IV. OTHER TRANSPORTATION

Compiling Country - Period Covered ...
Currency .. Unit . Exchange Rate: US$ ... .c.oomrmceenvcncc Per e
Ocean Vessels Other
Petroleum and
ltem tankers Other Aircraft Unallocated Total
Credit

1. Passenger fares
2. Time charters
3. Port disbursements
3.1. Bunker oil ..
3.2, Other ...
4. Other (includes coastal
shipping) eeee.

5. Total (1 through 4 =
Table A, item 4, credit)....

Debit

6. Passenger fares
7. Time charters
8. Port disbursements
8.1. Bunker oil ......
8.2. Other ....
9. Other (includes coastal
shipping)

10. Total (6 through 9 =
Table A, item 4, debit) ....

Memorandum ltem
11. Fares received by

domestic carriers from

residents
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NOTES TO ITEMS IN TABLE IV

227, The column, ‘‘other and unallocated,’’ includes railways, motor vehicles, and other road

carriers (carts, horses, camels, yaks, etc.), inland waterway carriers, and oil and gas pipelines.

Item 1: Passenger fares (credit)

228. This item covers all receipts from foreigners by domestic carriers for the transport of
persons, except receipts for local transportation from foreigners traveling in the compiling
country, which should be included in Table V. In addition to passenger fares, it includes shipboard
and similar expenses, and fees charged for excess baggage and other articles accompanying
passengers, e.g., automobiles. If passenger fares paid by residents to domestic carriers for in-
ternational transportare included with travel expenditures abroad and entered as debits in Table V,
such domestic transactions should also be entered here as an offset. Otherwise they should be
entered in item 11 (see note to that item, paragraph 243).

Item 2: Time charters (credit)

229. Receipts by residents of the compiling country from foreign operators for the time
charter of domestically owned carriers should be entered here. "I'he item also includes net
amounts accruing to domestic owners from the earnings of their carriers operated by foreign

managers.

Item 3: Port disbursements (credit)

230. This item covers all disbursements in the compiling country, other than for time charters
(item 2), by foreign carriers, including foreign naval and military vessels and aircraft visiting
the compiling country,

Item 3.1: Bunker oil (credit)
231. This item covers all sales of bunker oil and aviation fuel to foreign carriers visiting the

compiling country.

Item 3.2: Other port disbursements (credit)

232. This item includes receipts from foreign carriers for bunker coal, ships’ stores and
similar supplies, stevedoring, harbor and airfield fees, towage, and repairs and maintenance. It
also covers expenditures in the compiling country of carrier crews who are-residents of foreign
countries, but it excludes expenditures by resident crews on foreign carriers (see note to item 8.2,
paragraph 240).
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233. In principle, total wages paid to foreign crews on domestic carriers should be entered
as debits in Table VIII (see paragraph 299) and the amount spent by such crews in the compiling
country should be entered in item 3.2 of this table (see paragraph 232). If only the net amount
remitted bLfore1gn crews to the1r home countries is s known, and the1r expend1tures (whether in

the compiling country or abroad) cannot be separated from those of re51dént crews, it may be

oxped1ent to include the net remittances by foreign crews in Table VIII, and their expenditures
in foreign ports in'itém 8.2 of this table.

Item 4: Other (credit)

\:234. This item covers all earnings, not included elsewhere, of domestic carriers from for-
eigners. It includes mail fees, salvage earnings, earnings from foreigﬁ coastal traffic and traffic
within foreign territories other than passenger fares (includedin item 1), and any other earnings

which are not derived from international shipments of goods and gold.

235. The uniform valuation for both exports and imports adopted inthis Manual, whether f.o.b, or c.i.f., implies
that costs of freight and insurance incurred for transportation of goods to the customs frontier of the exporting
country, if they accrue in exceptional cases to a carrier or insurer of the importing country (e.g., in respect of
a truck loaded at an interior point in the exporting country), must be entered in the balance of payments of both
the exporting and the importing country to offset the overstatement of receipts and payments, respectively. The
exporting country should enter a freight payment offsetting the overstatement of export receipts, and the importing
country a freight receipt offsetting the overstatement of import payments, (See ‘‘Underlying Principles,’’ sec-
tion 6(a), paragraph 28,) This item should thus include, as an offset, any freight payments to residents that are
included in the f,0.b. or c.i.f. value of imports recorded in Table I, item 7. Such freight will cover, for ex-
ample, freight to the customs frontier of the exporting country on the compiling country’s imports when they are

loaded on the compiling country’s trucks at an interior point in the exporting country.

Item 6: Passenger fares (debit)

236. This item covers all payments by residents of the compiling country to foreign carriers
in connection with the transport of persons, except payments to foreign carriers for local trans-
port within foreign countries, which should be entered in Table V. For the type of payment to be
included here, see note to item 1, paragraph 228. (See also paragraph 243.) If payments to foreign
carriers for transport of persons cannot be separated from travel expenditures, the total pay-
ments should be entered in Table V, debits, instead of here.

Item 7: Time charters (debit)

237, Payments by domestic operators of carriers to foreigners for the time charter of
foreign-owned carriers should be entered here. The item also includes net amounts accruing to
foreign owners from the earnings of their carriers operated by domestic managers.
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Item 8: Port disbursements (debit) .
238. This item covers all disbursements abroad, other than for time charters (item 7), by
domestic carriers, including domestic military and naval vessels and aircraft visiting foreign

countries.

Item 8.1: Bunker oil (debit)
239. This item covers all purchases of bunker oil and aviation fuel by domestic carriers

visiting foreign countries,

Item 8.2: Other port disbursements (debit)

240, This item includes payments by domestic carriers to foreigners for bunker coal, ships’
stores and similar supplies, stevedoring, harbor and airfield fees, towage, and repairs and
maintenance. It also includes expenditures abroad of carrier crews who are residents of the

conipiling country (see note to item 3.2, paragraphs 232 and 233).

241. In principle, total wages received by crews who are residents of the compiling country
from foreign operators of carriers should be entered as credits in Table VIII (see paragraph 299),
and the amount spent abroad by such crews should be entered in this item. If only the net amount of
wages received and expenditures abroad is known, i.e., the amount remitted to the compiling
country, the net amount should be entered in Table VIII rather than in Table IV.

Item 9: Other (debit)

242, This item covers all payments not included elsewhere to foreign carriers from residents
of the compiling country. It includes mail fees, salvage earnings, earnings of foreign carriers in
domestic coastal traffic and traffic within the compiling country’s territory other than passenger
fares (included in item 6). This item also includes, as an offset, any freight on exports accruing
to foreigners which isincluded inthef.o.b. value of exports recorded in item 7, credit, of Table I,
e.g., inland truck freight accruing to foreigners (see note to item 4, paragraph 235).

Item 11: Fares received by domestic carriers from residents

243. Passenger fares (as defined in item 1, paragraph 228) received by domestic carriers
from residents in connection with fravel beyond the borders of the compiling country should be
entered in this memorandum item. However, if the method used to estimate travel expenditures
abroad of residents necessitates the entry of suchfares as debits in the travel account (Table V),
these debits should be offset by entering an equivalent credit in item 1, Table IV, (If this treatment
is necessary, item 1 will cover passenger fares received by domestic carriers from residents
and foreigners, and presumably no entry can be made in item 6.)
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Compiling Country

TABLE V. TRAVEL

Currency Unit

Period Covered

Exchange Rate: US$

Per

ltem

Credit

Debit

1. Tourists

2. Business travelers

3. Students

4. Government officials

5. Others

6. Total (1 through 5 = Table A, item 5)

Alternative classification, if any:
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NOTES TO TABLE V

244. This table covers expenditures in the compiling country of nearly all foreign visitors
(credits) and expenditures abroad by nearly all residents visiting foreign countries (debits). The
expenditures of foreigners inthe compiling country and of residents abroad which are not included
in this table, but inother accounts, are as follows: First, expenditures in the compiling country of
foreign \crews and other carrier personnel, and expenditures abroad by resident crews, are
included in Table IV. Second, personal expenditures in the compiling country of foreign diplomats
and military forces stationed in the compiling country, and personal expenditures in the country
where they are stationed of the compiling country’s diplomats and military forces abroad, are
included in Table VII. (In principle, personal expenditures in the compiling gountry of foreign
diplomats and military forces stationed in other countries, and personal expenditures outside the
country where they are stationed of the compiling country’s diplomats and military forces abroad,
should be entered inthistable rather thanin Table VII. Also, expenditures of government officials
visiting foreign countries but not stationed abroad shouldbe entered in this table.) Third, personal
expenditures of migrant workers in the country where they work should be included in Table VIII,
item 2.1.

245. For foreign travelers whose expenditures are included in Table V, the credit entries
should cover all their expenditures in the compiling country incidental to their travel including
their expenditure for local tyansportation within the compiling country( and all their purchases of
goods for import into them count_ryﬁther than for business purposes. (Except for such
local transportation expendltures, receipts by domestxc carriers for the transport of persons
should be included in Table IV. ) For the resident travelers covered by Table V, the debit entries
should cover all their expenditures abroad incidental to their travel, except those payments to
foreign carriers for transportation which are included in Table IV, However, if such payments

, for passenger fares cannot be separated from other travel expenditures, the total should be
entered in Table V (see also note to item 6 of Table IV, paragraph 236).

246. Items 1-5 of this table are intended to suggest a possible classification of travel receipts
and expenditures by purpose of travel. Some other purposes, e.g., pilgrimage or medical care,
may be more significant for the compiling country. In addition to a classification by purpose of
travel, travel receipts and payments may be divided according to other criteria that are signifi-
cant for the compiling country, e.g., between border and other traffic, or between motor vehicle,

railway, and other traffic.
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GENERAL NOTE TO TABLE VI

247, The credit entries in this table cover residents’ income from financial investmentiabroad,
and the debit entries the income of foreigners from financial investment in the compiling country.
In principle, investment income includes not only actual but also imputed income, such asimputed
interest on accumulated savings in the form of life insurance and imputed income from financial
investment in noncommercial real estate, e.g., embassy buildings (See ‘‘Underlying Principles,’’
section 3(b), paragraph 12. ) Such 1mputed income mustbe included for reconciliation with the UN
and OEEC systems of national accounts. .The entrles include undistributed earnings of corporate
direct investment enterprises, &}:her dividends d@olared a.nd payable but not distributed, and other

mterest payable but added to principal amounts of outstandmg assets and liabilities; these items

re offset by contra-entries in Tables XI—XVI

248. Income received by residents from foreigners for the mere use of real assets and pay-
ments by residents to foreigners for the use of such assets should not be included here. Film
rentals, time charters, payments for lease of real estate (rentals), and similar items are not
income on ﬁnsncial cspital and should consequently not be entered in this table but in the table
appropriate to the type of service involved. o

249, The entries in the table should also exclude issues of stock dividends and bonus shares,
since these do not represent income (compare with General Note to Tables XI-XVI, section 7,
paragraph 357).

250, For reconciliation with the UN and OEEC systems of national accounts, income should be entered before
taxes paid, by or on behalf of the recipients, to the country in which the investment is made. However, taxes on _
earnings of branches and other unincorporated direct investment enterprises, and on earnings of corporate direct
investment enterprises before distribution, should be considered payable by them and not by thelrforeign owners.
Income from branches and other unincorporated direct investment enterprises, and undistributed earnings of sub-

sidiaries and other corporate direct investment enterprises, should therefore be entered net of income taxes to the
country in whichthey are located. According to the UN and OEEC systems of national accounts, w

ment income to be deducted should in principle be those becoming due for payment without penalty during the re-
—\\—_—— — ———" —’—-\\R_/-"—"
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porting period. The difference between the taxes calculated on this basis and those actually debited to profit and
'_\
loss accounts by the direct investment enterprises should be regarded as an addition to or a deduction from their

undistributed earnings, If the difference is small, the income may in practice be entered net of taxes debited to

profit and loss accounts, and no adjustment need be made to the undistributed earnings to calculate movements of

direct investment capital,
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TABLE V1.

