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| Foreword

With this publication, which is commonly
referred to as the “B.o.p. Book”, the
European Central Bank (ECB) aims to provide
parties interested in balance of payments
(b.o.p.) and international investment position
(i.i.p.) statistics as users or compilers with
information relating to all EU countries on (i)
the content and structure of statistical data
and (ii) the collection methods used. It also
gives an overview of the compilation of the
euro area aggregate figures by explaining the
compilation procedures and underlying
methodological concepts agreed by the EU
Member States.

In accordance with the division of
responsibilities in the field of b.o.p./i.i.p.
statistics between the European Commission
(Eurostat) and the ECB (Directorate General
Statistics), the “B.o.p. Book” focuses mainly
on the concepts and definitions related to
the b.o.p. financial account and related
income and i.i.p. statistics. Nevertheless, it
also contains a number of references to items
falling under the responsibility of the
European Commission (Eurostat) (i.e. goods,
services, compensation of employees, the
current account as a whole and the capital
account) since the ECB compiles monthly key
items for the entire balance of payments.

The initiative was taken in April 1993 that
the European Monetary Institute (EMI), the
forerunner of the ECB, would compile a
description of b.o.p. statistical data and
collection methods. The Guideline of the
European Central Bank No. ECB/1998/17
(1 December 1998) and its updated version
No. ECB/2000/4 of May 2000 state that the

ECB “will monitor the compilation methods
used for the reporting of b.o.p. and i.i.p.
statistics, as well as the concepts and
definitions applied on a regular basis by the
Member States participating in the euro area”
and, therefore, provides for a regular update
of the B.o.p. Book.

The “B.o.p. Book” was first issued in January
1998; updates were released in August 1998
and in November 1999 and 2000. The present
update of autumn 2001 provides, in particular,
further information on the compilation of the
goods item in individual Member States.

The methodological concepts follow
international standards (i.e. the IMF Balance
of Payments Manual, 5th edition, the “BPM5”);
in addition, further harmonisation proposals
in special fields have been developed and
agreed within the European System of Central
Banks (ESCB), in consultation with the
European Commission (Eurostat). EU
Member States not initially participating in
the euro area were also involved in the
development of the concepts, definitions and
agreed practices as described in Chapter 3.

The “B.o.p. Book” is revised every year under
the responsibility of the ECB’s Balance of
Payments Statistics and External Reserves
Division and published on the ECB website.
It is also available in hard copy on request
from the ECB’s Press Division. Specific
enquiries relating to individual countries may
be addressed to the countries concerned,
whose contributions are  gratefully
acknowledged. A glossary is provided in the
Annex (see list in Chapter 5.1).
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2 Compilation of euro area balance of payments and
international investment position statistics

2.1 The legal framework of the euro
area balance of payments and
international investment position
statistics

The statistical requirements of the European
Central Bank (ECB) with respect to the euro
area national central banks (NCBs) and other
competent national authorities are based on
the Guideline on the “Statistical reporting
requirements of the ECB in the field of
balance of payments, international reserves
template and international investment
position statistics (ECB/2000/4)” of May 2000,
which replaced the former Guideline of
| December 1998 (ECB/1998/17). This
Guideline formalises the requirements
specified in the “implementation package”
(Statistical requirements for Stage Three of
EMU, July 1996) — see also the updated
version “Statistical information collected and
compiled by the European System of Central
Banks” (May 2000). It also addresses relevant
needs specified in other documents formally
adopted by the Governing Council of the
ECB. Current international standards, such
as the IMF Balance of Payments Manual (5th
edition), released in October 1993 (BPM5),
the UN System of National Accounts
(SNA 93) and the European System of
National and Regional Accounts (ESA 95),
have been used as reference in formulating
these concepts and definitions.

2.2 Shared responsibility between the
European Central Bank
(Directorate General Statistics)
and the European Commission
(Eurostat)

The European Commission (Eurostat) and the
ECB’s Directorate General Statistics (DG-ST)
have laid down the framework for the joint
definition and compilation of balance of
payments  (b.o.p.) and international
investment position (i.i.p.) statistics at the
European level.

The statistical competence of the two
organisations is defined with respect to
(i) conceptual issues and (ii) the compilation
and publication of b.o.p./i.i.p. statistics at the
European level.

With respect to (i), the Commission
(Eurostat) is responsible for the concepts and
definitions related to the b.o.p. current and
capital accounts, except for investment
income, which is closely linked to the financial
account. The ECB’s DG-ST is responsible for
the concepts and definitions related to the
b.o.p. financial and investment income
accounts and for the i.i.p. statistics. Within
the b.o.p. financial account and the i.i.p., the
direct of special
interest to the Commission. For the same
reason, Eurostat has a special interest in
direct investment income.

investment account is

Additional information on the items for which
the European Commission (Eurostat) is
responsible is made available on its website
(http://europa.eu.int/en/comm/eurostat/
serven/home.htm). In this respect, the
European Commission’s “circa” homepage
(http://forum.europa.eu.int/Public/irc/dsis/
Home/main) should be mentioned. Under
“Eurostat”,
statistical “interest groups” is available. The
interest group on “Balance of Payments — BOP”
contains basic b.o.p. documentation such as
the Vademecum, the Compilation Guide,
Technical Group reports, as well as a list of the
latest publications in the field. Constantly
updated BOP Working Party papers are
available for both consultation and downloading.

documentation on certain

As regards (ii), the allocation of data
compilation and publication tasks leads, in
principle, to the following distribution of
responsibilities with respect to EU |5 and
euro area aggregates for b.o.p. and i.i.p.
statistics:
— the European Commission (Eurostat):
EU I5 b.o.p.
statistics; and

and direct investment
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— the ECB (DG-ST):
euro area b.o.p./i.i.p. statistics and
international reserves.
Following this scheme, euro area monthly
key b.o.p. items are defined and compiled
only by the ECB.

The European Commission and the ECB co-
operate closely in order to ensure that b.o.p./
i.i.p. statistics are consistent and so far as
possible comply with European and
international statistical standards.

2.3 The ECB’s contribution to the
euro area aggregates

The ECB’s own transactions and positions
with non-euro area counterparties must also
be reflected in the external statistics of the
euro area. In other words, the data resulting
from the compilation of the ECB’s own
external statistics are added to the
contributions of the euro area Member States
so as to compile the total figures of the euro
area aggregates (see Section 2.5 “Methods of
compiling the euro area aggregates”).

In practice, the ECB’s contribution is confined
to the following items:

— reserve assets: reserve assets of the ECB
are those assets vis-a-vis non-residents
which are pooled in accordance with
Article 30 of the Statute of the ESCB and
are, thus, considered to be under the
direct and effective control of the ECB. As
long as no further transfer of ownership
takes place, in accordance with
Article 30.4, external assets retained by
the NCBs are under their direct and
effective control and are treated as reserve
assets of each individual NCB;

— other investment : this item encompasses the
flows of the ECB to and from the NCBs of
Member States not participating in the
euro area that are related to the operation
of the TARGET system;

— portfolio investment : this item encompasses
debt securities (mainly bonds and notes)
issued in euro by non-euro area residents.

(The ECPB’s claims from debt securities in
foreign currency which were issued by non-
euro area residents are included under the
ECB’s reserve assets.) For reasons explained
in Section 2.5 “Methods of compiling the
euro area aggregates”’, data on the ECB’s
holdings of debt securities issued by other
euro area residents are needed for the
compilation of the total euro area aggregate
figures of portfolio investment liabilities.
Since the ECB has not itself issued any debt
securities, it does not record any liabilities
for portfolio investment;

— income on portfolio investment: income
received from the above-mentioned
portfolio investment assets which are held
by the ECB. As in the case of the financial
account, these data are needed for the
compilation of the total euro area
aggregate debits of portfolio investment
income (see Section 2.5 “Methods of
compiling the euro area aggregates”);

— income on other investment : income received
from the management of the ECB’s
international reserves and from TARGET
operations.

Information on reserve assets is supported
by means of a “bridging table” which links the
statistical concepts for reserve assets and the
header accounts of the ECB’s balance sheet
on a very highly aggregated basis.

2.4  Statistical reporting requirements
for national compilers

2.4.1 ECB data requirements in balance of
payments statistics

Data for the b.o.p. for the euro area as a
whole are required; the ECB does not use or
require data on cross-border transactions
within the euro area, with the important
exception of portfolio investment and of
portfolio investment income accounts (see
Section 2.5 “Methods of compiling the euro
area aggregates”). B.o.p. statistics are
required and published at monthly and
quarterly frequencies. The scope and
breakdown are different for monthly data, on
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the one hand, and for quarterly data, on the
other. While the monthly b.o.p. for the euro
area aims to show the main items affecting
monetary conditions and exchange markets,
the quarterly b.o.p. should permit further
analysis of external transactions.

The statistical requirements for the national
b.o.p. compilers with respect to the
aforementioned frequencies of submission are
outlined below:

2.4.1.1 Monthly requirements

On a monthly basis, the ECB’s b.o.p. data
requirements for the euro area are confined
to broad categories of transactions which are
known as key items and which must be
transmitted by the Member States six weeks
(30 working days) after the end of the
reference month. More detail is required in
the financial account, where large and volatile
flows affect monetary conditions in the euro
area. The collection of data from reporting
agents is organised by the national authorities
with this deadline in mind. Owing to this
short period, it is permitted, to some extent,
to depart from the international guidelines
set out in the BPM5. Permitted are, inter alia,
the recording of income on a cash basis,
instead of on an accruals basis, and the
provision of estimates. Furthermore, no
sectoral breakdown is provided for portfolio
investment and financial derivatives.