Compiling Country

INVESTMENT INCOME -,

Period Covered

Currency Unit

Exchange Rate: US$

ltem

Credit

1. Direct investment income (1.1 through 1.4 =

Table A, item 6.1) e eeemesecsme st eserasenaseen

1.1. Earnings of branches ......

1.2. Dividends

1.3. Interest

1.4. Undistributed corporate earnings
2. Other dividends (Table A, item 6.2)

3. Other interest (3.1 through 3.6: Table A, .purt of
item 6.3)

XXX

3.1. IMF charges

3.2. International agencies

3.3. Intergovernmental loans

'3.4. Other government obligations

3.5. Deposits
3.6. Other

4. Other (Table A, part of item 6.3)

5. Total (1 through 4 = Table A, item 6)
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NOTES TO ITEMS IN TABLE VI

Item 1: Direct investment income

251, The credit entries cover all income accruing to residents of the compiling country from
direct investment enterprises abroad as covered by items1 and 2 of Table XI (assets). The debit
entries cover all income accruing to nonresidents from direct investment enterprises in the
compiling country as covered by items 1 and 2 of Table XI (liabilities). Direct investment enter-
prises include commercial real estate.

Item 1.1: Earnings of branches

252. The credit entry covers earnings of residents from branches and other unincorporated
direct investment enterprises abroad, whether remitted or not; the debit entry covers earnings
of nonresidents from branches and other unincorporated direct investment enterprises in the
compiling country, whether remitted or not. (See alsonote to item 1.5 of Table XI, paragraph 385.)
The earnings should be entered net of taxes on investment income payable to the country in |~
which the branch or unincorporated direct investment enterprise is located (see General Note to
Table VI, paragraph 250). Net losses on resident investment abroad should be entered as negative
credits, and net losses on foreign investment in the compiling country should be entered as
negative debits. The earnings should in principle be recorded net of provision for depletion of
natural resources as well as for depreciation, and should be adjusted to exclude any windfall
gains or losses. ’

.

Item 1.4: Undistributed corporate earnings

253. The share of residents in undistributed earnings of foreign direct investment corporations
should be entered in this item as a credi?; the debit entry should cover undistributed earnings of v
resident direct investment corporations accrued to all nonresidents. The treatment of taxes on
investment income, netlosses, windfall gains and losses, and the depletion of natural resources is
the same as in item 1.1, above.

Item 3: Other interest
254. This item includes all commitment charges in lieu of interest. .
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Item 3.1: IMF charges
255. This item covers charges by the International Monetary Fund for the use of its resources,
including stand-bys.

Item 3.2: International agencies

256. The credit entry covers interest received on obligations of international lending agencies
such as the International Bank for Reconstruction and Development. The debit entry covers inter-
est, including commitment charges, paid by residents of the compiling country on loans from or
investments of such international lending agencies.

Item 3.3: Intergovernmental loans
257. This item covers interest received (credit) and paid (debit) on loans between the central
government in the compiling country and foreign central governments.

Item 3.4: Other government obligations

258. The credit entry covers interest received on foreign central government obligations
other than those included in item 3.3. The debit entry covers interest paid by the central govern-
ment of the compiling country on foreign obligations other than those included in item 3.3.

Item 3.5: Deposits
259, This item covers interest on deposits held in nonmonetary financial institutions, suchas
T —

building societies and credit associations, as well as in central and other monetary institutions.
o Q—_ﬁ.\_\'s' . S

Item 3.6: Other interest v

260, The main components of this item will probably be interest on bank advances and over-
drafts and on private and local government bonds. The item also includes any intefest, imputed
or actually received and paid, that cannot be entered in the preceding items for statistical or
other reasons.

Item 4: Other investment income

261. This item includes income accruing from ownership of noncommercial real estate. For
reconciliation with the UN and OEEC systems of national accounts, the item also includes imputed
net income on embassy buildings and other government nonmilitary installations.
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GENERAL NOTE TO TABLES VII AND VIII

262, These tables cover all transactions in goods and services that are not specifically in-
cluded in Tables I-VIor that cannot be allocated to those tables for statistical reasons. For trans-
actions of the compiling country’s government with foreigners, and of private residents with

foreign governments, that are considered to be transfer payments rather than service transactions,

see paragraphs 316-18 and 333-35.

263. Table VII covers all transactions of the compiling country’s central government (defined
as in paragraph 341) in goods and services not included in Tables I-VI, and personal expenditureé
of central government personnel in the foreigncountry where they aire stationed. Table VII also
includes transactions in goods and services not included elsewhere between foreign central
government institutions and their nonresident personnel stationed in the compiling country, on the
one hand, and residents of the compiling country other than its central government, on the other.

264. Items covering expenditures by foreign government institutions in the compiling country
should include expenditures in that country by international organizations. However, since the
staffs of international organizations are considered residents of the countries where they are
stationed, Table VII excludes expenditures in the compiling country of staff members of such
organizations who are stationed in the compiling country, but includes payments by the organi-

zations to such staff.

265. Table VII covers all transactions in goods and services not included in Tables I-VIIL.
These transactions take place between residents other than the central government of the com-~

piling country and foreigners other than central governments and international organizations.
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TABLE VII. GOYERNMENT TRANSACTIONS, NOT INCLUDED ELSEWHERE*

Compiling Country ... Period Covered
Currency Unit Exchange Rate: US$ Per .. o
Item Credit Debit

1. Military transactions (1.1 through 1.6 = Table A, item 7.1) ....

LN A Wage payments to local staff

N

“~ 1.2. Contributions to common defense ....

J =13, Troop personal expenditures
v ~ L4, Other transactions of compiling country’s
military agencies

V' \\1.5. Other transactions of foreign military agencies with
compiling country's government ..

¥\ 1.6, Other transactions of foreign military agencies with

other residents

2. Nonmilitary transactions (2.1 through 2.5 =
Table A, item 7.2)

~¥2.1. Wage payments to-local staff

N > 2.2, Services under aid programs  .......
) *2.3. Diplomatic personal expenditures ........

2.4. Other transactions of compiling country’s

government institutions
J 2.5. Other transactions .of foreign government
institutions with other residents

3. Total (1 plus 2 = Table A, item 7) .......
4. Memorandum items

14.1. Factor income (1.1 plus 2.1)

4.2, Transactions of compiling country’s government
institutions (credit: total of credits of 1.2, 1.4, 1.5,
2.2, and 2.4; debit: total of debits of 1.1, 1.2, 1.4,
1.5, 2.1, 2.2, and 2.4)

4.3. Common defense and occupation services ......

*Includes some transactions of government personnel for their own account (see General Note to Tables Vil and Vilb).
T Item specified for reconciliation with national accounts.

90



NOTES TO ITEMS IN TABLE VII

266. The various transactions should be entered in Table VII as follows:

Transacting Sector in the Items in Table VII
Compiling Country Credit Debit
Military agencies with
Foreign military agencies* 1.2 0r 1.4 1.2 or 1.4
Other foreign government institutions* 1.4 1.4
Other foreigners 1.4 l.1or 1.4
Military personnel with foreigners 1.3

Other government institutions with

Foreign military agencies* ’ 1.5 1.5 y

Other foreign government institutions* 2.2 0r 2.4 2,2 0r 2,4

Other foreigners : 2.2 0r 2.4 2.1, 2,2, or 2,4
Other government pérsonnel with foreigners 2,3

Other residents with

Foreign military agencies* l.1or1.6 1.6
Other foreign government institutions* 2.1or 2.5 2.20r 2.5
Foreign military personnel . 1.3 —~

Other foreign government personnel 2.3 —

*Including international organizations.

267. Acquisitionand disposal of fixed assets by nonmilitary government institutions should be
interpreted as transactions in equity capital in suchproperty and, hence (like similar transactions
by private residents), be entered in the capital account. However, transactions in fixed assets by
military agencies should be included in this table because the construction of fixed assets for
military agencies is not generally considered capital formation for national accounts purposes.

Item 1: Military transactions

268. Goods and services provided without charge by countries to foreign military forces
stationed in those countries and the costs of such goods and services, whether they are provided
under a common defense program or to occupation forces, should not be entered in this item but
should be entered in item 4.3, as a memorandum item outside the balance of payments proper.
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This treatment is adopted because it has not been possible to devise generally applicable rules
for classifying the counterpart of such transactions; while goods and services provided by a
country to foreign forces without charge are clearly international transactions in goods and serv-
ices, their counterpart, i.e., the costs borne by the government of the country where the forces
are stationed, may be a purchase of a defense service appropriate to this table, a transfer pay-
ment appropriate to Table X, or frequently a mixture of the two.

Item 1.1: Wage payments to local staff

269. This item covers wages and salaries received by residents of the compiling country from
foreign military agencies and their nonresident personnel, including all military intergovernmental
organizations (credit); and wages and salaries paid by the compiling country’s military agencies
and their resident personnel to foreigners (debit). (See also paragraph 268.)

Item 1.2: Contributions to common defense

'\:27 0. The credit entry covers foreign governments’ contributions to specific common defense
expenditures inthe compiling country, e.g., contributions to common use facilities. The debit entry
covers similar contributions by military agencies of the compiling country to foreign governments
and intergovernmental military agencies.b:"

Item 1.3: Troop personal expenditures

N
1271, The credit entry covers personal expenditures for goods and nonfactor services in the

R ——

compiling country by foreign military personnel stationed in the com'pliiing country. The debit

entry covers personal expenditures for goods and nonfactor services of the compiling country’s

military personnel in the country where they are stationed. (See also paragraph 268.)*

272. In principle, expenditures in the compiling country by foreign military personnel visiting
that country but not stationed there, and expenditures abroad by the compiling country’s military
personnel outside the country where they are stationed should be entered in Table IV (crews of
military vessels and aircraft) or Table V (other military personnel).

273. The expenditures in this item cover only those made directly by individuals outside
their military establishments. Expenditures in their own canteens and post exchanges, and goods

and services received in kind from military establishmenté, are excluded.

Item 1.4: Other transactions of compiling country’s military agencies

274. This item covers all foreign transactions of the compiling country’s military agencies in
goods and services that are not appropriate to Tables I -VI, or to items 1.1 and 1.2, above, or that
cannot be included in the appropriate accounts for statistical reasons. However, as indicated in
paragraph 268, goods and services provided without charge by countries to foreign troops stationed
in those countries and the cost of providing such goods and services are not included. (See also
note to item 4.3, paragraph 290.)
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275 The credit entry includes, for example, receipts of the compiling country’s military
agenmes from foreign military forces and intergovernmental military agencies, stationed in the

compiling country, such as receipts fromleases of naval and other bases and receipts from sales

-

of equipment and other goods and services that are for use by foreigners in the compiling country, ;

(Sales of goods that are not for consumption by foreigners in the compiling country are excluded

from this table. If such goods are shipped abroad, they are included in Table I; and if they are

gwen back to the compiling country, they are entered in Table X as a cash grant ) The credit entry

also includes receipts from “sales of surplus property located in the country of purchase, and

from services not included elsewhere that are rendered to foreign countries under military aid

programs (see note to item 2.2, paragraph 283).

276. The debit entry includes expenditures abroad of the compiling country’s military forces
for their own account, such as payments for leases of bases and expenditures for food, equipment,

and services that are consumed in the country of purchase. Purchases of goods that are not for

-—
use by them in the country of purchase are excluded from this table. If such goods are for use by

the compiling country’s military forces oufside the country of purchase, they are included in

Table I; if they are soldor givenaway to another foreign country, they are treated as merchandise

e e e e

transactions abroad (see General Note to Table I, paragraph 137). Goods that are given away are

offset by a grant; if they are given back to the country of purchase, the transactions are treated
as a cash grant (see General Note to Table I, paragraph 125)'.

277, The debit entry also includes payments to foreigners by military agencies of of _the com-

p111ng country for surplus property located in the compiling country and services not mcluded

elsewhere that are received by the compiling country under m111tary aid programs. (For the

valuation of aid services, see note to item 2.2, paragraph 284.)

Item 1.5: Other transactions of forelgn military agencies with compiling country’s
government

278. This item covers all those transactions in goods and services in the compiling country
of foreign military agencies for their own account with the compiling country’s government that
are not appropriate to Tables I-VI or to items 1.1-1.4, above, or that cannot be entered in the
appropriate accounts for statistical reasons. However, as indicated above (paragraph 268), goods
and services provided without charge by countries to foreign troops stationed in those countries

and the costs of providing such goods and services are not included.

279. The credit entry covers receipts of the compiling country’s government from foreign and
intergovernmental military agencies other than payments made to the compiling country’s mili-
tary agencies, which are included in item 1.4. Item 1.5 covers only expenditures for goods and
services for use by the foreignand intergovernmentalmilitary agencies in the compiling country.
Expenditures for goods shipped abroad are treated as indicated in the note to item 1.4, para-
graph 276.
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, 280, The debit entry covers payments made by government institutions other than military

v agencies of the compiling country to foreign military agencies, e.g., payments for surplus property
located in the compiling country.
Item 2.1: Nonmilitary wage payments to local staff
\/ 281. The credit entry covers wages and salaries received by residents from embassies,

consulates, and other nonmilitary foreign government institutions and their nonresident personnel,
and from nonmilitary intergovernmental institutions.

282. The debit entry covers wages and salaries paid to foreigners by embassies, consulates,
\Y and other nonmilitary government institutions of the compiling country.

Item 2.2: Services under aid programs

J 283. The creditentry covers services rendered by the compiling country’s nonmilitary govern-
ment institutions to foreigners without charge.

RO _
”‘ , 284. The debit entry covers services received &ithout charggby the compiling country fron;
¢ . foreign nonmilitary government institutions, from international institutions, and from foreign
private institutions under nonmilitary aid programs (except transportation and insurance services,
which are included in Tables III.A, III.B, and IV).‘ The value of the services is measured by the

. f)' L administrative expenses of the aid programs incurred in the granting country, in the recipient

h.,'{ s country, and in third countries, including wages and salaries of resident and foreign technicians
and employees of aid administrations.

Item 2.3: Diplomatic personal expenditures
?85 This item covers personal expenditures for goods and nonfactor services of diplomatic,
¥ consular, and other nonmilitary personnel stationed outside their own country. (This item is anal-
ogous to item 1.3, paragraphs 27 1—73.).“?
Items 2.4 and 2.5: Other nonmilitary transactions
286, These items cover transactions of the compiling country’s nonmilitary government
/ institutions (item 2.4) and transactions of foreign countries’ nonmilitary government institutions
and of intergovernmental institutions (item2.5), similar tothose included for military agencies in
items 1.4-1.6 (see paragraphs 274-80). The main component of these items will be operating
expenses of embassies and consulates other than payments for wages and salaries.

287, Item 2.4, debit, includes fees paid to foreigners for underwriting the issue abroad of
domestic government securities. Item 2.5, credit, includes fees earned by residents for under-
writing the issue in the compiling country of foreign government and international institutions’

securities (see Notes to Items in Table VIII, item 2.3, paragraph 303).
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i288. Item 2.4, debit, also includes gross payments to foreigners for leases of embassy build-
ings and other real estate abroad, and imputed gross rentals on real estate owned abroad by the
compiling country’s government. Item 2.5, credit, includes gross receipts from foreign govern-
ments for lease of real éstate in the compiling country and imputed gross rentals on real estate
owned by foreign governments in the compiling countfy. (See ‘“‘Underlying Principles,”’ sec-
tion 3(b), paragraph 12; General Note to Table VI, paragraph 248;and NotestoItems in Table VIII,
item 2.11, paragraph 310.)h

289. Items 2.4 and 2.5 exclude both purchases and sales of real estate, such as embassy and

consulate buildings, and expenditures and receipts for the construction of such buildings. These v
transactions are included in the capital account (Table XI, item 4.8, for liabilities, and Table XIV,
item 7, for assets), as referring to équity capital in such property.

Item 4.3: Common defense and occupation services

290. This item covers goods and services provided without charge by governments to foreign
military forces stationed in their countries. The credit entry covers goods and services provided
without charge by the compiling country to foreign military forces stationed in the compiling v
country; these goods and services are excluded from items 1.1, 1.3, and 1.5, credit. The debit
entry covers goodé and services provided without charge by foreign countries to the compiling
country’s military forces stationed abroad; these goods and services are excluded from items 1.1,

1.3, and 1.4, debit (see note to item 1, paragraph 268).

T e [
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TABLE VIIL.

Compiling Country

OTHER SERVICES

CUITeNCY ereere e ceecameemccancnae Unit e

Period Covered

Exchange Rate: US$

ltem

Credit

1. Nonmerchandise insurance (1.1 through 1.4 =

Table A, item 8.1)

1.1. Premiums on direct insurance ..

1.2. Claims on direct insurance ........

1.3. Premiums on reinsurance

1.4. Claims on reinsurance .......ccceceeeeeuee

2. Other (2.1 thraugh 2.12 = Table A, item 8.2)

* 2.1, Personal income

~ 2.2. Management fees ......

~2.3. Underwriters’ commissions

" 2.4, Agents’ fees

" 2.5. Construction activity ...
- 2.6, Communications ........

2.7. Advertising

- 2.8. Subscriptions to press
™ 29, Film rentals -

*2.10. Copyrights and patent royalties

~2.11. Real estate rentals

2.12. Other

3. Total (1 plus 2 = Table A, item 8) ..

*4, Memorandum item: factor income

*|tem specified for reconciliation with national accounts.
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NOTES TO ITEMS IN TABLE VIII

291. The transactions specified in the items of this table cover the most usual types of goods
and services that are not included in Tables I-VII; however, the list is not intended to be ex-
haustive.

Item 1: Nonmerchandise insurance

292, Table IIL.B covers direct insurance of risks involved in the international shipment of
goods and gold. Table VIII, item 1, covers all other direct insurance,éxi;i all reinsurance, including
reinsurance of the shipment of goods. See Notesto Items in Table III.B (paragraph 217) for treat-

ment of foreign branches and subsidiaries of insurance companies.

293. The recording of life insurance transactions (including contractual pensions and contri-

butions to pension funds) in accordance with the principles of national accounting gives rise to

‘certain conceptual problems, which are discussed below.

294, Three aspects of life insurance transactions may be distinguished. First, life insurance premiums
represent additions to, and life insurance claims payments represent withdrawals from, the funds which the in-
surance companies h;ve set aside as cover for future claims on the basis of an actuarial calculation (hereinafter
referred to as their life funds). Life funds, including the interest accrued on them, constitute savings of the
policy holders; therefore, changes in residents’ share of the life funds of foreign insurance companies are appro-
priate to the capital account of the balance of payments, Second, the interest accruing on the policy holders’
accumulated shares\ of the life funds of the insurance companies represents investment income and should be re-
corded in Table VI. Third, part of insurance premiums and interest accruals, net of claim payments, is used to
cover the administrative cost of the insurance companies, including their profits. This part, which represents
payment for a pure insurance service, is the only element of life insurance transéctions that is appropriate to

Table VII, item 1. '

295, The entries may be calculated as follows in accordance with the theoretical treatment outlined above.

Transactions of Domestic Life Insurance Companies with Nonresidents

Credit y Debit

1. Premiums received 100 ‘/ .
2, Claims paid 30 ¥
3. Accrued interest on life funds #

(contra-entry to Table VI, item 3.6 debit) 20/
4. Increases in life funds * ;

(contra-entry to Table XI, item 4,8, credit) 60
5. Total (1 through 4) 120 90
6. Insurance service (credit balance of total:

enter in Table VI, item 1, credit) 30
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296, Itwillbe seenfromthis example that the three entries made in the balance of payments for life insurance
transactions (debit of 20, credits of60 and 30) have the same balance as premiums and claims (credit of 70). Trans-

actions of resident policy holders with foreign life insurance companies would give rise to entries exactly opposite

to those described above,

297, Contractual pensions and contributions to pension funds are similar to life insurance transactions and

should, in principle, be treated in the same way as life insurance in the balance of payments. When part of the

contribution to pension funds is paid by the employer, this part, in principle, should be regarded as earnings of

the employee (item 2 of Table VIII) offset by a contribution paid by him (a life insurance transaction, item 1 of
Table VII), -

298. Since direct international life insurance transactions and pensions are usually negligible,
it may be expedient to follow some simplified procedure instead of the theoretical procedure
outlined above. If so, premiums and claims on life insurance (in the example, the credit of 100,
and the debit of 30) may be entered without any adjustments in item 1 of Table VIII, with no entries
in the other tables. Similarly, contractual pensions and contributions to pension funds may be
entered, together with noncontractual pensions, in Table_ IX or X.

Item 2.1: Personal income

299. The credit entry covers earnings of residents who are employees of foreigners other than
central governments and international organizations, including ¢rews on foreign-operated car-
riers. The debit entry covers mainly earnings of foreigners who are employees of residents other
than the central government of the compiling country, including crews on domestically operated
carriers (see Notes to Items in TableIV, items 3.2 and 8.2, paragraphs 233 and 241). The entries
should, in principle, cover gross earnings (including taxes, and contributions by both employees
and employers to pension funds) with séparate and opposite entries in this table or in other tables
for expenditures by the worke‘r outs%de his country of residence. Taxes paid by residents to
foreign governments on the earnings should be entered in Table IX, item 1.1, debit, and taxes
received by the compiling country’s government from foreigners in Table X, item 2.2, credit;
contributions to pension funds in Table VIII, item 1, or in Tables IX or X; foreign expenditures of
crews for goods and services in Table IV, items 3.2 and 8.2; and expenditures of other workers
(including migrants) for goods and services in Table VIII, item 2.12. For statistical reasons,
however, the entries in item 2.1 usually cover earnings net of these expenditures.

300. This item excludes earnings of employees who are considered to have migrated to the
country where they work, i.e., become residents of that country; the remittances of such migrants

to their former home countries should be entered in Table IX.

301. This item also includes any other transactions treated as factor income in national ac-
counts and not included in the preceding tables, together with personal nonfactor services, e.g.,
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those of a professional character, performed by residents of the compiling country for foreigners
(credit) or by foreigners for residents of the compiling country (debit). The difference between
factor and nonfactor services—a distinction which is made for reconciliation with national income
and product statements—is that nonfactor servicescomprise the remuneration of the factor (here
the person concerned) and, in addition, anelement of cost of another kind, e.g., the overhead cost
of a physician or a lawyer, whereas the factor service does not include such a cost element. In-

sofar as the entries represent factor services, they should also be entered in item 4.

Item 2.2: Management fees

302. This item covers management fees and reimbursements for home office expenses re-
ceived by parent companies in the compiling country from their foreign branches and subsidiaries
(credit); and such fees and reimbursements paid to parent organizations abroad by branches and

subsidiaries located in the compiling country (debit).

Item 2.3: Underwriters’ commissions

303. Commissions earned by residents of the compiling country on underwriting the issue of
foreign private securities in the compiling country shouldbe entered as credits, and commissions
earned by foreigners on underwriting the issue of domestic private securities abroad should be
entered as debits. The capital movements gxtered in Tables XI and XIBshould not be net of such
commissions. Underwriting fees on issues of government securities should be entered in Table VII,

item 2.4 or item 2.5, T e

Item 2.4: Agents’ fees

304. This item covers services rendered by domestic agents to their foreign principals (credit)
and services rendered by foreign agents to principals who are residents of the compiling country
(debit). The credit entry should include fees paid by foreign exporters gmd importers to agents in
the compiling country, and the debit entry, fees paid by exporters and importers in the compiling

country to foreign agents.

Item 2.5: Construction activity

«” 305. Services rendered to foreigners by construction contractors who are residents of the
compiling country but perform work abroad (credit) and services rendered to the compiling
country by foreign construction contractors (debit) should be entered in this item. Such services
include, e.g., construction of port facilities, roads, dams, and refineries and other plants. The
value of the services received by the country where the construction takes place covers the foreign
cost of the construction project, excluding imports of goods incorporated or used up in the proj-
ect, which should be entered in Table I. The foreign costs include wages of foreign personnel
engaged on the project, depreciation of the construction contractor’s equipment not used up in the
project, and the contractor’s profits. The contractor’s equipment sold locélly after use on the

project should also be entered in this item if not recorded in Table I.
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306. If a contractor is considered to have set up a business enterprise in the country where
the construction takes place, this enterprise should be treated as a resident of that country, i.e.,
as a direct investment enterprise. The foreign transactions of this enterprise should be treated
like those of other direct investment enterprises, e.g., the contractor’s earnings should be entered
in Table VI, item 1, rather than in Table VIII.

Item 2.6: Communications

307. This item covers international settlements on account of post, telegraph, telephone, and
radio. It should exclude both earnings on direct investment, which should be entered in Table VI,
item 1, and direct payments to transportation companies, which should be entered in Table IV,
item 4 or item 9.

Item 2.8: Subscriptions to press
308. This item should exclude any publications included in Table I.