The aim of these monthly key items is to
provide a good picture of developments in
the most important and volatile items quickly
enough to be of use for the analysis of flows
affecting the monetary and foreign exchange
conditions of the euro area.

These key items have been required since
mid-March 1999 (January 1999 data), showing
credits/debits for the current and capital
account and assets/liabilities for the financial
account, excluding financial derivatives. Data
relating to periods prior to January 1999 are
provided for the years 1995-1997 (partially)
and for 1998.

Table: Monthly key items for the euro
area balance of payments

I. Current account (credits, debits and
net flows)
Goods
Services
Income
Compensation of employees
Investment income
Direct investment
Portfolio investment (credits
and net flows)
Other investment
Current transfers

Il. Capital account (credits, debits and
net flows)

Ill. Financial account
Direct investment (abroad and in the
reporting economy)
Equity capital
MFls (excluding central banks)
Other sectors
Reinvested earnings
MFls (excluding central banks)
Other sectors
Other capital
MFls (excluding central banks)
Other sectors
Portfolio investment (net assets and net
liabilities)
Equity securities
Debt securities
Bonds and notes
Money market instruments
Financial derivatives (net)
Other investment (net assets and net
liabilities)
Monetary authorities
General government
MFls (excluding central banks)
Long-term
Short-term
Other sectors
Reserve assets (only assets)

IV. Errors and omissions
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2.4.1.2 Quarterly requirements

The required breakdown of the quarterly
b.o.p. statistics adheres, as far as possible, to
the standards set out in the BPM5, which is
consistent with the System of National
Accounts 1993 (SNA 93) and with the
European System of Accounts 1995 (ESA 95).
Exceptions from the application of BPM5
standards mainly relate to:

— income on direct investment, for which the
ECB does not require the breakdown of
income on equity into distributed and
undistributed profits (i.e. dividends and
reinvested earnings);

— the capital account, for which the ECB
compiles only a lump-sum capital account,
without requiring any breakdown;

— the other investment account, which is
somewhat simplified by (i) not requiring
any distinction between loans and deposits
on each side of the b.o.p. and (ii) not
requiring any maturity breakdown. There
is also a change in the presentation of the
breakdown (i.e. sectors as first priority)
which is compatible, but not identical, with
the BPM5 where instruments have priority.

The ECB requires quarterly details within
three months of the end of the quarter to
which the data relate. The detailed quarterly
breakdown has been required since June 1999
(starting with first quarter 1999 data). Annual
data are not required separately, but are
compiled simply by using the quarterly data
reported by the Member States for the
corresponding year.

Table: Quarterly balance of payments for
the euro area

I. Current account (credits, debits and
net flows)
Goods
Services
Income
Compensation of employees
Investment income
Direct investment

Income on equity
Income on debt (interest)
Portfolio investment (credits
and net flows)
Income on equity
(dividend)
Income on debt (interest)
Bonds and notes
Money market
instruments
Other investment
Current transfers

Il. Capital account (credits, debits and
net flows)

Ill. Financial account
Direct investment (abroad and in the
reporting economy)
Equity capital
MFls (excluding central banks)
Other sectors
Reinvested earnings
MFIs (excluding central banks)
Other sectors
Other capital
MFls (excluding central banks)
Other sectors
Portfolio investment
Equity securities
Net assets
Monetary authorities
General government
MFls (excluding central
banks)
Other sectors
Net liabilities
MFls (excluding central
banks)
Other sectors
Debt securities (net assets and net
liabilities)
Bonds and notes
Monetary authorities
General government
MFls (excluding central
banks)
Other sectors
Money market instruments
Monetary authorities
General government
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MFls (excluding central

banks)

Other sectors
Financial derivatives (net)

Monetary authorities

General government

MFIs (excluding central banks)

Other sectors

Other investment (net assets and net
liabilities)

Monetary authorities
Loans/currency and deposits
Other assets/liabilities

General government
Trade credits
Loans/currency and deposits
Other assets/liabilities

MFIs (excluding central banks)
Loans/currency and deposits
Other assets/liabilities

Other sectors
Trade credits
Loans/currency and deposits
Other assets/liabilities

Reserve assets (assets only)
Monetary gold
Special drawing rights
Reserve position in the
International Monetary Fund
Foreign exchange
Currency and deposits
with monetary authorities
with MFls (excluding
central banks)

Securities
Equity
Bonds and notes
Money market
instruments

Financial derivatives

Other claims

Iv. Errors and omissions

2.4.2 ECB data requirements for
international investment position
statistics

The compilation of the euro area i.i.p. aims at
providing an annual statement of the external
assets and liabilities of the euro area as a
whole, for the purposes of monetary, financial
and exchange market analysis, and at assisting
in the compilation of b.o.p. flows. The ECB
requires annual data on the i.i.p. within nine
months of the end of the year to which the
data relate. The required breakdown is based
(i) on the IMF standard components of the
i.i.p., as presented in the BPMS5; and (ii) on
the breakdown for the quarterly b.o.p.
Because of data limitations, the i.ip. is
currently available on a net basis only.

Table: Annual international investment
position for the euro area

I. Direct investment (abroad and in the
reporting economy)
Equity capital and reinvested earnings
Other capital

Il. Portfolio investment
Equity securities

Assets
Monetary authorities
General government
MFIs (excluding central banks)
Other sectors

Liabilities
MFls (excluding central banks)
Other sectors

Debt securities (assets and liabilities)

Bonds and notes
Monetary authorities
General government
MFls (excluding central banks)
Other sectors

Money market instruments
Monetary authorities
General government
MFls (excluding central banks)
Other sectors
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Ill. Financial derivatives (assets,
liabilities and balance)
Monetary authorities
General government
MFIs (excluding central banks)
Other sectors

IV. Other investment (assets and
liabilities)

Monetary authorities
Loans/currency and deposits
Other assets/liabilities

General government
Trade credits
Loans/currency and deposits
Other assets/liabilities

MFIs (excluding central banks)
Loans/currency and deposits
Other assets/liabilities

Other sectors
Trade credits
Loans/currency and deposits
Other assets/liabilities

V. Reserve assets (only assets)
Monetary gold
Special drawing rights
Reserve position in the International
Monetary Fund
Foreign exchange
Currency and deposits
with monetary authorities
with MFls (excluding central
banks)
Securities
Equities
Bonds and notes
Money market instruments
Financial derivatives
Other claims

2.4.3 ECB data requirements for the
Eurosystem’s international reserves
position

Since April 1999, the ECB has required and
published monthly data on the stock of
international reserves held by the Eurosystem
(the ECB and the NCBs of the participating
States). The
Eurosystem’s reserve assets,

Member definition  of

which was

approved by the ECB Governing Council in
March 1999, is in conformity with the
guidelines BPM5 (see
Section 3.11). Moreover, foreign currency-
denominated claims (i.e. claims denominated
in any currency other than the euro or one
of its national denominations) on euro area
residents held by the Eurosystem are shown

outlined in the

as a2 memorandum item in the ECB Monthly
Bulletin. This approach supports an analysis
for monetary purposes and permits
a reconciliation of the Eurosystem’s
international reserves and its foreign currency
liquidity position. As from the April 2000
release of the ECB Monthly Bulletin, the same
breakdown has been presented for the ECB’s
reserves (and related assets) which are
pooled in accordance with Article 30 of the
Statute of the ESCB. In addition to the
information provided in the ECB Monthly
Bulletin, the ECB publishes Eurosystem and
ECB data in line with the template entitled
“International Reserves and Foreign Currency
Liquidity”, which was set out in early 2000 in
the IMF’s Special Data Dissemination Standard
(SDDS), on its website. This information
covers not only data on reserve assets, but
also data on the reserve-related liabilities of
the Eurosystem, and differs in some respects
from the data on international reserves
included in the euro area b.o.p.

2.5 Methods of compiling the euro
area aggregates

Since 1995, each broad category of
transaction has been broken down into
credits and debits for the current and capital
accounts, since 1997, into investment abroad
and in the euro area for direct investment
and, since 1998, into assets and liabilities for
portfolio investment and other investment.
The ECB compiles the figures for the euro
area by aggregating the euro area Member
States’ transactions vis-a-vis non-residents of
the euro area for the current and capital
account and for the financial account,
excluding the portfolio investment account
and the financial derivatives account.
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The compilation methods for portfolio
investment and financial derivatives are based
on a different approach, owing to the
difficulties in identifying the residency of the
holders of securities issued by domestic
residents. This difficulty occurs regarding both
portfolio investment flows and portfolio
investment income flows. Therefore, the
same approach is used to compile both items.

International standards require portfolio
investment flows vis-a-vis non-residents of
the euro area to be classified as extra-euro
area flows and allocated according to the
residency of the ultimate investor (in case of
liabilities of the euro area) and the non-
resident debtor (in case of assets of the euro
area), respectively. When euro area residents
purchase securities issued by non-residents
of the euro area, the related flows can be
measured directly, with a quarterly sectoral
breakdown of the euro area
undertaking the transactions.

residents

However, when non-residents of the euro
area purchase securities issued by euro area
residents, the correct classification of the
related flows is difficult because these
transactions are often made through central
securities depositories or other
intermediaries which may be located in the
euro area (e.g. Euroclear and Clearstream,
formerly Cedel). At first sight,
purchase appears to the seller to be an intra-
euro area transaction (as the first known
counterpart — the intermediary — is a euro
area resident), even though it is an extra-
euro area flow (as the purchaser/holder of
the securities is a non-resident of the euro
area). Consequently, transactions/holdings
related to securities issued by residents and
traded/held by non-residents of the euro area
would be misclassified since the national
compilers may not be able to identify the
flows/positions correctly (i.e. as extra-euro
area flows/positions).

such a

In order to correctly compile the total
amount of those extra-euro area transactions
which relate to securities issued by euro area
residents, the “liabilities” side of portfolio

investment is calculated as transactions in
total securities issued by euro area residents
minus the recorded acquisitions of such
securities by residents of the euro area.