Item 2.9: Film rentals
309, This item covers rentals on exposed motion-picture film not bought by the importing
country. To avoid double counting, the films are excluded from Table I.

Item 2.11: Real estate rentals

”310 The credit entry covers gross receipts, not included elsewhere, from foreigners other
than central governments and international organizations for leaseof real estate in the compiling
country, including imputed gross rentals on real estate owned by such foreigners in the compiling
country. The debit entry covers gross payments, not included elsewhere, by residents other than
the central government to foreigners for lease of real estate abroad, including imputed gross
rentals on real estate abroad owned by such residents. (See ‘‘Underlying Principles,”’ section 3(c),
paragraph 12, and General Note to Table VI, paragraphs 247 -48.)\1'
Item 2.12: Other services

r_311. This item covers workers’ expenditures (see note to item 2.1, paragraph 299) and miscel-

laneous services not specified above, e.g., membership dues, rentals, other than those on films and
real estate, and transactions in goods and services that cannot be classified in the appropriate

A,
accounts, for statistical reasons. It includes profits (credit)or losses (debit) on arbitrage trans-

actions inforeign exchange with féreigners (paragraph 163) and commissions and handling charges
on gold (paragraph 182). -

 emmae”

Item 4: Factor income

312. This memorandum item is equal to item 2.1, except that personal nonfactor services per-
formed by residents for foreigners or by foreigners for residents of the compiling country are
excluded (see note to item 2.1, paragraph 301).
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GENERAL NOTE TO TABLE IX

l,": 313. _'E'ansfer payments are the counterparts of international transactions, whether gifts or

I
il compulsory transfers, which lack a quid pro quo (see paragraph 65). Where goods are sent or
se’rvices- r_ex_ld;redyby one country to another without a quid pro quo, the primary entry is in the
goods and services account, and the counterpart of this is called a ‘“‘transfer payment in kind.”
Where the item transferred is cashor a financial claim, which results in a change in the assets or
liabilities of the two countries, the primary entry is in the capital account and the counterpart is

called a ‘‘transfer payment in cash.”’

314, In addition to genuine transfers ‘between private residents and all foreigners, Table IX
covers the so-called migrants’ transfers, which are discussed in paragraphs 34-37 of ‘‘Underlying
Principles.”” Migrants’ transfers refer tothat real andfinancial capital which is effectively trans-
ferred by migrants from their oldtotheir new country in connection with their migration, and the
entries for migrants’ transfers account for the corresponding change in wealth of the two coun-
tries. A real capital asset is assumed to be effectively transferred when it is physically moved
from country to country. Financial assets are assumed to be effectively transferred when resi-
dents of the new country acquire foreignassetsfromtheimmigrant orthe immigrant acquires
liabilities of the new country from nonresidents of that countrjr; éonversely, from the standpoint
of the old country, there is an effective transfer when the emigrant disposes of foreign assets to
nonresidents of that country, or when nonresidents acquire liabilities of the old country from the

emigrant.
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TABLE IX. PRIVATE* TRANSFER PAYMENTS

Compiling Country w.ooooeoeeecoooecoe. Period Covered
Currency oo Unit ... Exchange Rate: US$ .coveemeeenne..... Per o
Item Credit Debit

1. To and from foreign governments (1.1 through 1.4 =

Table A, item 9.1) oo

¥ 1.1, Income taxes

v 1.2. Other taxes and fees -

¥ 1.3. Noncontractual pensions Xxx

N ].4. thel' ............

2. Other (2.1 through 2.3 = Table A, item 9.2)

2.1, Institutional in cash ..

2.2, Institutional in kind

2.3. Other

3. Total (1 plus 2 = Table A, item 9)

*All residents other than the central government.
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NOTES TO ITEMS IN TABLE IX

Item 1.1: Income taxes

315. This item covers taxes paid by the private sector of the compiling country to foreign
governments (debit) and refunds of such taxes (credit). The item includes taxes levied on the
recipients of investment income (see General Note to Table VI, paragraph 250), a}xd on workers’
earnings (see note to item 2.1 of Table VIII, paragraph 299). '

Item 1.2: Other taxes and fees

316. Payments by the compiling country’s private sector to foreign governments for such
items as visa fees, tourist landing fees, and fees for fishing rights and registration of vessels
under a country’s flag are included in the debit entry for reconciliation with national accounts,

since these items are treated as transfer payments in those accounts.

Item 1.3: Noncontractual pensions

317. Noncontractual pensions paid by foreign governments, including international organi-
zations, to the private sector in the compiling country are included here. For the treatment of
contractual pensions, see note to item 1 of Table VIII, paragraphs 293-98.

Item 1.4: Other

318. The credit entry includes students’ grants, foreign government lottery prizes, and war
damage claims and other indemnities received by the private sector of the compiling country
from foreign governments. The debit entry includes fines paid by the private sector to foreign
governments and purchases of foreign government lottery tickets; it also includes levies paid to
intergovernmental organizations such as the European Community for Coal and Steel (ECCS).

319, When foreign governments take over title to foreign assets of the compiling country’s

private sector without any payment or other compensation, the consequent decrease in the com-~

piling country’s foreign assets is offset by a debit entry in this item. Subsequent returns or

—

compensations are entered as credits in this item,
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Items 2.1 and 2.2: Institutional transfer payments

320. These items cover all transfer payments between private institutions, including enter-
prises, and between private institutions and individuals. Suchtransfer payments include mission-
ary, educational, and other bénevolent contributions; private lottery tickets and prizes; private
compensation payments for private damages and noncontractual pension payments. (See note to

item 1 of Table VIII, paragraph 293, for treatment of contractual pensions.)

Item 2.3: Other

321. This item covers all transfer payments between individuals, including migrants’ trans-
fers (see General Note to Table IX, paragraph 314). The main components are migrants’ transfers
of real and financial capital in connection withtheir migration: transfers by immigrants (credit)
and transfers by emigrants (debit); legacies and dowries received (credit) and paid (debit); and the
recurrent transfer payments received by individuals of the compiling country from emigrants
(credit) and made to foreigners by immigrants (debit). Major components of this item should be
specified in explanatory notes.
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GENERAL NOTE TO TABLE X

322, This table covers transfer payments between the compiling country’s central government
and all foreigners, including international organizations. Such transfer payments include repa-

rations, other compulsory or contractual transfers, andgrants. The credit entries cover transfer = .

payments received by central government institutions of the cémpiling country from foreigners;
those received from foreign government institutions should be entered in item 1 and those re-
ceived from other foreigners (hereinafter referred to as foreign private sectors) in item 2. The'
debit entries cover all transfer payments made by the compiling country’s government institutions
to foreigners; those to foreign government institutions should be entered in item 1 and those to

foreign private sectors in item 2.

323. Transfer payments in cash are the counterparts of capital and monetary gold transferred
without a quid pro quo and included in Tables XI-XVI; such capital items consist mainly of
money and other short-term assets and of titles to investments. Transfer payments in kind
are the counterparts of merchandise transferred without a quid pro quo and included in Table I,
and of merchandise transactions ~abroad included in the same table, when the goods procured
abroad are transferred as gifts to other foreign countries (see General Note to Table I, para-
graph 125). Other transfer payments cove: the counterparts of goods and services provided with-
out a quid pro quo and included in Tables II-VIII; such goods and services consist mainly of
transportation, students’ expenditures, and technical assistance under official aid programs.

324. Transfer payments in cash also include the cost of goods and services purchased by one
country in another country and given back to the country of purchase. Such purchases are not
entered in Tables I-VII as gross debits and credits, but are treated as the counterpart of the

cash transferred from the purchasing country to the selling country.
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NOTES TO ITEMS IN TABLE X

Item 1.1: Reparations

325. This item covers indemnities imposed under peace treaties. Other indemnities and
voluntary payments of damage claims should be entered in items 1.2,1.3,1.4, 1.5, 1.6, 2.1, or
2.3. Restitutions of identical goods and capital items to rightful owners are not included anywhere

in the balance of payments.

Items 1.2 and 1.3: Military grants

326. These items cover grants of military supplies and any services connected with them,
e.g., freight on such supplies; grants of other services under military aid programs (see Notes
to Items in Table VII, paragraph 275); and cash grants for support of military budgets. Con-
tributions to common defense installations, and costs of supporting military forces sta{tioned
outside their own country whether borne by their own government or the éountrj} where ~the'y are
stationed, are not included (see Notes to Items in Table VII, paragi'aph 268).

Items 1.4 and 1.5: Nonmilitary grants
327. These items cover economic aid grants and other voluntary, noncontractual grants.

328. Any payments by a country for goods and services it originally received as grants should
be entered as reverse grants; such payments made by the compiling country should be entered
as debits, and any such payments received by the compiling country as credits.

329. When portions of local counterpart funds arising from grants are transferred to the
granting country by the receiving country, the portions transferred should be treated as reverse

grants.

Items 1.2 and 1.4: Direct grants
330. T_he credit entries cover the counterparts of goods, services, and cash received without

a quid prb quo by the compiling country directly from the granting countries. The credit entry

for cash grants also includes goods and services purchased by foreign countries from the com-

piling country and givenback to the compiling country. The debit entries cover the counterparts of

goods exported, and services rendered directly by the compiling country to the receiving countries

without a quid pro quo, and cash turned over without a quid pro quo by the compiling country to .

foreign countries. The debit entry for cash grants also includes goods and services purchased by
the compiling country from a foreign country and given back to that country.
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Items 1.3 and 1.5: Offshore grants

331. The credit entries cover the counterparts of goods and services received by the com-
piling country from one foreign country but paid for by another (the granting) country. The debit
entries cover the counterparts of payments for goods and services purchased by the compiling

country in one foreign country and given away to another foreign country.

Item 1.6: Other intergovernmental

332. This item includes contributions by the compiling country’s central government to inter-
national organizations for administrative expenses, since such contributions are treated as trans-
fer payments in national accounts. It also includes counterparts to voluntary debt cancellations if
the cancellations are entered in the capital account and voluntary mdemnity payments not 1ncluded

in the preceding items. When the compiling country’s central government takes over title to

foreign government, assets in the compiling country without any payment or other compensation,
the consequent decrease in the compiling country’s foreign liabilities is offset by a credit entry
in this item. Subsequent returns or compensations are entered as debits in this item. Similarly,
the debit entry includes the taking over by foreign governments of title to foreign assets of the
compiling country’s government institutions, and the credit entry includes subsequent returns of

or compensation for such assets.

Item 2.1: Grants (not intergovernmental)

333. This item covers grants by the compiling country’s government to foreign private in-
dividuals and institutions, such as noncontractual pension payments, students’ grants, and war
damage claims and other indemnities (debit), and refunds of such grants (credit). The credit
entry also includes grants to governments from foreignprivate sectors such as technical assist-
ance rendered by private institutions without a quid pro quo.

Item 2.2: Taxes

334. This item includes income taxes paid by foreigners to the compiling country’s govern-
ment (credit) and refunds of such taxes (debit); see General Note to Table VI, paragraph 250. It
also includes receipts by the compiling country’s government from foreigners for such items as
fines, visa fees, tourist landing fees, and payments for fishing rights and registration of vessels,
since these transactions are treated as transfer payments in national accounts.

Item 2.3: Other

335. Tickets and prizes for lotteries sponsored by the compiling country’s government, the
taking over by that government of title to assets held in the compiling country by foreign private
individuals and institutions, and subsequent returns or compensations (see note to item 1.6, para-
graph 332) are included in this item. Receipts for lottery tickets and the taking over of title to
private assets are entered as credits; lottery prizes and returns of or compensation for assets
previously taken over are entered as debits. (Lottery tickets and prizes are treated as transfer

payments in national accounts.)
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GENERAL NOTE TO TABLES XI-XVI

336. These tables specify the information ideally required for the construction of the capital
account of a balance of payments, and they show the derivation of the entries for movements of
capital and monetary gold in Table A, Part 2. The nature of the transactions entering the capital

account is discussed in the ‘‘Underlying Principles’’ (see particularly paragraphs 19, 30-32, 37,
and 54-55).

337. Each of the tables covers changes at transactions values in the assets and liabilities of a
sector in the compiling country. Tables XI and XII are both devoted to the privat'_e[sectoi". The
other sectors distinguished are local government (Table XIII), central government (Table XIV),

central monetary institutions (Table XV), and other monetary institutions (Table XVI).

338. The two sectors referring to monetary institutions may be regarded as subdivisions of a
single monetary sector and can therefore usefully be combined for many purposes, e.g., when the
impact of international transactions on the domestic money supply is analyzed. The sectors for
local and central government, however, cannot be regarded as subdivisions of a single govern-
ment sector for balance of payments analysis, because the international transactions of local
governments are in many respects more like those of the private sector than those of the central
government. Local government obligations more closely resemble private corporate securities
than central government obligations as regards marketability abroad; and local governments can
usually borrow abroad only in the market, in much the same way as private corporations, whereas
the central government is often able to borrow from foreign governments on more favorable terms
than in the market, or in situations where borrowing in the market is not possible. The local
government sector may therefore be combined with the private sector for many analytical purposes.

(1) Definition of sectors

339. While the following definitions indicate the general coverage of the various sectors, the
border lines between them should be interpreted with reference to the particular institutional
organization in the compiling country. The sector classification of the balance of payments data
is mainly intended to relate the balance of payments to developments in the domestic economy.
It is therefore suggestedthat countriesgive priority in borderline cases to comparability between
their balance of payments data and their sector finance statistics, rather than to comparability
between their balance of payments data and the balance of payments data of other countries,
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(a) Private sector e e

340. The private. sector (Tables XI and XII) comprises resident individuals and nongovern-
mental enterprises énd institutions, other than monetary institutions. The enterprises include
both unincorporated businesses and corporations. In addition, public enterprises, including those
established jointly by central or local governments and foreign investors, should generally be
regarded as belonging to the private sector. Most such enterprises acquire foreign assets and
liabilities (e.g., foreign exchange working balances and trade credits) for the same reasons as
private enterprises, and the changes in their foreign assets and liabilities can therefore, from a
behavior standpoint, usefully be attributed to the private sector. However, public enterprises
functioning as monetary institutions (e.g., government-owned commercial banks) should always
be included in the monetary sector. Institutions that are used primarily as instruments of
central government policy (e.g., the Export-Import Bank of Washington and development banks)
should be attributed to the central government. The attribution of public enterprises by sector
must thus be decided on the basis of their function in the economy of each compiling country
rather than on the basis of formal criteria. It should be noted that when public enterprises are
financially integrated with local or central government, they will have no foreign assets and
liabilities distinguishable from those of the particular government sector.

(b) Local and central government sectors

341. The sectors for local and central governments are defined to include all local (Table XII)
and central (Table XIV) government agencies, institutions, and enterprises, except the public
enterprises that are assigned to the private sector (see previous paragraph) and monetary insti-
tutions, which are included inthe monetary sector (see paragraphs 342-43). Included in the govern-
ment sectors, however, are public enterprises financially integrated with the local or central
government, and those nonmonetary institutions that have been established primarily as instru-
ments of policy. Governments of states and proviﬂées within a federatioﬁ, union, or commonwealth
which is the reporting unit are considered local governments.

(c) Monetary sector , v

.342. The monetary sector falls into two parts. Central monetary institutions (Table XV), such
as the central bank and an exchange stabilization fund, are the monetary authorities that hold the
official gbld and foreign exchange reserves, intervene in the exchange market, issue currency,
or create reserve moriey for deposit money bahks. Other monetary institutions (Table XVI),
comprise the deposit moﬁey banks whose liabilities are primarily demand and other deposits, and
sé_vings banks or similar institutions whose liabilities closely resemble those of thg deposi_t money
banks Central monetary in.stitutions‘ are usually governmental, and other monetary institutions,
private. In general, the coverage of the monetary sector in the compiling country will be the éame
as that of the monetary survey in the Fund’s monthly: bulletin, International Financial Statistics.

343. Some of the international transactions attributed to the central government sector (e.g.,
loans for balance of payments purposes and, for countries that are financial centers, changes in
central government securities held by foreign monetary institutions as foreign exchange reserves)
have a function similar totransactions of central monetary institutions and may for some analytic
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purposes be combined with these, or with the transactions of the monetary sector as a whole. On
the other hand, some of the transactions of private banks in the monetary sector (e.g., loans and,
sometimes, changes in foreign exchange holdings) may be similar in function to changes in the
foreign assets and liabilities of the private sector and may be combined with these for purposes of
analysis. To permit such recombinations of data the separation of central and other monetary
institutions is significant.

(2) Principle of sector attribution
344. Except as specified in paragraph 347, changes in assets and liabilities should be attributed
to the sector of the domestic creditor (of an asset) or debtor (of a liability).

345. When changes in assets are based on a record of transactions, the domestic creditor is
the resident that carries out the transaction with the foreign party, the transaction representing
a resident-foreigner transaction. On the other hand, when transactions in assets are derived
from outstanding amounts at the beginning and end of the reporting period, the change in a sector’s
holdings may result notonly from its net international transactions in assets of the given type, but
in part also from domestic transactions with other sectors. However, since the balance of pay-
ments is defined to include transfers of foreign assets not only between residents and foreigners
but also between domestic sectors, the classification of changes in foreign assets by domestic

creditor always coincides with that by domestic transactor.

346. Transactions inliabilities are alsogenerally carried out by the domestic debtor. When this
oceurs, the attribution to the sector of the domestic debtor coincides with that to the sector of the
domestic transactor. The only major exceptions to this coincidence arise from transactions in
domestic securities in the domestic capital market. For instance, a security issued by the domes-
tic government (debtor) may be sold to aforeign party by a member of the private sector (trans-
actor). Such a transaction will be attributed to the domestic sector that is the debtor (e.g., the
government) rather than the sector that carries out the transaction (i.e., the private sector).

: 347. The classification by domestic sectors is introduced to distinguish in a systematic way
categories of transactions with different behavior and function in the settlement of international
transactions. The sector classification is therefore subordinated to this major purpose.‘ This
necessitates three exceptions being madetothe principle of attributing transactions to the sector
of the domestic creditor or debtor. First, all transactions with the International Monetary Fund
are allocated to central monetary institutions, regardless of whether they are carried out by such
an institutxon or by the central government. Second, net long-term claims of domestic monetary
institutions on their foreign branches and subs1d1aries areentered in the prlvate sector as direct
investment. S1milarly, net long-term foreign liabilities of those domeggc Exynonetary institutions
that are branches or subsidxanes of foreign enterpnses f.re allocated to the private sector as
direct investment. Third, other transactions in securities issued by domestic monetary inst1tu-.

i
‘1 tions, which from a behavxor standpoint are quite similar to transactions in other corporate .

securities and which cannot readily be distinguished in the statistics from these, are allocated

to the private sector.
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348. Loans received or extended by the private sector of the compiling country, even if
guaranteed by its central government, should be allocated to the private sector. Although guar-
anteed loans may reflect government policy, the decisions of the private sector in regard to them
are determined by much the same commercial motives that govern its other international loan
transactions. Moreover, their allocation to the central government sector would complicate
unnecessarily the use of balance of payments statistics in combination with statistics on govern-
ment finance or with a set of sector finance accounts covering the economy as a whole. Loans
received or extended by ‘local governments or by monetary institutions under guarantee of the
central government should similarly be allocated to the sector of the domestic creditor or

debtor rather than to the central government sector.

(3) Subclassification by foreign sector

349, To interpret movements in liabilities to foreigners, it is sometimes as important to
know the identity of the foreign creditor as that of the domestic debtor. This is particularly true
for changes in such liabilities of the compiling country as bank balances or central government
securities, which constitute liquid assets from the point of view of the foreign holder. The behavior
of 'thesé items depends on whether they represent private funds, government surplus funds, or
foreign exchange reserves held by foreign monetary institutions. For this reason, the note to
item 1.4 of Table XIV (paragraph 412), suggests that a classification by foreign sector of changes
in foreign holdings of central government securities issued in the domestic market be given in the
explanatory notes to the balance of payments statement. A subclassification by sector is also
provided for foreign depdsits in Tables XV and XVI. These subclassifications are significant
mainly for countries whose liabilities are held by foreign monetary institutions as foreign ex-

change reserves.

(4) Long-term and short-term capital

350. To be analytically useful, a distinction between long-term and short-term capital should
be based on the behavior of the capital movements, which is related to the liquidity of the assets
or liabilities. Short-term capital movements would cover movements likely to be, or at least
capable of being, reversed in the short-term, say from one year to the next. Long-term capital
movements would cover movements likely to be reversed only over a period of several years, or
not at all. A division of capital into long-term and short-term on the basis of any practicable
criterion, such as original maturity, does not necessarily conform with behavior and cannot
therefore be regarded as the classification that is most useful from the standpoint of analysis.
For this reason, the distinction between long-term and short-term capital is used in this Manual
only on a selective basis.

351. Changes in foreign assets and liabilities attributed to the private sector have been
divided into two major categories, described aslong-term (Table XI) and short-term (Table XII),
Those attributed to the central government (Table XIV) are subdivided into long-term and short-
term items. Long-term capital is defined as all direct investment capital (see paragraphs 353-54)

and other assets and liabilities that have either no maturity (like equities) or an original maturity
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of more than 12 months. Short-term capital is defined as assets and liabilities, other than direct
investment capital, with an original maturity of 12 months or less. The division of the capital
movements attributed to the private sector into the two groups is made mainly to facilitate the
exposition, since different methods are usually followed in recording the two types of capital
distinguished. The types covered by Table XI (long-term capital) are usually derived from a
record of transactions, whereas those covered by Table XII (short-term capital) are usually
derived from changes in outstanding assets and liabilities; the two tables are drawn up in accord-
ance with these methods.

352. A similar distinction is not made for assets and liabilities of local governments and
monetary institutions (Tables XIII, XV, and XVI). Rather than divide the capital held by these
sectors into long-term and short-term on the basis of a formal criterion, an effort is made to

distin'guish subcategories that are typically long-term or typically short-term in behavior.

(5) Direct investment

353, One of the most important types of international capital movements comprises direct
investment, i.e., investment in enterprises in which the investor, or a group of investors, holds
a controlling interest. Since this type of investment is significant mainly for the private sector,

a full definition of the concept of direct investment is given in the General Note to Table XI
(paragraph 367). ,,

\

354. For direct investment, no realistic distinction between long-term and short-term capital
movements can be made on the basis of general criteria. In the private seétor, where the move-
ments are predominantly long~term in behdvior, all movements of direct investment capital have
been uniformly classified as long~term. Inthe sector for monetary institutions, the direct invest-

] ment movements are predominantly short-term, as are other capital movements attributed to the

, monetary sector. If a long~term component of direct investment in monetary institutions can be

I

j i distinguished, however, it should be entered in Table XI as part of private direct investment. Other

iy

i
i

i
¥

i

changes in direct investment in monetary institutions should be shown in Tables XV and XVI.
These changes are, however, not entered separately in Table A, Part 2, since they ar€ not believed
to differ significantly in behavior from other transactions of monetary institutions.

(6) Gross or net recording

355. Capital movements should generally be entered on a net basis within each category,
separately for assets andliabilities. Gross entries may, however, be desirable in certain cases as
background information andfor particular analytical purposes. Where gross entries are desired in
balance of payments reports, two items have generally been provided in the relevant capital ac-
count tables, one for inward movements (credits) and one for outward movements (debits); see,
for example, items 4.4 and 4.5 of Table XI. Such items should also be transferred to Table A on a
gross basis, Moreover, for new issues, retirements, and refunding operations in any type of
security, both the obligations paid off and the new ones issued should be entered separately in
the detailed tables and in Table A, These tables, however, have been set up in such a way that
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gross recording can be employed whenever the compiling country considers this significant for a
particular category. Even though some types of transaction are thus entered on a gross basis,
the totals for the main items of Table A, Part 2 (items 11, 12, etc.) and the totals entered in each
~of the detailed tables should show net balances only.

(7) Miscellaneous problems of coverage and timing

356. Undistributed earnings of direct investment enterprises should be inhcluded both in in-
vestment income (see Table VI) and in the relevant capital account tables, for the reasons indi-
cated in section (5) of ‘‘Underlying Principles,’’ paragraph 24. Undistributed profits arising from

other investments should not be entered in the balance of payments.