Analogously, euro area residents’ income on
securities issued by non-euro area residents
(“extra” credits of the euro area, since the
debtors are non-euro area residents) can be
correctly identified as extra-euro area flows.
However, income relating to securities issued
by euro area residents and held by non-
residents is often paid to these non-residents
through central securities depositories or
other intermediaries and
identifiable for the national compiler as extra-
euro area flows. Therefore, the amount of
the total euro area payments to non-euro
area residents is calculated as total payments
made by euro area residents to recipients
outside their home country minus recorded
receipts by euro area residents from other
euro area countries.

is therefore not

The net figures for euro area transactions in
financial compiled by
aggregating the national net transactions of
the participating Member States. A sectoral
breakdown of this account at the euro area
level has not been compiled so far.

derivatives  are

As regards the Eurosystem’s international
reserves position, the agreed definition of
reserve assets is applied consistently both
across the Eurosystem and at the national
level. Hence, the reserve assets held by the
Eurosystem are compiled by summing up the
reserve asset holdings of the participating
NCBs and of the ECB.

In contrast to most b.o.p. items, the euro
area i.i.p. is compiled on a net basis, relying
on aggregated national data (i.e. including the
euro area Member States’ net positions vis-a-
vis other Member States), on the assumption
that cross-border positions within the euro
area cancel out. It is planned that the ECB
will require data in a form permitting the
external assets and liabilities of the euro area
as a whole to be compiled separately.
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3 Concepts, definitions and agreed practices of the euro area
balance of payments and international investment position

statistics

The main purpose of this chapter is:

(i) to provide a comprehensive summary on
the methodological standards (such as
the BPM5, the SNA 93 or the ESA 95)
with which all participating Member
States of the euro area and also within
the European Union in principle comply;

(ii) to serve as a benchmark to identify
any individual country deviations, as
currently described in the chapter
“Country-specific details”; and

(iii) to supplement the “methodological
notes” which are currently on the ECB’s
website to summarise the compilation
standards in place at present.

Most of these methodological standards have
already been implemented in line with the
ECB Guideline of May 2000 on the statistical
reporting requirements of the ECB in the
field of balance of payments, international
reserves template and international
investment position statistics (ECB/2000/4),
which replaced the former Guideline of
| December 1998 (ECB/1998/17). Further
progress is expected and the NCBs or other
competent national authorities will, where
necessary, steadily improve compliance with
those recommendations by using available
information or, alternatively, by making
estimates in consultation with the ECB.

This chapter concerns primarily those
methodological concepts and definitions
which  were developed under the
responsibility of the ECB. Definitions on items
under the responsibility of the European
Commission (Eurostat) are limited, in this
release, to brief and general explanations
only. The European Commission (Eurostat)
may provide background material to these
sections at a later stage.

3.1 General principles of balance of
payments and international
investment position statistics

3.1.1 Balance of payments statistics

The b.o.p. is a statistical statement that
systematically summarises, for a specific time
period, the economic transactions of an
economy with the rest of the world. A
transaction itself is defined as an economic
flow that creation,
transformation, exchange, transfer, or
extinction of economic value and involves
changes in ownership of goods and/or
financial assets or liabilities, the provision of
services or the provision of labour and capital.
Cross-border transactions of the euro area are
transactions between residents of
participating Member States, seen as one
economic territory, and residents of EU
Member States not participating in the euro
area or residents of third countries.

reflects the

Despite its name, which refers to standards
applicable in the past  following
recommendations of the IMF Manuals up to
the 4th edition, the b.o.p. is now less
concerned with payments, as that term is
generally understood, than with transactions.
This development from a financial towards an
economic approach was felt more efficient in
order (i) to foster a sound economic
interpretation of the figures, and (ii) to make
the b.o.p. concepts compliant with the
national accounts (the b.o.p. is also the “rest
of the world” account). Therefore, a number
of international transactions which are of
interest in a b.o.p. context may not involve
the transfer of money, and some are not paid
for in any sense. The inclusion of these
transactions, in addition to those matched by
actual payments, constitutes a principal
difference between a b.o.p. statement and a
record of foreign payments.
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3.1.2 International investment position

statistics

Closely related to the flow-oriented b.o.p.
framework is the stock-oriented ii.p.
Compiled at a specified date, the i.i.p. is a
statistical statement of (i) the value and
composition of the stock of an economy’s
financial assets, or the economy’s claims on
the rest of the world, and (ii) the value and
composition of the stock of an economy’s
liabilities to the rest of the world. Cross-border
positions of the euro area comprise the
participating Member States’
financial claims and financial liabilities vis-a-
vis residents of EU Member States not
participating in the euro area or residents of
third countries. Also encompassed are land,
other real property and other immovable
assets which are:

stocks of

— physically located outside the economic
territory of the participating Member
States and owned by residents of
participating Member States (considered as
assets, from the euro area perspective); or

— physically located inside the economic
territory of the participating Member
States and owned by residents of non-
participating Member States or residents
of third countries (considered as liabilities,
from the euro area perspective).

In addition, special
drawing rights (SDRs) owned by residents of
participating Member States are included.

monetary gold and

In some instances, it may be of analytical
interest to compute the difference between
the two sides of the balance sheet. The
calculation would provide a measure of the
net position, and the measure would be
equivalent to that portion of the euro area’s
net worth attributable to, or derived from,
its relationship with the rest of the world. A
change in stocks during any defined period
can be attributable to transactions (i.e. b.o.p.
flows), to revaluations reflecting changes in
exchange rates, prices, etc. or to other
adjustments (e. g., reclassifications, corrections,

uncompensated seizures). At present, because
of data limitations, the euro area iip is
compiled only on a net basis.

Since the i.i.p. and the financial account of
the b.o.p. share many sources and methods
of compilation, these two accounts are dealt
with together in the following sections so as
to stress their close relationship.

3.1.3 Accounting principles for
transactions and stocks

3.1.3.1 Double-entry system

The basic convention applied in constructing
a euro area b.o.p. statement is that every
recorded transaction is represented by two
entries with equal values. One of these
entries is designated a credit; the other is
designated a debit. In principle, the sum of all
credit entries is identical to the sum of all
debit entries, and the net balance of all entries
in the statement is zero. In practice, however,
the accounts frequently do not balance. Data
for b.o.p.
independently from different sources and may
be incomplete. Moreover, timing and
valuation effects along with a variety of other
factors tend to cause imbalances in the
information recorded. As a result individual
b.o.p. accounts tend to aggregate to a
summary net credit or net debit. A separate
entry, equal to that amount with the sign
reversed and labelled “net errors and
omissions”, is then included to balance the
overall b.o.p. account.

estimates are often derived

3.1.3.2 Time of recording the transactions

In line with the BPM5, the ECB principally
requires recording on a transactions basis
(“accruals principle”), meaning that transactions
are recorded when economic value is created,
transformed, exchanged, transferred or
extinguished. Claims and liabilities arise when
there is a change in ownership. The change
may be legal or economic. In practice, when a
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change in ownership is not obvious, the change
may be assessed at the time that parties to a
transaction record it in their books or accounts.

However, for the reporting of the monthly
key items, recording on a full accruals or
transactions basis is not mandatory, owing to
the short deadline and the highly aggregated
nature of the provision of monthly data. In
agreement with the ECB, the NCBs and other
national compilers may provide data on the
current and financial account in the monthly
b.o.p. statistics which are based on full/partial
accruals or on settlements (i.e. cash).

3.1.3.3 Valuation of transactions and stocks

In principle, market prices should be used as
the basis of valuation for both transactions
and stocks. Thus, transactions are generally
valued at the actual prices agreed upon by
transactors, and stocks of assets and liabilities
are valued at the market prices in effect at
the times to which the balance sheet relates.
Market provides the
meaningful measure of the economic value of
the resources available to an economy. From
a methodological point of view, alternatives
to valuation at market price should only be
used if absolutely necessary.

valuation most

In practice, however, some deviations from
the market principle may occur. Book values
from the reporting agents’ balance sheets
may, in some cases, be the only readily
available source for the valuation of assets
and liabilities. In this case, owing to the
accounting principles established by the
appropriate authority different
investment policies, those book values may
differ from the market value. Moreover,
equity and debt securities are not always
recorded on a security-by-security basis.
Suitable means (e.g., indices) must then be
chosen by either the data provider or the
compiler to approach the market value. The
i.i.p. is valued at current market prices,
with the exception of direct investment
stocks where book values are used to a large
extent.

and/or

3.1.3.4 Reconciliation of stocks and flows

The reconciliation of changes in stocks and
b.o.p. flow data allows sets of data to be
validated when they are collected
independently and gives possible explanations
for the changes in positions over a given
period. These factors are:

(i) the transactions that have taken place
during the period;

(i) price changes;

(iii) exchange rate changes; and

(iv) other adjustments reflecting changes in
stocks.