357. é_l‘s_Iom-inalti changeé in ‘assets and liabilities reflecting issues of stock dividends or bonus
shares should not be included in the tables. These changés involvé an increase in the nominal

capital of the issuing corporation and are not accompanied by any movement of funds or real

assets. They do not, therefore, represent international movements of capital,

358, Underwriting fees and commissions on issues of securities should not be netted against
the capital movements entered in Tables XI-XVI; see Notes to Items in Table VII (paragraph 287)
and Notes to Items in Table VIII (paragraph 303). '

359. The commitment or pledging of an asset does not constitute an economic transaction, as
defined in this Manual. Thus, gold or foreign assets pledged as collateral or set aside to-meet
future payments should be included in the outstanding amounts shown in Tables XII, XV, and
XVI, and a change in assets should not be entered unless the collateral is forfeited or a payment
is actually made during the given period. Conversely, the amount of a loan that should be entered
in the tables for any givenperiod should be the amount that the borrower has actually utilized, not
the total credit commitment or authorization. The same principle applies to forei_gn liabilities.
The creation of contingent liabilities should notbe entered in the balance of payments, nor should
liabilities be considered to have been extinguished simply because assets have been set aside for

this purpose.

(8) Valuation principle i
" 360. Movements of capital are usually derived either from a record of transactions between
residents and foreigners, or by comparing balance sheets for. the beginning and the end of the re-
porting period. Regardless of the method used, the movements of capital should be entered at
transactions values, i.e., should exclude changes in assets and liabilities due merely to valuation

changes or coverage (see ‘‘Underlying Principles,’’ section (7), paragraphs 34-37).

361. When the entries arebasedonarecord of transactions between residents and foreigners,

the transactions value is directly given by the basic source. Whenentrie:s are estimated from
the change in outstanding assets andliabilities during the reporting period, the transactions value
of the change may have to be derived indirectly by eliminating from the nominal increase or
decrease those changes that have resulted merely from changes in-book values or in coverage
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! rather than from transactions,;’Kthen changes in assets and liabilities denominated in foreign
" currency are to be measured in terms of a stable unit of current domestic currency, the data
should be converted at a single rate, usually the par value, rather than at the actual rates at
which the indivic{ual transactions are carried out. (This principle of converting items at a single

] rate is usually followed in preparing balance sheets.) If changes in assets and liabilities denomi-
'\ nated in foreign currency were converted into domestic currency at transactions rates, inward and
{outward movements of capital that are equal in terms of foreign currency would not be equal in
{ terms of domestic currency because of the spread between buying and selling rates. For instance,
f a bank’s sale of agivenamountof foreign exchange might be recorded at a higher value in terms
¢ of domestic currency thanits purchase of the same amount. The apparent loss of foreign exchange
" to the bank in terms of domestic currency that results under these circumstances in fact reflects
the net domestic currency profit on the transaction. The use of a single rate eliminates this
fictitious loss of exchange from the movement inforeign assets. Ordinarily, the difference between
' the unitary rate and the buying or selling rate can be regarded as a service charge by a mone-
' tary institution on the party with whom the foreign exchange transaction is conducted; the use of
i a single rate will hence not be a departure from the principle of recording transactions at the

;
{ international transactions value.

362, Special problems of valuation arise, however, when countries have multiple exchange
rates or a freely fluctuating unitary rate for their currencies during the reporting period. Such
countries are requested to report in terms of a monetary unit with a fixed relationship to gold.
When such a reporting unit isused, the transaotions value of changes in foreign assets and liabil-
ities denominated in foreign currency can, inprinciple, be estimaited by the method used in coun~
tries with an effective par value for compiling such data in domestic currehcy. Howevér, changes
in assets andliabilities denominated in domes'fic currency are difficult to convert into a stable re-
porting unit at transactions value in countries that have no effective par value. Reference should
be made to section (7) of ‘‘Basic Methodology” (paragraphs 100-105) for a discussion of the
problems involved.

363. Certain problems of comparability and valuation may arise when the balance sheet method
for estimating capital movements is used as in Tables XII, XV, and XVI. While this method is
not used in constructing Tables XI, XIII, and XIV, the same problems may be present if certain
items in these tables are in fact estimated from balance sheet data. Thus, changes from the
beginning to the end of a period in holdings of foreign assets and liabilities derived from balance
sheet entries may fail to reflect net changes at transactions value during the period for several
reasons. First, the valuation basis may have changed as a result of changes in exchange rates.
Reference should be made to the General Note to Tables XV and XVI’(;Taragraphs 425-26) for an
explanation of valuation problems in connection with changes in exchange rates. Second, holdings

of securities and other credit instruments with a fluctuating market value may have been recorded

in the balance sheets at either a nominal value; cost, or market value. Some holdings may have
been written off entirely asbad debts. Third, the underlying balance sheet data may not be compa~-
rable for the beginning and the end of the reporting period as a result of changes in the institutions

e

S ———

or in the assets and liabilities covered.
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364. In countries having multiple exchange rates or a freely fluctuating unitary rate for their

currency during the reporting period, the balaﬁce sheetdata must be converted into the reporting
unit directly from the currencies in which they are denominated. However, changes in balance
sheet items denominated in domestic currency are difficult to express in the reporting unit at
transactions values in countries that have no effective par value, and in these cases it is not
possible to derive the entries in Table A, Part 2, from balance sheets by the method indicated in
Tables XII, XV, and XVI. If the changes in the balance sheet items result from transactions in
foreign currency, the transactions value of the changes should be measured by the amount of
foreign currency involved, converted into the reporting unit if required. On the other hand, if
these changes in domestic currency items have no counterpart in foreign exchange transactions
(e.g., releases from blocked accounts for domestic use), they cannot be converted accurately into
the reporting unit; a conversion can be made only on an estimated basis, e.g., by converting the

amount in domestic currency at the rate applicable to the type of transaction to which the change

is a contra~-entry. Similar problems of valuation arise in estimating the transactions value of

changes in foreign assets and liabilities denominated inforeign currencies for which no effective
par values exist. The Fund staff would appreciate being consulted about any valuation problems of

this sort that may arise in the compiling countries.

365. For a further discussion of the adjustments to balance sheet data for valuation and
coverage, see General Note to Tables XV and XVI (paragraphs 422 and 424-28).
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GENERAL NOTE TO TABLE XI

366. This table shows the entries for changes in private long-term foreign assets and liabil-
ities, including all direct investment.

(1) Direct and portfolio investment

367. The term, direct investment, is used to refer to investment made to create or expand
some kind of permanent interest in an enterprise; it implies a degree of control over its manage~
ment. Inthe case of portfolio investment, onthe other hand, the investor has no intention of playing
a major role in the directionof policies of the enterprise; he is influenced by such considerations
as marketability, income yield, possibilities for capital appreciation, tax advantages, exchange
rate prospects, and safety of principal. Borderline cases exist between direct and portfolio
investment, but a large part of all investment can in practice be distinguished as belonging to
one or the other category. In Table XI, item 1 covers direct investment, and item 4 the clear cases
of portfolio investment. Item 2 covers the capital in direct investment enterprises that is held by
other than the controlling interest. Such investment is sometimes similar to direct investment
capital and sometimes to portfolio capital, and in Table A it is allocated to one of the two cate-
gories, depending on which characteristic is predominant. Item 3 (capital in associated enter-
prises) covers investment in enterprises in which the investor has a business interest somewhat
similar to an interest in a direct investment enterprise, but without exercising any form of
managerial control. Such investment is undoubtedly more like direct investment than portfolio
investment, but is sufficiently different from investment involving managerial control to warrant
separate recording in Table A.

368.‘ Most direct investment is made to expand an enterprise beyond the national boundaries
of its home country, either by establishing factories and sales organizations abroad or by
producing or procuring goods abroad for import into the home country or export to third coun-
tries. It is a characteristic of direct investment that the investor possesses managerial control
over the enterprise in which the investment is made and that he also makes available to it his
technical knowledge (know-how). For such reasons, some of the obstacles that usually stand in the
way of international flows of private capital are absent in the case of direct investment.
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369. Direct investment is distinguished as a separate category because it constitutes a
significant part of the international flow of capital and has a behavior that is rather different

from that of other types of cap1ta1 movements. Since it is intended to create or expand a perma-ml

e

nent interest in a busmess direct investment is usually made in accordance with programs that
cannot readily be modified in the short run, although changes of interest rates in the capital
market may influence the degree to which the investor invites the participation of local capital.
Once direct investment flows have taken place they are not hkely to be reversed except through
depree1at1on of assets or the 11qu1dat10n of the investment. D1rect mvestment is therefore less
likely to vary in the short run with interest and exchange rates than are most other types of
capital movements, although surplus funds of direct investment companies may move in response
to these factors. Moreover, short-term fluctuatlons indirect investment may arise from changes
in inventories, from payments of taxes to the country in which the investment is made, or from

the accumulation and distribution of profits.

(2) Direct investment enterprises

370. While direct investment enterprises (i.e., enterprises in which nonresidents maintain
some degree of managerial control) may take a number of organizational forms, two forms
predominate: branches and subsidiaries. A branch is apart of an enterprise operating in a sepa-
rate location. It is not a separate legal entity, but it has certain operational functions (e.g., pro-
duction) that make it an integral part of the economy of the country in which it is located. A sub-
sidiary is a corporation that is subordinate to another corporation or group of affiliates, i.e.,
the parent, which controls enough of its voting stock to exert an important influence on its policies.

371. An enterprise having a branch or subsidiary abroad is treated as a resident of more
than one country. The branch or subsidiary and the head office are each treated as residents of
the country in which they are located. If the management of an enterprise is domiciled in one
country but most of the economic activity is concentrated in another country, it is convenient to
treat the latter part of the enterprise as a branch. However, if an enterpriée is incorporated in
the country where the investment takes place, while the office maintained in the investors’
country has no significant business functions, then the enterprise may more conveniently be
regarded in its entirety as a resident of the country of investment. If the enterprise is not
incorporated in the country of the investment but the head office in the investors’ country is
purely nominal, it may be desirable to treat the purely nominal head office in the investors’
country as a branch.

372. It is not important to draw clear border lines between branches, subsidiaries, and other
direct investment enterprises, nor is it desirable to give a rigid definition of the concept of the
direct investment enterprise. The following definition of this concept should be applied with
flexibility and interpreted by each country in the manner most useful for analyzing its balance
of payments. In particular, the specific percentages suggested for determining whether a given
enterprise is to be classified as a direct investment enterprise should be regarded as no more
than rules of thumb.
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373. From the point of view of the countryof location, resident direct investment enterprises

may be defined to include the following categories:

(a) Branches of foreign enterprises, incorporated or unincorporated, i.e., including branches
of foreign sole proprietorships and partnerships.

(b) Other unincorporated enterprises operating separately in the compiling country but owned
by nonresidents or in which nonresidents are controlling partners.

(c) Incorporated enterprises (such as subsidiaries)operating inthe compiling country, in whose
policies nonresidents exercise an important voice. In the absence of other information, the
representation of specific groups of nonresidents onthe board of directors, or the ownership of
25 per cent of the voting stock by a closely organized group of nonresidents, may be taken as
evidence of direct control. When there is no evidence of direct control in local hands, ownership
of 50 per cent of the voting stock by residents of one foreign country or of 75 per cent by all
nonresidents may be taken as evidence of direct foreign control. Some corporations established
jointly by resident central or local governments and foreign investors may fall into this
category.

(d) Commercial real estate owned by nonresidents, if this category of direct investment enter-
prise does not take any of the forms mentioned above.

(3) Investment in direct investment enterprises

374. The foreign investment in resident direct investment enterprises consists of two types of
capital, direct investment capital (item 1 of Table XI) and other capital (item 2 of Table XI).
Direct investment capital is the (net) amount invested by the foreigners that have a material in-
fluence on the policies of the enterprise; it includes all investment in resident branches. ‘‘Other
capital’’ in resident direct investment enterprises is the amount of capital invested in these
enterprises by other foreigners. While this second category has some characteristics in common
with portfolio capital, its behavior may also be influenced by the fact that foreigners have an im-
portant influence on the policies of the enterprises or may even administer them. In Table A,
‘‘other capital in direct investment enterprises’ is allocated either to direct investment or to

portfolio capital, depending on its characteristics in individual cases.

375. From the point of view of the country making the investment (say country A), ‘‘other

capital in direct investment enterprises’’ canbe identified as referring to such enterprises abroad

[ —

(say in country B) only if they are controlled by investors from country A but not if they are
controlled by residents of a third country (say country C). Some investment thaf is regarded by

country B as ‘‘other’” foreign investment in direct investment enterprises and is therefore entered:
in item 2 of Table XI must be entered as ordinary portfolio capital (item 4 of Table XI) by coun-
try A. This asymmetry is believed to be of little statistical significance.