The greater the level of detail of the basic
information on both stocks and flows, the
more precise the reconciliation is. In
particular, the following information is
necessary:

(i) a currency breakdown to capture the
exchange rate effect;

(ii) a breakdown of applicable market prices,
especially for portfolio
instruments, to isolate the market value
effect;

(iii) the timing of transactions to select the
appropriate price and exchange rate.

investment

3.1.4 Euro area residency

In general, the terms “resident” and
“residing” mean having a centre of economic
interest in the economic territory of a
country, as described in Annex A of the
Council Regulation (EC) No. 2533/1998. In
the case of the euro area, the economic
territory comprises (i) the economic territory
of the EU Member States which have adopted
the euro and (ii) the ECB, which is regarded
as a resident unit of the euro area.

The rest of the world (RoW) comprises the
territories outside the euro area, i.e. EU
Member States which have not adopted the
euro, all third countries and non-European
supranational and international organisations,
including those physically located within the
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euro area. All EU institutions except the ECB
are considered units that are residents of the
rest of the world, i.e. non-euro area residents.
Consequently, all transactions of participating
Member States vis-a-vis EU institutions are
recorded and classified as non-euro area
transactions in the euro area b.o.p./i.i.p.
statistics. A list of supranational
international institutions is given in Eurostat’s
Balance of Payments Vademecum booklet.

and

The following are examples of borderline
cases in the determination of residence:

(i) individuals from embassies and military
bases are to be classified as residents of
their country of origin, thereby ensuring
that a distinction is made between staff
employed from among host country
residents and those from the country
which the embassy or military base
represents;

(ii) when undertaking cross-border
transactions in land and/or buildings
(e.g. holiday homes), the owner is
treated as if he has transferred his
ownership to a notional institutional unit
that is actually resident in the country
where the property is located. The
notional unit is to be treated as being
owned and controlled by the non-
resident owner;

(iii) where an institutional unit operates in
an offshore financial centre, it should be
treated as a resident of the territory in
which the centre is located.

Some territories belonging to, or countries
associated with, euro area Member States
might give rise to difficulties in the statistical
classification. These can be divided into the
following groups:

Territories forming part of the euro area:

— Heligoland: Germany

— Balearic Islands, Canary Islands, Ceuta and
Melilla: Spain;

— Monaco, French Overseas Departments
(Guyana, Guadeloupe, Martinique and

Réunion), Saint Pierre and Miquelon,
Mayotte: France;

— Madeira, the Azores: Portugal;

— The Aland Islands: Finland.

Territories associated with euro area

Member States to be included in the RoW:

— Bisingen and Biittenhardter Hoéfe (not
Germany);

— Andorra (neither Spain nor France);

— The Netherlands Antilles and Aruba (not
the Netherlands);

— French Overseas Territories (French
Polynesia, New Caledonia and the Wallis
and Futuna Islands) (not France);

— San Marino and the Vatican City (not Italy).

3.1.5 Classification principles for balance
of payments and international
investment position statements

3.1.5.1 Standard components of balance of
payments and international
investment position statements

According to the BPMS5, the two major
classifications of transactions in the b.o.p.
statement are the current account and the
capital and financial account. In brief, the
current account shows transactions in the
real economy and relates to goods, services,
income and current transfers; the capital and
financial account shows the transactions in
the financial economy.

The major classifications within the current
account are:

— goods;

— services;

— income; and

— current transfers.

The capital account records an economy’s
capital transfers and its transactions in non-
produced, non-financial assets (such as
patents and copyrights). The financial account
records an economy’s transactions in external
financial assets and liabilities.
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The financial account of the euro area b.o.p.
and the euro area i.i.p. are structured around
five accounts, differentiated by the type of
financial assets/liabilities involved in the
transaction:

— direct investment;

— portfolio investment;

— financial derivatives;

— other investment; and

— reserve assets.

In addition, transactions within the euro area
portfolio investment, financial derivatives and
other investment accounts are classified by
sector, according to the institutional sector
to which the euro area resident undertaking
the transaction belongs (see Section 3.1.6
Sectorisation). This sectoral analysis also
applies to the corresponding stock data
requested for the i.i.p.

3.1.5.2 Classification of financial flows by
credits/change in assets and debits/
change in liabilities

Economic transactions of the euro area b.o.p.
are recorded (i) as credits or debits in the
case of all items of the current and capital
accounts, and (ii) as changes in assets or
liabilities in the case of all items of the
financial account. Credits and debits are
shown as gross figures, i.e. inflows from non-
euro area residents will increase the amount
of credits, while outflows to non-euro area
residents mean an increase of debits. By
contrast, changes in assets and liabilities are
shown as net figures: increases (decreases) in
assets indicate that a net outflow (inflow) has
occurred, since the payments by euro area
residents in respect of their acquisitions of
assets issued by euro area non-residents are
larger (smaller) than the receipts derived
from their sale or redemption. Increases
(decreases) in liabilities indicate a net inflow
(outflow), since the receipts from non-euro
area residents in respect of their acquisitions
of assets issued by euro area residents are
larger (smaller) than the payments generated
by their sale or redemption.

3.1.5.3 Geographical allocation principle
for change of ownership in the case
of financial transactions and
positions

For financial transactions/positions, there are
two possible means of classification
considered to be in accord with the change-
of-ownership principle, the debtor/creditor
principle and the transactor principle. In order
to achieve a more precise geographical
allocation, the ECB requires, in principle, the
application of the debtor/creditor principle,
according to which transactions/positions in
a country’s external liabilities are classified
according to the country of the owner of the
claim (the creditor) and transactions/
positions in a country’s financial assets are
classified according to the country that incurs
the liability (the debtor). The transactor
principle, on the other hand, means that
transactions/positions are classified according
to the country of the non-resident
counterparty to the transaction. The latter
principle can, in practice, be applied in two
different ways, i.e. classification either by
country of first-known counterpart or by
country of settlement, both of which may
not in all cases reflect the residency of the
actual owner of the asset/liability acquired/
incurred.

3.1.6 Sectorisation
3.1.6.1 Institutional sectors

Four sectors are identified separately for euro
area b.o.p./i.i.p. statistics:

(i) monetary authorities;

(i) general government;

(iii) Monetary Financial Institutions (MFls);
(iv) other sectors.

Monetary authorities

The “monetary authorities” sector of the
euro area b.o.p./i.i.p. and international reserve
statistics consists of the Eurosystem, i.e., the
ECB and the NCBs from participating
Member States.
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General government

The “general government” sector is

consistent with the sector of the same name

in the ESA 95 and consists of the following
units:

— central government: all administrative
departments,  agencies, foundations,
institutes and similar state bodies, the
competence of which covers the entire
economic territory of one country (with
the exception of the administration of
social security funds — see below);

— state/regional government: institutional
units exercising some of the functions of
government at a level below that of central
government and above that of local
government (with the exception of the
administration of social security funds —
see below);

— local government: those types of
administrative departments, agencies, etc.
of Member States, the competence of
which covers only a restricted part of the
economic territory of a country (excluding
the local agencies for social security funds
— see below); and

— social security funds: schemes managed by
a central, state/regional or local
government, the principal objective of
which is to provide social benefits to the
population of the country. Certain
population groups are obliged to pay
contributions to these schemes.

Public non-financial corporations and quasi-
corporations which are market producers
principally engaged in the production of goods
and non-financial services should be classified
as “other sectors”. This also applies to public
producers involved in the aforementioned
activities and recognised as independent legal
entities by virtue of special legislation. Public
sector credit institutions should be included
in the “MFl sector” according to both the
MFI definition and the ESA 95 definition, and
not under “general government”. Therefore,
the full consistency of that sector with the
SNA 93 definition should be noted.

MFI sector

Apart from the aforementioned institutions
included in the “monetary authorities” sector,
the “MFI sector” identified in the euro area
b.o.p./i.i.p. presentation coincides with the
MFI sector for money and banking statistics.
Hence, it comprises (i) euro area resident
credit institutions, as defined in Community
Law, i.e. institutions whose business is to
receive deposits or other repayable funds
from the public (including the proceeds arising
from the sales of bank bonds to the public)
and to grant credit for their own account,
and (ii) all other resident financial institutions
located in the euro area whose business is to
receive deposits and/or close substitutes
for deposits from entities other than
MFIs and, for their own account (at least
in economic terms), to grant credits
and/or to make investments in securities
(e. g. money market funds). MFls located in
EU Member States that do not participate in
the euro area and banks outside the EU
comprise:

(i) MFIs located in EU Member States not
participating in the euro area, including
those subsidiaries and branches, the
parent institution of which is an MFI
located in the euro area;

(ii) banks located outside the EU area,
including those subsidiaries and branches,
the parent institution of which is an MFI
located in the euro area.

Subsidiaries are separate institutional units,
with independent legal status, either wholly
owned or with majority ownership held by
another entity (the parent institution).
Branches are entities without independent
legal status (they are wholly owned by the
parent). However, when branches are located
in another country than that in which the
company controlling them is located, they
are deemed to be separate institutional units.
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Other sectors

The “other sectors” category is composed

of:

(a) other financial institutions not covered
by the MFI definition: this sector should
include the following institutions:

(i) collective investment institutions
(Clls) not considered as money
market funds (MMFs) and, therefore,
not classified as MFls;

(i) real estate investment institutions;

(iii) securities-dealer companies and
agencies;

(iv) mortgage credit securitisation funds;

(v) insurance companies;

(vi) pension funds; and

(vii) financial auxiliaries;

(b) non-financial institutions:
(i) non-financial enterprises (public and
private);
(ii) non-profit-making
serving households; and
(iii) households.

institutions

For analytical purposes and with regard to
the use of the euro area i.i.p. for the
compilation of other euro area statistics, such
as the euro area financial accounts,
information about the different sub-sectors
is useful. However, in general, it is difficult
for Member States to split “other sectors”
into households, non-financial enterprises and
other (non-MFl) financial institutions.

In the field of reserve assets, claims on the
Bank for International Settlements (BIS) and
the International Monetary Fund (IMF) are
classified as monetary

claims on other

authorities.

3.1.6.2 Sectorisation criteria for flows and
stocks

In principle, the sector attribution rules for
financial flows and stocks seem to be easy to
apply. Transactions and holdings in external
financial assets are assigned to the
institutional sector to which the resident
current creditor (owner of the asset) belongs.

Transactions in and holdings of external

financial liabilities are included in the

institutional sector to which the resident

issuer of the liability belongs.

Securities issued by euro area residents and
owned by non-euro area residents are euro
area liabilities; those issued by non-euro area
residents and owned by euro area residents
are euro area assets. Sectorisation should be
carried out according to the above-
mentioned principles.

With regard to other investment flows and
stocks, it should be added that:

(i) government-guaranteed and/or bank-insured
trade credits should be treated as private
operations rather than as government
or bank lending and should, therefore,
be included under “other sectors”. The
reason for this is that in these cases the
debtors have incurred liabilities, but have
not as yet failed to discharge them;
accordingly, liability for such loans would
not be transferred to the government or
bank that guaranteed them until the loan
recipient defaulted in payment. Indeed,
guarantees and financial intermediation
in which the intermediary is not in fact
the legal creditor or debtor should not
be taken
reporting. In addition, in some Member
States it is not always clear whether
these loans are insured by the
government or by a public insurance
company;

(ii) loans and deposits connected to repo-
tybe agreements must be classified under
the institutional
resident that extends or receives the
financing belongs, regardless of the
nature of the issuer of the securities
acting as collateral. The residency of the
borrower and lender is the criterion that

into account in statistical

sector to which the

will attribute the character of asset or
liability to the operations, not the
residency of the issuer of the collateral.
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3.1.6.3 Practical sectorisation problems

The following practical problems related to
sectorisation
regarding the compilation of a meaningful
euro area b.o.p. and i.i.p.

issues could cause difficulties

Transactions between resident sectors

On the assets side — i.e. securities issued by
non-euro area residents and acquired by euro
area residents — flows are assigned to the
institutional sector to which the resident
subscriber or buyer of the securities belongs.
As a result, the securities issued by non-
residents, which are initially subscribed by
credit institutions and subsequently sold to
other residents, appear, in the first place, in
the “MFI sector” of the b.o.p. representing
an increase in cross-border assets. If the
subsequent sales by the resident MFI sector
to resident non-banks are not recorded in
b.o.p., these transactions between euro area
residents would cause a discrepancy in the
reconciliation exercise between b.o.p. and
i.i.p. data. It may be possible to allow for
such onward sales by recourse to balance
sheet statistics where MFIs’ sales of foreign
securities to non-MFls may be reflected.

Assignment of an institution in a different resident
sector

Institutions subject to changes in their legal
status (institutional changes) or changes in
the definition of the requirements to be
considered for their inclusion in the different
sectors (functional changes) may require
special treatment in order to avoid
discrepancies in the reconciliation exercise.
A reasonable recommendation is to proceed
as follows:

(i) in the flow statistics, transactions involving
an institution whose sector has changed
should be allocated to the appropriate
new sector from the date of the change;

(ii) in the stock statistics, the reclassification
of the stocks attributed to the institution
in question should be made from the
former sector to the new sector by

of an entry in the

means “other

adjustments” column of the
reconciliation statement.

3.2 Goods

The goods item of the euro area b.o.p.
statistics covers general merchandise, goods
for processing, repairs on goods, goods
procured in ports by carriers and non-
monetary gold. In accordance with general
b.o.p. principles, change of ownership is the
principle determining the coverage and time
of recording of international transactions in
goods.

Exports and imports of goods are recorded
on a f.o.b./f.o.b. basis, i.e. at market value at
the customs frontiers of exporting
economies, including charges for insurance
and transport services up to the frontier of
the exporting country. Moreover, in line with
the guidelines set out in the BPM5, the
geographical allocation for exports should be
based on the country of final destination and
that of imports should be based on the
country of origin.

Goods which are channelled through the euro
area are recorded as extra-euro area
transactions only by that euro area Member
State in which the goods enter/leave the euro
area, in order to avoid double-counting or
missions in the euro area b.o.p. statistics.
By contrast, the other Member State(s)
involved, including that in which the goods
are finally received or from which the goods
were originally sent, apply the “country-of-
consignment” principle, i.e.
transaction as intra-euro area trade in goods
going to or coming from another euro area
Member State.

record this

Actually, the  “country-of-consignment
principle” applies to trade between all EU
Member States. However, the focus of this
chapter is on the euro area and the agreed
treatment of these transactions in the euro
area b.o.p.
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3.3 Services

The services account of the euro area b.o.p.
statistics consists of the following items,
which are to be recorded according to their
actual delivery:

— Transportation covers all transportation
services (sea, air, and other — including
land, inland waterway, rail, space and
pipeline) that are performed by euro area
residents for non-euro area residents, or
vice versa, and that involve the carriage of
passengers, the movement of goods
(freight), rentals (charters) of carriers with
crew and related supporting and auxiliary
services. Excluded are passenger services
provided to non-euro area residents by
euro area carriers within the euro area
economies, or vice versa (these are
included under travel).

— Travel includes primarily the goods and
services which euro area travellers acquire
from non-euro area residents or which euro
area residents provide to non-euro area
travellers during visits of less than one year,
net of any purchases made with money
earned or provided locally. Unlike other
services, travel is not a specific type of
service, but an assortment of goods and
services consumed by travellers. Personal
transport (only international transportation)
in connection with travel is not included in
this item but under transportation.

— Other services comprise those service
transactions with non-euro area residents

which are not covered under
transportation or travel, such as
communication services, construction

services, insurance or financial services.

3.4 Income

3.4.1 Definition and coverage of income

Income covers two types of transactions

between residents and non-residents:

(i) those involving compensation of employees,
which is paid to non-resident workers or
received from non-resident employers and

(i) those involving investment income receipts
and payments on external financial assets
and liabilities. Income derived from the
use of tangible produced assets' is
excluded from income and classified as
appropriate under leasing or rentals,
under other business services or under
transportation. Income from tangible
non-produced assets is, however,
classified as income under
investment income”.

“other

3.4.2 Definition of compensation of
employees

Compensation of employees comprises wages,
salaries, and other benefits (in cash or in
kind) earned by individuals in economies
other than the euro area in which they are
resident, for work performed for and paid by
(and
conversely). Included are the contributions
paid by employers, on behalf of employees,
to social security schemes or to private
insurance or pension funds to secure benefits
for employees.

residents of those economies

3.4.3 Definition of investment income

Investment income (property income in the
SNA 93 and the ESA 95) is income derived
from ownership of external financial assets
and payable by residents of one economy to
residents of another economy. It includes
interest, dividends, remittances of branch
profits, and direct investor’s shares of the
retained earnings
enterprises. Where separately identifiable,
holding (capital) gains and losses are not
classified as income on investments but as
changes in the value of the investments due
to market price developments. (For practical
reasons, this requirement concerning holding
gains and losses is often very difficult to fulfil.)

of direct investment

| Tangible assets cover produced and non-produced assets.
Tangible non-produced assets consist of assets that occur in
nature and over which ownership may be enforced and
transferred, such as land and water resources.
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Settlement flows in respect of interest rate
swaps and forward rate agreements (FRAs)
are not regarded as interest income, but are
recorded as
derivatives” in the financial account.

transactions in  “financial

In line with the related financial accounts, the
euro area
classified by direct investment, portfolio
investment and other investment components
(income on reserve assets is included in other
investment income). Income on direct
investment and on portfolio investment is
broken down further into income on equity
and income on debt. In the case of portfolio
investment, income on debt is subdivided into
income on bonds and notes and income on
money market instruments.

investment income account is

3.4.4 Main types of investment income

The most common types of investment
income are dividends in the case of equity
and interest in the case of debt.

3.4.4.1 Dividends

Dividends represent income that is payable
without a binding agreement between the
creditor and the debtor. Dividends may be
paid out of normal operating profits or out of
realised or unrealised capital gains. In principle,
redistributed capital gains should be classified
as other capital transfers. In order to be able
to estimate the share of dividends paid out of
capital gains, separate information on the net
operational profits and capital gains should
be available. In practice, however, it appears
to be very difficult to separate the dividends
payable from operating profits and the
dividends payable from capital gains.
Therefore, wherever a compiler is unable to
distinguish two, it s
recommended for the compilation of the euro
area b.o.p. that both the dividends paid out
of normal operating profits and the dividends
paid out of realised or unrealised capital gains
are included under investment income.

between the

The following borderline cases deserve
attention: stock dividends, bonus shares and
liquidating dividends. Distribution of earnings
in the form of stock dividends, is a
capitalisation of current earnings and an
alternative to distributing cash dividends.
Distributions of such earnings are recorded
in the euro area b.o.p. in the same manner as
reinvested earnings (i.e. as investment income
in the current account and as offsetting equity
investments in the financial account).

General bonus shares, by contrast, represent
the substitution of one type of equity (paid-
up capital or capital stock) for another
(reinvested earnings) and should thus not be
recorded in the euro area b.o.p. Bonus shares
reflect the transformation of reserves (which
usually consist of accumulated, unremitted
earnings) into voting power.