376. It may be noted that direct investment enterprises are sometimes jointly controlled by
investors from more than one country, e.g., when corporations in different countries combine to
establish a new corporation. In such cases, the amount of capital invested in the new direct in-
vestment enterprise by each of the participating corporations should be regardedas direct invest-

ment capital even though no single investing corporation entirely controls the new corporation.
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(4) Capital in associated enterprises

377. A special category (item 3 of Table XI)is set up for capital in associated enterprises, to
cover a type of investment by corporations that is similar to direct investment in some respects
but does not involve effective control. This type covers cases where a corporation in one country
acquires a minority interest in, or grants a loan to, a corporation in another country in order to
establish or confirm some working relationship between the two corporations in the technical
field, in marketing policies, etc. It covers cases where the investment is a lower proportion
(ordinarily about 25 per cent) of the voting stock than is necessary to classify it as direct invest-
ment but still constitutes a sufficient proportion (say 10 per cent as a minimum) of the voting
stock tc exercise some influence. Capital in associated enterprises is thus on the border line
between direct investment capital (item 1 of Table XI) and ordinary portfolio capital (item 4 of
Table XI) and covers some types of capital which are difficult to classify as one or the other.
While investments of this type have become common in recent years between some of the most
highly industrialized countries, the majority of compiling countries are not expected to report
any data for such investments, as it can be assumed that the category will not be significant for
them.,

Columns (1) and (2): Assets

378. Transactions in foreign assets during the reporting period should be entered in the
credit” column (column 1) if they represent a decrease, and in the debit column (column 2) if
they represent an increase. In general, the entries should comprise net credit or net debit

balances, but certain transactions should be enteredon a gross basis (see paragraph 355).

Columns (3) and (4): Liabilities

379. Transactions in foreign liabilities during the reporting period should be entered in the
credit column (column 3) if they represent anincrease, and in the debit column (column 4) if they
represent a decrease. In general, the entries should comprise net credit or net debit balances,

but certain transactions should be entered on a gross basis (see paragraph 355).
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TABLE XI. PRIVATE LONG-TERM FOREIGN ASSETS AND LIABILITIES

Compiling Country

(Including All Direct Investment)

Period Covered

Currency {1111 SO— Exchange Rate: US$ .. Per
Assets (Net) Liabilities (Net)
Credit Debit Credit Debit Transfer to
(decrease) (increase) (increase) (decrease) Table A (Part 2)
ltem 1)) (2) (3) (4) (5)
1. Direct investment capital (1.1 through 1.5) .. n.i
" 1.1. Net investment in branches
1.2. Common stocks
1.3. Other securities
1.4, Other interc ompany debts
1,5. Undistributed earnings
2, Other capital in direct investment enterprises .
2.1 through 2.4) 1.1
2.1. Common stocks .. (11.3)
2.2, Other securities (s
2.3. Loans (1.6)*
2.4. Undistributed earnings - (no_entry)*
3. Capital in associated enterprises (3.1 through 3.4) ....... 11.2
3.1. Common stocks ~
3.2. Other securities ..
3030 OGNS oo eeems e e e
3.4, Other
4. Other
4.1. Common stocks 1.3
4.2. Foreign central government securities xxx xxx 114
4.3, Other securities 1.5
4.4. Use of trade credits Xxx XXX 11.6
4.5. Repayments on trade credits Xxx Xxx 11.6
4.6. Drawings on loans XXX . XXX 11.6
4.7. Repayments on loans XXX XXX 1.6
4.8. Other 11.7
5. Net credit or debit balance (1 through 4) 1

* . . . . .
Either the total for |tem,2 should be entered in item 11.1 or the amount for each subitem should be entered in the respective item indicated in parentheses.



NOTES TO ITEMS IN TABLE XI

Item 1: Direct investment capital

380. This item covers the changes in the net capital invested by controlling groups of private
residents of the compiling country in direct investment enterprises abroad (assets) and by con-
trolling groups of nonresidents in such enterprises inthe private sector of the compiling country
(liabilities). It also includes changes in the netlong-term investment of domestic monetary insti-
tutions in their foreign branches and subsidiaries (assets) and of nonresidents in domestic mon-
etary institutions that are branches and subsidiaries of foreign enterprises (liabilities); see

paragraph 347. Item 1.1 covers investment in branches; items 1.2-1.5 cover investment in

corporate direct investment enterprises, mainly subsidiaries. 11 . /w«v« }7 3

381. It may sometimes be possible to subdivide the total net changes in item 1 into components
that are typically long-term or short-term in behavior. Short-run fluctuations in direct investment
may arise from changes in inventories, from the payment of local income taxes, or from the ac-
cumulation and distribution of profits or other factors. If such elements can be distinguished, the
significant details should be given in explanatory notes. This is particﬁlarly important for reports

covering less than a year.

Item 1.1: Net investment in branches

382. For assets, this item covers changes in the net investment of a resident head office in
branches abroad. For liabilities, the item covers changes in the net foreign investment in resi-
dent branches of a foreign enterprise. Where a single legal entity has its head office in one
country and its main activity in another, the enterprise is, for balance of payments purposes,
divided into two units, a head office and a branch; the entry to be made in item 1.1 consists of
the changes in assets of the enterprise in the country of main activity, netof liabilities to resi-
dents of that country. If, however, the head office is purely nominal, the functions of the enter-
prise may have to be divided differently; see General Note to Table XI (paragraph 371). In princi-
ple, the change in net investment inbranches should be entered net of provisions for depreciation

and for depletion of natural resources and should be adjusted to exclude any windfall gains and
\_’

losses.
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Items 1.2 and 1.3: Common stocks and other securities

383. The amounts of new issues and retirements shouldbe specified in accompanying notes.

Item 1.4: Other intercompany debts

384, For assets, this item covers changes in intercompany debts other than common stocks
and other securities, e.g., in the accounts of resident parent organizations and their affiliated
organizations in the investing country with subsidiaries and other affiliated organizations (except
branches) abroad. For liabilities, the item covers changes in intercompany debts of the same
kind, mutatis mutandis.

Item 1.5: Undistributed earnings

385. Changes in the undistributed earnings of corporate direct investment enterprises should
be attributed to the holders of the common stock. Total undistributed earnings of a corporation
should be profated between residents and nonresidents on the basis of the percentage of common
stock owned by each group, and the portion attributed to the nonresident stockholders of the
corporation should\ be divided between this item and item 2.4 on the same basis. The entries in
both items are offset in Table VI, item 1, direct investment income. Undistributed earnings of
branches, which cannot be distinguished from total net investment in branches, are included in
item 1.1, and sirﬁilarly have a contra-entry included in Table VI, item 1. The treatment of de-
preciatioh, depletion of natural resources, and windfall gains and losses is the same as in item 1.1
(paragraph 382).

Item 2: Other capital in direct investment enterprises

386. For assets, this item covers changes in long-term capital invested, by residents outside

. the controlling group, in direct investment ente;‘prises ebroad controlled by residents of _the

compiling country. For liabilities, it covers changes in long—gex:q_; capital invested in direct

investment enterprises in the compiling country by nonresidents outside the controlling group. '
The item includes all foreign investment in direct investment enterprises (other than branches)
in which foreigners hold 50 per cent or more of the total capital, but in which an organized group
of shareholders cannot be identified. When changes in the assets and liabilities that are included
in this item are transferred to Table A, they should be allocated either to the direct investment
category or to the appropriate categories of ordinary portfolio capital, depending on whether the

compiling country considers the direct or portfolio investment characteristics to be predominant.

Item 2.4: Undistributed earnings
387. See note to item 1.5 (paragraph 385).

Item 3: Capital in associated enterprises
388. See General Note to Table XI (paragraph 377).
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Items 4.1-4.3: Common stocks, foreign central government securities, and other
securities

389. For assets, these items include participation by residents in new issues; retirements of
foreign securities held by residents; and transactions in existing foreign securities in the domestic
market and abroad, including transactions with other domestic sectors, especially the monetary
sectors. For liabilities, the items include new issues and retirements abroad of domestic corpo-
rate securities (including stocks issued by banks) purchased by foreigners; participation by for-
eigners in new domestic issues of such securities; and transactions between residents and for-
eigners in existing domestic securities (including bank securities) j«i’n domestic and foreign
markets. The amounts for new domestic issues abroad and new foreign issues in the domestic
market should be specified in explanatory notes. Changes in holdings of securities of international
lending institutions such as the IBRD should be included with foreign central government securities
in item 4.2. For the treatment of equity securities issued by domestic monetary institutions, see

General Note to Tables XI-XVI, section (2), paragraph 347,

Item 4.4: Use of trade credits

390. This item includes, under assets, ordinary trade and suppliers’ credits extended, and
credits (prepayments) extended to suppliers; under liabilities, ordinary trade and suppliers’
credits received, and credits (prepayments) received by suppliers. Explanatory notes should
specify, where possible, the amounts of credxts extended by export fmancmg 1nst1tut1ons, and

———— —

amounts of export credits g-uaranteed by the government of the comp111ng country

—— e, - . C e -
~—— ER—- - .. - .. - ~ P

Item 4.8: Other

391. This item includes changes, if any, inthe equity held by residents in noncommercial realA )

BENIIVRSPRSPORSSIEN

estate abroad (assets) and in the equity held by nonresidents in noncommercial “real estate in the
complhng country (liabilities). For reconciliation with the UN and OEEC systems of national

accounts, investment by \mveLmentsm embassy buildings and similar nonmilitary installations

are included in this item. %L«

Item 5: Net credit or debit balance (1 through 4)
392. Net totals should be given separately for assets and liabilities.
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GENERAL NOTE TO TABLE XII

393. This table shows the entries for changes in the short-term assets and liabilities of the
private sector other than direct investment capital (which is recorded in Table XI). The table
provides for the derivation of the entries from amounts outstanding at the beginning and the end
of the reporting period. However, if a record of outstanding amounts is not available, some entries
may be estimated from other sources, e.g., from a comparison of export shipments and foreign
exchange receipts for exports, adjusted to the same coverage and valuation basis. Statistics
covering the transfer of funds for short-term investment are not usually sufficient to enable the

aggregate net change in short-term assets and liabilities to be derived. First, some transfers of o

funds, e.g., transfers made abroad, may not be recorded in the statistics, and second, changes ’
in short-term assets and liabilities may arise from transactions other than transfers of funds,

e.g., from merchandise movements.

Column (4): Adjustments

394. The net change in foreign short-term assets and liabilities shown in column (3) does not
necessarily provide a measure of net capital movements at transactions value. Reference should
be made to the General Note to Tables XV and XVI (paragraphs 424-28) for a full discussion of
the adjustments required to express the change at transactions value, and to the General Note to
Tables XI-XVI (paragraphs 356-65) for a discussion of the problems of valuation and coverage.

Column (5): Corrected change

395. This column covers the corrected changes in foreign assets and liabilities for transfer
to Table A (Part 2). Increases in assets (no sign in Table XII) should be transferred to the debit
column of Table A, and decreases in assets (minus sign in Table XII) to the credit column. In-
creases in liabilities (no sign in Table XII) should be transferred to the credit column of Table A,
and decreases in liabilities (minus sign in Table XII) to the debit column.
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Compiling Country ...

TABLE XII. PRIVATE SHORT-TERM FOREIGN ASSETS AND LIABILITIES

(Other Than Direct Investment)

Period Covered

Currency Unit Exchange Rate: US$ Per
Increase or Corrected
This Last Decrease (=) Change Transfer to
Return Return (1=2) Adjustments (3+4) Table A (Part 2)
ltem m ) (3) 4 (5) (6)
Assets
1. Currency and bank deposits 12.1
2, Foreign central government
securities 12.2
3. Trade credits ........ 12.3
4. Other 12.4
5. Total (1 through 4) 12
Liabilities
6. Trade credits 12.3
7. Other 12.4
8. Total (6 plus 7) 12




NOTES TO ITEMS IN TABLE XII

Item 1: Currency and bank deposits

396. This item covers changes inholdings of foreignnotes and coin in current circulation, and
in bank deposits. Gold coin should be excluded (see ‘‘Underlying Principles,’’ paragraph 33). See
also paragraph 398.