Liquidating dividends refer to the distribution
of assets in the form of a dividend from a
corporation that is going out of business.
Payment of liquidating dividends may take
place when a firm goes bankrupt or when
management decides to sell off a company’s
and pass the proceeds on to
shareholders. As liquidating dividends
represent a return of capital contributions
rather than a remittance of earnings, they
should be recorded as withdrawals of capital
in the should,
consequently, be excluded from investment
income.

assets

financial account and

Dividends are recorded as of the date on
which they become due for payment.

3.4.4.2 Interest

Interest is payable in accordance with a binding
agreement between the creditor and the
debtor. Interest is the amount that the debtor
liable,
financial instrument agreed between them, to
pay to the creditor over a given period of
time without reducing the amount of principal
outstanding. should be
recorded on an accruals basis, except for the

becomes under the terms of the

Interest income
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requirements for the monthly key items.
(Also see Sections 3.4.6.1 and 3.4.6.2 on the
concept of recording on accruals basis and
the practical issues related to the compilation
of accrued interest for portfolio investment
income.)

3.4.5 Specific issues related to direct
investment income

3.4.5.1 Reinvested earnings

Reinvested earnings appear in the context of
income on equity and are defined as the direct
investor’s share of the total consolidated
profits earned by the direct investment
enterprise in the reference period covered
(after allowing for tax, interest and
depreciation) less dividends due for payment
in the relevant period, even if these dividends

relate to profits earned in earlier periods.

Reinvested earnings are to be recorded in
the period in which they are earned and
included in the (monthly) euro area b.o.p.
statistics both (i) in the current account as
imputed flows of undistributed income to the
direct investor (credit) and (ii) in the financial
account as additional equity capital to the
direct investment enterprise (debit), the flows
being equal and of opposite sign.

The calculation of reinvested earnings should

be based on:

— the net operational profit which may itself
be subject to various estimation methods
in case of (i) delays in obtaining the
definitive data or (ii) the total absence of a
recording procedure to collect them;

— interpolation procedures to adjust the data
to the required monthly frequency;

— the inclusion of any uncovered losses by the
direct investor as negative reinvested
earnings (and decrease in the claims of the
affiliate for the offsetting entry in the
financial account).

As to the methods of estimating the net
operational profit in the event of delays
occurring in obtaining the definitive data from

any direct collection procedure, such as a
direct investment survey or balance sheet
reports, the figures related to the results of
enterprises for the previous (two) year(s),
adjusted by a correction factor to better reflect
developments in the global economy and to
capture its turning points, may be used as a
proxy for the results of the current year. The
correction factor should preferably refer to
forecasts (i) on general developments in the
results of enterprises, such as those provided
by certain private associations and public
institutions, or (ii) on the evolution of a
variable which is representative of the global
trend of the economy, such as GDP.

In the case of a total absence of a recording
procedure to directly collect data on the net
operational profit, estimates may be derived
by applying a rate of return on the direct
investment equity stock data, provided that
data on the stock of direct investment equity
are available. Direct investment could be
considered from the same angle as securities,
namely from purely an investment
perspective. The estimated yield should be
according to the
investment enterprises’ future expected
income. If other relevant information is
lacking, compilers might use the current yield
of long-term securities as a proxy and correct
it by excluding capital gains and losses from
the estimated profits so as to take account
(i) of the greater risk and the lower liquidity
of direct investments and (ii) of possible
enterprises’ losses.

determined direct

This method can also provide a geographical
the geographical
distribution of the stock of direct investment
equity stemming from direct sources, such as
foreign direct investment surveys, or from
the accumulation of flows, if a basic
benchmark stock is well known.

breakdown based on

3.4.5.2 Income on debt

Direct investment income on debt consists
of interest payable on inter-company loans
granted to or by direct investors from or to
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associated enterprises outside the euro area.
Income on non-participating preference
shares is treated as interest, rather than as
dividend income, and is also recorded under
the euro area direct investment income on
debt account.

3.4.6 Specific issues related to portfolio
investment income

3.4.6.1 The concept of recording interest on
an accruals basis

In line with the System of National Accounts
and the BPMS5, interest should be recorded
on an accruals basis so as to ensure that the
cost of capital continually matches the
provision of capital. At the time interest
accrues, the amount of the claim associated
with the non-payment must be recorded
(i) under investment income in the current
account, either as a credit or as a debit, and

(ii) under  portfolio  investment, debt
securities — bonds and notes or money
market instruments — according to the

underlying instrument (offsetting entry), in
the financial account. When the actual coupon
payment occurs, this payment should not
be recorded under investment
but should instead be recorded in the financial
debit or entry,
representing a reduction in the liabilities/
assets.

income,

account as a credit

For the b.o.p. compiler, accruing interest
means that interest is recorded as earned
continuously from the date of purchase/
acquisition of an instrument to the date of its
sale or redemption, with the appropriate
amounts being attributed to each b.o.p.
compilation reference period. Any estimation
methods used to calculate accrued interest
should be based (i) on the market value for
stocks and (ii) on the prevailing interest rate
in the market at the time of compiling the
accrued interest (“market principle”). The
prevailing interest rate at the time of issuance
(“debtor principle”) may be used as a
pragmatic approach in the case of bonds at
fixed interest rate (e.g. government bonds), if

data in accordance with the market principle
are difficult to obtain.

Apart from applying more global estimation
methods, it is also possible to calculate
accrued interest on a security-by-security
basis, using information from a securities
database. By way of example, this can be
done by using nominal values and actual
interest rates
quotations, actual issue prices and values at
maturity for each individual security.

in combination with actual

3.4.6.2 Compilation of accrued interest on
debt securities

If stocks of the outstanding amounts of
domestic debt instruments held by euro area
non-residents and of debt instruments issued
by non-residents and held by residents are
not available on a monthly basis, the monthly
stocks should be built up using annual or,
when available, quarterly stock data (such as
those from the i.i.p.) and the monthly flows
collected for b.o.p. purposes. The stock
amount to be used when applying the method
is the average of the stock at the beginning
and that at the end of the month. To avoid
the recording of the likely capital gains/losses,
the stocks should be revalued by applying the
market principle to the interest rates for the
period under calculation. Any difference
between the stock data at the end of the
period and the stock data calculated should
be regarded, as mentioned previously, as
valuation changes. Valuation changes can
comprise exchange rate and price adjustments
adjustment due to

as well as other

reclassifications.

Furthermore, the results of the estimates
should be improved by introducing a maturity
breakdown for the stocks held by non-
residents, thus enabling the compiler to apply
a benchmark interest rate to each maturity.
If such a breakdown is not available, it could
be assumed that non-residents held debt
instruments in proportion to the share of
each maturity in the total outstanding amount
of debt This

instruments. would mean
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applying the same maturity distribution as in
the total outstanding amount of debt
instruments to the holdings of these financial
instruments by non-residents.

As far as foreign debt instruments held by
residents are concerned, the stock data
should also be broken-down by the currency of
the nominal value. Consequently, for each
currency and for each maturity, the market
principle should be taken as the benchmark.
The calculation of the accrued income should
be made in the currency in which the
instrument is denominated.

Special attention will be given in the following
sections to specific types of bonds, such as
zero coupon bonds and other bonds with a
more complicated structure, and to money
market instruments.

Zero-coupon bonds

In the case of zero-coupon bonds and other
deep-discounted bonds, the substantial
difference between the issue price and the
value at maturity is treated as interest. In
order to filter out possible capital gains/
losses, the calculation is done to identify the
accruing interest, which is treated as a
reinvestment in the parent instrument.

If zero-coupon bonds are traded in the
secondary market, the transaction price may
include a realised holding gain or loss, in
addition to accrued interest. That change is
included in the entries into the financial
account for the purchase and sale of the bond
at market prices (the market price of these
bonds includes accrued interest).

Based on the market prices, the accrued interest
can be calculated separately. The discount
of these bonds should be split and distributed
over the compilation periods. Although the
treatment of likely capital gains or losses
as accrued interest could be seen as a pragmatic
approach, it is recommended that account be
taken of the important role of the revaluation
of stocks in reconciling flows and stocks in
the context of the ii.p. and not to record
the valuation changes as part of the income.

Other bonds

Bonds with more complicated structures are
divided into four categories: index-linked
bonds, junk bonds, floating-rate notes and
convertible bonds. The most difficult issue
here is to determine an adequate
“benchmark” which could be used as the
prevailing interest rate in the market to
estimate the accrued interest, following a
global approach. As a consequence, it may be
necessary in some cases to use information
on a security-by-security basis, rather than
global data. Moreover, it may be rather
difficult to record the investment income on
these types of bonds on an accruals basis.

Index-linked bonds

With respect to the interest income on index-
linked bonds, the accrued income derived from
the indexation of the principal value cannot
be measured on a cash basis. Calculations of
the two parts, indexed coupon and indexation
of the principal value, of the accrued income
should be made by using the index to which
the coupon and the principal value are linked.
Due to the variety of indices, problems can
appear when a global approach is followed, in
particular in determining a benchmark index
which is sufficiently representative; it is
feasible to estimate the accrued income
properly only by using information on a
security-by-security basis.

As regards index-linked bonds and riskless
index notes, the following requirements are
set out. Index-linked securities are instruments
with coupon and/or principal payments that
are linked to commodity prices, interest
rates, stock exchange or other price indices.