Item 2: Foreign central government securities

397. Domestic holdings of foreign treasury bills and other central government short-term
securities should be entered here. Holdings of foreign private and local government short-term
obligations guaranteed by foreign central governments should be entered in item 4.

Item 3: Trade credits—assets

398. This item covers short-term claims on forexgners for merchandise transferred to for-/

eign ownership but not yet paid for (export credlts) and prepayments for 1mports of which owner—f'k" .

ship has not yet been transferred to resxdents, except \trade credits extended and received by

d1rect investment enterprlses which are 1_n_cluded in Table XI, item 1 It 1ncludes open book ac-
counts and trade bills, except “those negotlatezlhl;y banks. If part of the export credits covered by
this item is guaranteed by the compiling country’s government, the amount of such credits ex-
tended and repaid during the reporting period should be indicated inthe explanatory notes. Deposits
in a foreign monetary institution made directly by resident importers under documentary import
credits should be entered in item 1, Such deposits made in a domestic monetary institution should
“not be included in Table XII, but any deposits which the domestic monetary institution holds abroad
as cover should be entered in Table XV or XVI. Claims on foreigners arising from acceptances
by domestic monetary institutions on behalf of foreign importers should be entered in Table XV

or XVI, not Table XII.

Item 6: Trade credits—liabilities

399. This item covers liabilities to foreignersfor imports for which payment has not yet been
made, including trade bills issued by the private sector and open book accounts. It also covers
payments received by residents for exports that have not yet been transferred to foreign ownership.
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GENERAL NOTE TO TABLE XIII

400. This table shows transactions in the foreign assets and liabilities of the compiling coun-
try’s local governments. Thelocal government sector is defined inthe General Notes to Tables XI-
XVI (paragraph 341).

Columns (1) and (2): Assets

401. Transactions in foreign assets during the reporting period should be entered in the
credit column (column 1) if they represent a decrease, and in the debit column (column 2) if they
represent an increase. In general, the entries should comprise net credit or net debit balances,
but certain transactions should be entered on a gross basis (see paragraph 355).

Columns (3) and (4): Liabilities

402. Transactions in foreign liabilities during the reporting period should be entered in the
credit column (column 3) if they represent an increase, and in the debit column (column 4) if
they represent a decrease. In general, the entries should comprise net credit or net debit bal-

ances, but certain transactions should be entered on a gross basis (see paragraph 355).
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TABLE XIll. LOCAL GOVERNMENT FOREIGN ASSETS AND LIABILITIES

Compiling Country

Period Covered

Currency Unit Exchange Rate: US$ oooommrcrcrerceecne Per oo
Assets (Net) Liahilities (Net)
Credit Debit Credit Debit Transfer to
(decrease) (increase) (increase) (decrease) Table A (Part 2)
frem M) @ ) @ (®)

1. New issues abroad XXx Xxx Xxx 13.1
2. Retirements abroad XXX Xxx xxx 13.1
3. Other securities 13.2
4. Loans (4.1 through 4.2) 13.3

4.1. Drawings on loans Xxx XXX

4.2, Repayments on loans Xxx XXX
5. Other assets and liabilities 13.3
6. Net credit or debit-balance (1 through 5) 13




NOTES TO ITEMS IN TABLE XIII

Items 1 and 2: New issues abroad and retirements abroad
403. Information on types of lender and on the amounts for significant new issues (item 1)
and retirements (item 2) in foreign markets by local governments should be givéh in explanatory

notes.

Item 3: Other securities

404. For assets, this item covers any changes in the holdings of foreign securities by local
governments, including those arising from transactions with other domestic sectors, if any. For
liabilities, the item covers participation by foreigners in new domestic issues of local govern-
ment securities, retirements of such securities held by foreigners, and all other transactions

between residents and foreigners in existing local government securities.

Item 4: Loans
405. Loans received by local governments under guarantee of the central government of the
compiling country should be specified in explanatory notes.

Item 6: Net credit or debit balance (1 through 5)
406. Net totals should be entered separately for assets and liabilities.
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GENERAL NOTE TO TABLE XIV

407. This table shows transactions in the foreign assets and liabilities of the compiling coun-
try’s central government. The central government sector is defined in the General Note to
Tables XI-XVI (paragraph 341). Central government transactions with the IMF should be entered
in Table XV rather than in Table XIV (see General Note to Tables XI-XVI, paragraph 347).

Columns (1) and (2): Assets

408. Transactions in foreign assets during the reporting period should be entered in the
credit column (column 1) if they represent a decrease, and in the debit column (column 2) if
they represent an increase. In general, the entries should comprise net credit or net debit bal-
ances, but certain transactions should be entered on a gross basis (see paragraph 355).

Columns (3) and (4): Liabilities

409. Transactions in foreign liabilities during the reporting period should be entered in the
credit column (column 3) if they representanincrease, and in the debit column (column 4) if they
represent a decrease. In general, the entries should comprise net credit or net debit balances,
but certain transactions should be entered on a gross basis (see paragraph 355).

\
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TABLE XIV. CENTRAL GOVERNMENT FOREIGN ASSETS AND LIABILITIES

Period Covered e

Compiling Country

9€l

Currency VT R — Exchange Rate: US$ -oorooceoecececac. Per e
Assets (Net) Liabilities (Net)
Credit Debit Credit Debit Transfer to
(decrease) (increase) (increase) (decrease) Table A (Part 2)
Item ) @ 3 @ (5)
1. Long-term securities of central government(1.1 through 1.4 xxx XXX
1.1. New issues abroad xxx XXX XXX 14.1
1.2. Retirements abroad XXX XXX XXX 14.1
1.3. Other transactions in issues abroad XXX XXX XXX 14.1
1.4. Domestic issues Xxx Xxx 14.2
2. Foreign long-term securities (2.1 through 2.3) Xxx XXX 14.2
2.1. International lending institutions XXX XXX
2.2, Foreign central governments XXX XXX
2.3. Other XXX XXX
3. Short-term securities of central government
(3.1 plus 3.2) XXX XXX 14.3
3.1. Foreign issues XXX XXX
3.2. Domestic issues R XXX XXX
4. Foreign short-term securities XXX XXX 14.3
S. Drawings on long-term loans XXX XXX 14.4
6. Repayments on long-term loans (6.1 plus 6.2) .ccoeeeenceee. XXX XXX 14.4
6.1, Contractual .. XXX XXX
6.2. Noncontractual XXX XXX
7. Other long-term (specify) 14.5
7.1,
7.2.
7.3.
8. Other short-term (SPECify) wororooooroorroeroro 14.6
8:1 R I S Sl SN oS S —
8-2- P . N S R K e TR LA
8.3.
9. Net credit or debit balance (1 through 8) 14




NOTES TO ITEMS IN TABLE XIV

Item 1: Long-term securities of central government

410. This item covers new issues and retirements of long-term securities issued by the
central government of the compiling country in foreign markets, participation by foreigners in
such issues in the domestic market, retirements of such issues held by foreigners, and all other

transactions between residents and forelgners in such secunties For a discussion of long~term

—
and short-term capital, see ““Basic Methodology” (paragraph 84) and General Note to Tables XI-
XVI (paragraphs 350-52).

Items 1.1 and 1.2: New issues abroad and retirements abroad
411. Details of place of issue and amounts of new issues (item 1.1) and retiréments (item 1.2)
of central government securities in foreign markets should be given in explanatory notes.

Item 1.4: Domestic issues

412. This item covers participation by foreigners in new long-term issues of the central
government in the domestic market, retirements of domestic issues held by foreigners, and all
other transactions by foreigners in existing long-term securities of the central government. Coun-

tries whose central government liabilities are held by foreign institutions as foreign exchange
reserves should indicate in explanatory notes changes in foreign holdings of such liabilities by

type of foreign holder, distinguished international institutions, foreign central governments, for-

eign central and other monetary institutions, and other significant types of holder, e.g., marketing
boards.

Item 2: Foreign long-term securities
413. This item covers changes in the central government’s holdings of foreign long-term
securities, including those arising from transactions with other domestic sectors, if any.

Item 3: Short-term securities of central government
414. This item covers, on the one hand, new issues and retirements of the central govern-

ment’s short-term securities in foreign markets, and transactions of other residents in such

issues abroad (item 3.1), and, on the other hand, foreign participation in new short-term issues
of the central government in the domestic market, retirements of domestic issues held by for-
eigners, and all other transactions between foreigners and residents in existing short-term

securities of the central government (item 3.2).
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415, Countries, whose treasury bills and other short-term central government liabilities are
held by foreign institutions as foreign exchange reserves, should indicate in explanatory notes

changes in foreign holdings of such liabilities by type of foreign holder (see note to item 1.4,
paragraph 412).

Item 4: Foreign short-term securities

416. This item covers all changes in the central government’s holdings of foreign short-term
securities, including those resulting from transactions with other domestic sectors, if any.

Items 5 and 6: Drawings and repayments on long-term loans

417, Details of amounts, borrowers, and lenders should be given for long-term loans in ex-
planatory notes. Contractual repayments of central governmentlong-termloans should be entered
in item 6.1 and all other repayments of such loans in item 6.2. Drawings and repayments on short-
terms loans should not be entered here but in item 8. Loans extended or received by residents
other than the central govenment, but with that government’s guarantee, should be entered in
the table appropriate to the sector of the domestic lender or borrower, rather than in Table XIV,

Items 7 and 8: Other long-term and other short-term

418. These items may cover a variety of transactions, and significant components should be
specified in explanatory notes. Possible entries are subscriptions to nonmonetary international
organizations, such as the IBRD, changes in the central government’s surplus funds and counter-
part fund deposits held abroad, trade credits extended or received by the central government, and
any investment by the central government in nonresident enterprises. For reconciliation with the
UN and OEEC systems of national accounts, the entries should also include sales (credit), depreci-
ation (credit), and purchases (debit) of embassy buildings and similar nonmilitary installations
maintained abroad by the central government.

Item 9: Net credit or debit balance (1 through 8)
419. Net totals should be given separately for assets and liabilities.
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GENERAL NOTE TO TABLES XV AND XVI

420. These tables show the entries for changes ingold holdings and foreign assets and liabil-
ities of the compiling country’s monetary institutions. However, a few long-term capital trans-
actions in which a domestic monetary institution is the creditor or debtor are recorded in Table XI
rather than in Table XV or XVI (see General Note to Tables XI-XVI, paragraph 347). Monetary
institutions are defined in the General Note to Tables XI-XVI (paragraphs 342-43).

421. The entries for outstanding amounts in the last return and in this return, i.e., at the
beginning and the end of the reporting period, should be based on the records of the institutions
concerned or on statistical series compiled from these records when such serieé are available.
In either case the sources used should be indicated. If the foreign assets and INiabilities of the
compiling country are reported inacurrency unit other than that in which balance sheets or other
records are published, the rates applied in converting the original data should be indicated for

reconciliation purposes.

422, The data for the beginning and the end of a reporting period should be comparable. They
should be adjusted to eliminate any differences from the beginning to the end of the period in the
institutions and the assets and liabilities covered, and in the methods of distributing the assets
and liabilities among the items specified in the tablés, as explained in section (8) of the General
Note to Tables XI-XVI (paragraph 363). Any discrepancies arising from the use of different
sources or methods in compiling the data should be specified. Furthermore, if the outstanding
amounts reported for the beginning of the period are not identical with those given in the last
report for the end of the previous period, an explanation of how the differences may be reconciled
should be appended. Differences from published series should also be explained.

Columns (3) and (4): Other institutions

423. The names of the other central institutions included in these columns in Table XV and
the types of other monetary institutions included in the same columns in Table XVI should be
listed on a supplementary page.
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Column (8): Adjustments

424. For the reasons stated below, the net changes in 'foreign assets and liabilities shown in
column (7) donot necessarily provide a measure of net capital movements at transactions value;
adjustments may be required to express the changes at transactions value and these adjustments
should be entered here.

Value of reporting unit changed

425. When a country that reports its foreign assets and liabilities in terms of domestic
currency appreciates or depreciates its currency against other currencies during the reporting
period, separate tables should be prepared for the period before and for the period after the ex-
change rate adjustment. In the table for the period before the adjustment, gold holdings and
foreign assets and liabilities should be converted at the old rate, and in the table for the period
after the adjustment, they should be converted at the new rate. Separate tables b<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>