Interest on index-linked securities should
be treated as interest income. If the value of
the principal is index-linked, the issue price
should be recorded as principal, and any
subsequent change in value due to indexation
should be treated as interest income. The
change in value related to indexation should
be estimated and recorded as interest income
over the life of the security, and the offsetting
entry should be debt

recorded under
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securities in the investment

account.?

portfolio

Riskless index notes are debt instruments that
provide a return which is linked directly to
an index over a set period of time. Different
stock exchange indices are those most
commonly used. If, for example, the index
doubles over the bond’s life, the value of the
investment would also double. However, if
the index falls below the original level as at
the time of issue, the investor is guaranteed
to receive back his original stake, and this is
the basis for the term “riskless”. The issuer
pays no coupon In effect, the
investor is buying what amounts to a call
option on an index, with the cost of the call
being the income that the investor would
have had if he had invested elsewhere. The
issuer receives interest free funds for the life
of the bond, but bears the upside exposure
risk of the index. In the light of the conceptual
framework of the BPMS5, the recording of
income in the case of riskless index notes
should not be handled like interest in the
case of
Arrangements relating to riskless bonds are
not deemed to be indexing, because the
purpose of indexing is to enhance income
flows to preserve real purchasing power.
Swapping risk exposures is not a form of
indexing, but an embedded derivative. In this
connection, the instrument should be valued
and classified according to its primary
function, such as a security, and no
transactions in derivatives are to be recorded.

interest.

other index-linked securities.

Junk bonds

As regards high-yield or junk bonds, the fact
that these bonds are differentiated from other
bonds solely on account of their high yield
seems to make it unnecessary, in principle, to
apply any special b.o.p. treatment. However,
problems may arise in the following cases:
first, these bonds can be traded with a
significant discount on the secondary market
and, second, the probability of a default is
higher for junk bonds than for other bonds
(defaults often take the form of arrears in
interest payments). Hence, the benchmark
interest rate to be used should adequately

reflect the market perception of the risk of
the issuer.

Floating-rate notes

Where standard floating-rate notes (FRNs) are
concerned, there is a large variety of FRNs
which incorporate a coupon calculation
designed to tailor the product to meet
investors’ interest rate expectations, namely
so-called FRNs. The
important problem is to find a market interest
rate benchmark which is sufficiently
representative. The lack of the necessary
information about the characteristics of the

structured most

various FRN issues makes it difficult to find a
good benchmark, unless a security-by-security
approach is taken. In some cases, however, a
more global approach which distinguishes
between broad categories of FRNs can also
produce good results. As for indexed bonds,
there are derivatives embedded in the bond.

Convertible bonds

As the market value of a convertible bond not
only reflects changes in interest rates, but
also changes in the value of the embedded
conversion option, a method based on the
market value of the stocks and a market
interest rate will not produce good results
for accrued income. It is therefore proposed
that calculations be made on the basis of the
nominal value of the bond and the interest
rate prevailing at the time of issuance. It
would seem that either an instrument-by-
instrument or a global approach could be
taken.

With regard to the benchmark, the interest
rate of the convertible bond would seem to
be the most relevant. However, it could also
be argued that the interest rate of a
comparable bond without a conversion
option should be used in order to calculate
the (notional) investment income and that
the result of this calculation should partially

2 Eurostat has decided that, in the case of index-linked bonds, two
distinct treatments should be applied, depending on whether the
bond is linked to a consumer price index or to a financial asset
such as foreign currency or gold. In the former case, the capital
uplift due to the movement of the index is to be regarded as
interest. In the latter case, the capital uplift should not be
regarded as interest, but as a capital gain/loss.
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be offset under the underlying financial
instrument by the difference between the
notional
actually paid or received. The entry under
the underlying financial instrument would
then represent the implicit payment of a
premium for the conversion option. In the
latter case, the same interest rate could be
used as benchmark as for normal bonds,
whereas the first approach would require a
specific benchmark for convertible bonds.

interest income and the income

Money market instruments

The following method for applying the
accruals principle refer to those short-term
debt issued (i) at
discount and (ii) with an original maturity of
up to one year. As no coupon payments
occur, it is necessary to introduce an
estimation method for the investment income
earned on money market instruments. The
difference between the amount paid at the
time of acquisition — either the issue or the
transaction price — and the amount received
when the security is redeemed or sold on
the secondary market represents the income
and is to be recorded in the current account

securities which are

and financial account on an accruals basis.

3.4.6.3 Compilation of accrued interest with
collective investment institutions

Collective investment institutions (Clls) refer
to incorporated (investment companies or
investment trusts) and unincorporated
undertakings (mutual funds or unit trusts)
that collect funds from investors by issuing
shares/units. The Clls invest these funds in
financial assets (mainly marketable securities
and bank deposits) and in real estate. These
institutions permit small investors to spread
the risks of their investments through access
to a wider variety of markets and financial
instruments.

While the treatment of the income of the ClI
as such (asset side) is covered by the BPM5
and the recommendations about the
recording of money market instruments,
bonds, zero-coupon bonds and other bonds

on an accruals basis, the treatment of the
investors’ income in the CllIs (liability side)
needs some clarification due to the different
distribution policies of these institutions.

All income received by the CIl as result of
the investments made (either from equities
or debt securities) is to be attributed to the
holders of the units over the period under
review. In other words, it is the amount and
the time of recording of the income on the asset
side that determine the amount and the time of
recording of the income on the liability side.
Application of this method means that all
income is assigned to the investors, regardless
of whether it is distributed or not. The
undistributed earnings must, of course, also
be recorded in the financial account.

The recording of the income attributed to
investors is as follows in the actual b.o.p.: a
resident Cll records, as a first step, (i) the
entire income flow (which is attributable or
owed to non-resident investors of the CII)
as a debit entry under investment income
(under “income/portfolio investment/income
on equities, regardless of the instruments
held by the Clls’), with an offsetting credit
entry, representing the reinvestment of the
capitalised income in the ClI, in the portfolio
investment account. Second, (ii) when the CII
pays out a dividend to the non-resident
investors, this payment is not recorded under
investment income, but rather as a debit
entry, representing a reduction in the CII
liabilities, in the financial account.

Stock data can provide the necessary
information concerning (i) both the holdings
of resident CII shares by non-residents and
those of foreign CIlI shares by resident
investors and (ii) the appropriate rate of return
reflecting the investment income earned by
the ClIs or their assets, provided that a
breakdown by instrument on the Clls assets
side is available. National compilers should
make a distinction between the following
broad categories of assets to match the
stocks with the relevant rates of return:
bonds and notes, money market instruments
and equities.
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The rates of return should be based on the
market rates prevailing at the time of
compilation (market principle) and should
exclude any capital or exchange gain or loss.
For debt securities, the interest rate of the
benchmark that is representative for each
category of instruments should be used,
the dividend yields of the
benchmarks are to be used in the case of
equity securities.

whereas

Although the application of the accruals
principle is required for quarterly and annual
data, should be
applied with a higher frequency, ideally on a
daily basis. The use of monthly stock data
and rates of return is recommended.

this estimation method

A clear distinction is to be made between the
investment income earned by the investor and
the management fee charged by the CIl. The
latter should already be recorded separately
as a credit entry under the services account,
financial services, in the first step. With
regard to the estimation of this fee, an
average of the percentage applicable to the
shareholders’ investment can be estimated
and must be applied to the estimated stocks
of the period under review, in order to
estimate the management fee.

3.4.7 Specific issues related to other
investment income

3.4.7.1 Components of other investment
income

Other investment income refers to income
related (i) to the “other investment” account
and (ii) to “reserve assets” within the financial
account. This treatment is in line with the
recording of investment income as a
functional category in the same manner as in
the financial account of the b.o.p. and in the
i.i.p. As there is no separate category for
income on reserve assets, it falls under other
investment income.

A breakdown by instrument should allow the

estimation of accrued interest for other

investment income on the basis of the stocks.
However, owing to the variety of instruments
underlying this income component, recording
on a due-for-payment basis is accepted as a
proxy for the accruals principle.

3.4.7.2 Specific issues related to income on
reserve assets

Income on reserve assets, including interest
income on reserve holdings of bonds and
notes and money market instruments, which
should be compiled on an accruals basis
at least on a quarterly basis, is to be recorded
indistinguishably the
investment” item of the investment income
account.

under “other

The major practical problems regarding the
compilation  of portfolio
investment within reserve assets on an
accruals basis may derive from the
discrepancies between the concept of income
in the b.o.p./i.i.p. standards and those in the
accounting rules since in many cases national
compilers collect information on reserve
assets from the accounting departments of
their respective NCBs.

income on

Within the ESCB, the accounting rules imply
that accrued income, apart from the interest
bought/sold and not yet paid (not recorded
as income), encompasses the two following
elements when NCBs buy or issue securities:

(i) accrued interest: cumulated proportion of
the whole nominal value of the coupon
minus interest bought/sold from the date
of the purchase/issuance of the security
to date;

(ii) amortisation of premium or discount: when
securities are bought (asset side of the
balance sheet) or issued and sold (liability
side) above or below par value (without
taking into account interest sold or
bought), the difference between the
price of the deal and the nominal value
of securities should be amortised until
redemption, and is thus considered as

income. This premium/discount is
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updated quarterly according to the
market price of securities. At end-year,
in case of unrealised losses (book value
under market value), such losses would
be written down by means of recordings
in the price of the security and in the
profit and loss account respectively.

The combination of these two elements,
especially as far as the recognition of
unrealised losses is concerned, determines
that unrealised losses would be recognised in
the profit and loss account only if the market
price of a security had moved down at the
end of the year. Thus, this accounting practice
diverges from the “market principle” (see
Section 3.4.6.1 “The concept of recording
interest on an accruals basis”) in view of the
fact that it entails an asymmetric treatment:
only unrealised losses are incorporated into
the price of the instrument and are thus taken
into account in the calculation of the accrued
interest for subsequent periods. Unrealised
profits, however, are not considered until the
moment they are realised (either at maturity
or when securities in the portfolio of an NCB
are sold). As a consequence of obtaining
information on accrued interest following
accounting rules, the overall amount of
income on reserve assets could be
systematically underestimated. It is therefore
recommended also to use information from
other available sources (i.e. the operations
departments) in order to come closer to a
valuation of the wunderlying financial
instruments on a marked-to-market basis.

3.5 Current transfers

Transfers are offset items required to balance
unilateral transactions in which one economic
entity provides a real resource, such as goods
or services, or a financial item to another
entity without receiving any real resource or
financial item in exchange.

Current transfers of the euro area consist of
all transfers that are not transfers of capital.
Current transfers directly affect the level of
disposable income of the euro area donor or

recipient. They include those of general
government, e.g. transfers relating to current
international co-operation between different
governments, payment of current taxes on
income and wealth, etc., and other transfers,
e.g. workers’ remittances, insurance
premiums — less service charges — and claims
on non-life insurance.

3.6 Capital account
The capital account covers (i) capital transfers

and (ii) the acquisition/disposal
produced, non-financial assets.

of non-

3.6.1 Capital transfers and

sub-components

3.6.1.1 Distinction of capital transfers from
current transfers

The separation of capital and current
transfers within the b.o.p. has been
introduced for the purpose of achieving
compatibility  with
statistics. For b.o.p. statistics, the sum of the
current account balance and the balance on
capital account corresponds to the net
lending/net borrowing of the total economy.
However, the current account balance as such
is viewed as an important economic indicator
and the classification of transfers as current
or capital has an impact on the resulting
surplus or deficit on the current account. It
is, therefore, vital that transfers are recorded
appropriately in the b.o.p. current or capital
account.

National Accounts

For the definition of transfers and current
transfers see Section 3.5.

Capital transfers consist of:

(i) transfers involving transfers of ownership
of fixed assets;

(ii) transfers of funds linked to, or
conditional upon, the acquisition or
disposal of fixed assets; or
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(iii) the cancellation, without any
counterparts being received in return, of
liabilities by creditors. Capital transfers
my be in cash or in kind.

Capital transfers in cash are linked to, or
conditional upon, the acquisition or disposal
of a fixed asset by one or both parties to the
transaction and should be recorded when the
payment is due to be made.

Capital transfers in kind are (i) transfers of
ownership of a fixed asset or (ii) the
forgiveness, by mutual agreement between
creditor and debtor, of the debtor’s financial
liability when no counterpart is received in
return by the creditor.

Capital transfers involve the disposal/
acquisition of assets resulting in a change in
the stocks of assets of one or both parties to
the transaction. They are usually large and
occur infrequently, even though there are
exceptions, as in the case of some public
development aid transactions, for instance.

In practice, the distinction between current
and capital transfers is to be found in the use
of the transfer by the recipient. B.o.p.
compilers often encounter classification
problems in the case of debits (the recipient
is a non-resident) when the use of the
transfer is difficult to identify. Some examples
are listed below:

(i) public development aid/government aid
to developing countries often takes the
form of global funding for a public budget
without any separation according to the
real use of the funds: operating
expenditure or investment (public
equipment or subsidiaries of private
firms);

(ii) inheritance tax may be regarded in two
different ways: as a transfer of capital by
the taxpayer or as a current receipt by
the government;

(iii) small instalments;

(iv) the treatment of set-aside payments/
subsidies in agriculture for mandatory
production cut-backs.

Each case must be considered carefully by
b.o.p. compilers. In case of remaining doubt a
cash transfer should be classified as a current
transfer and should hence appear in the
current account.

There is a special difficulty relating to
transfers between EU institutions and
Member States, which can involve large
amounts. Since the use of funds received
through transfers of EU institutions (grants,
subsidies, etc.) is sometimes difficult to
determine, the EU institutions making the
payment may record the transactions as
current transfers and the recipients may
record them as capital transfers, and vice
versa. In this respect, the European
Commission (Eurostat) provides the Member
States with a tentative split of each EU fund
into current and capital transfers.

3.6.1.2 The sub-component of debt
forgiveness

When a creditor in a euro area Member State
formally agrees - via a contractual
arrangement — with a debtor outside the euro
area to forgive (extinguish) all, or part, of the
debtor’s obligations, the amount forgiven is
treated as a capital transfer from the creditor
to the debtor. In effect, the b.o.p. statistics
reflect a reduction of the liability offset by
the transfer. Only cancellations based on
mutual agreements representing capital
transfers should be recorded in the euro area
b.o.p.The writing-off of debts reflects a capital
loss which should not be recorded as a
transfer.

Data on general government debt forgiveness
should be available from official sources or
might be made available to the central bank
directly by the general government/Treasury.
Data on debt forgiveness by banks are
sometimes more difficult to capture, although
in some Member States they are available
directly from the MFls.
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3.6.1.3 The sub-component of investment
grants

Investment grants consist of capital transfers,
in cash or in kind, made by governments to
units which are not residents of the euro
area, or vice versa, to finance all or part of
the costs of acquiring fixed assets. The
recipients are obliged to use investment
grants received in cash for purposes of gross
fixed capital formation, and the grants are
often tied to specific investment projects,
such as large construction projects. If these
projects continue over a long period of time,
investment grants (in cash) may be paid in
instalments. Payments in instalments are
classified as capital transfers, even in cases
where they are recorded successively in
different accounting periods.

In principle, official records should provide
data on investment grants. However, these
records are often held by different official
bodies and are, in some cases, not easy to
translate into b.o.p. items.

3.6.1.4 The sub-component of migrants’
transfers

Migrants are individuals other than students,
medical patients and diplomatic, military and
similar personnel who move their home from
one country to another and who stay in the
new country for at least one year. Migrants’
transfers refer to the household and personal
effects, together with the financial claims and
liabilities that migrants transfer at the time
they move from one country to another.

The value of the household and personal effects
of migrants, together with the movable capital
goods that they actually transfer, should be
recorded as transactions in goods, with
offsetting entries under migrants’ transfers in
the capital account. The distinction between
migrants’ transfers and workers’ remittances may
be difficult to make when transfers are made
in cash.

Migrants’ transfers are often difficult to
capture statistically. B.o.p. compilers use
various data sources to obtain the data or
rely on surveys.

3.6.2 Acquisitionl/disposal of non-
produced non-financial assets

Acquisitions/disposals of non-produced, non-
financial assets cover the acquisition/disposal
of non-produced, tangible assets (land and
sub-soil assets) and the acquisition/disposal
of non-produced, intangible assets, such as
patents, copyrights, trademarks, franchises,
etc.,
contracts. Only the purchase/sale, but not
the use of such assets, is to be recorded in
this category of the euro area capital account.
Concerning land, an
acquisition/disposal is deemed to occur
between resident units, and the non-resident
acquires a financial claim on a notional
resident unit. Therefore, changes of
ownership in land usually are classified as
financial transactions under direct investment
(also see Section 3.7.1 “Direct investment/
definition and coverage”).

and leases or other transferable

transactions in

3.7 Direct investment

3.7.1 Definition and coverage

Direct investment reflects the objective of a
resident entity in one economy to obtain a
lasting interest in an enterprise resident in
another economy. In line with international
standards (IMF/OECD), a “10% ownership
criterion” is applied in order to infer the
existence of a lasting interest in the case of
the euro area b.o.p and i.i.p. Based on this
criterion, a direct investment relationship can
exist between related enterprises, regardless
of whether the linkage involves a single chain
or a number of chains. It can extend to a
direct investment enterprise’s subsidiaries,
sub-subsidiaries and associates. Once the
direct investment has been established, all
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subsequent financial flows® between the
related entities
investment transactions, regardless of the
financial instrument used, except in the case
of transactions between affiliated banks (MFls)
and other financial intermediaries where
direct investment transactions are confined
to those of a permanent capital nature.

are recorded as direct

Special-purpose entities (SPEs) are enterprises
in the form of holding companies, base
companies, regional headquarters or other
types of subsidiaries, which are established
for the purpose of managing foreign exchange
risks, facilitating the financing of investments
or otherwise engaging in
transactions. They are considered to be
direct investors and/or direct investment
enterprises. However, for SPEs with the sole
purpose of acting as a financial intermediary
(as is the case for banks and other financial
intermediaries, such as brokers), transactions
recorded under direct investment are limited
to those associated with permanent debt and
equity (see above).

financial

The components of direct investment
transactions are equity capital,
earnings and other capital associated with
various inter-company debt transactions. Real
estate investment including private, non-business

real estate investment should be recorded as

reinvested

well. Private non-business real estate investment
relates, in particular, to holiday and other
residences owned by non-residents, whether
for personal use or leased to others.

Equity capital comprises equity in branches,
all shares in subsidiaries and associates (with
the exception of non-participating preference
shares that are treated as debt securities)
and other capital contributions.

Reinvested earnings consist of the offsetting
entry to the direct investor’s share of
earnings not distributed as dividends by
subsidiaries or associates and earnings of
branches not remitted to the direct investor,
but recorded under investment income. (See
Section 3.4.5.1 “Reinvested earnings”).

Other capital covers all inter-company financial
transactions (borrowing and lending of funds) —
including debt securities and suppliers’ credits
(i.e. trade credits) — between direct investors
and subsidiaries, branches and associates.

3.7.2 Recording direct investment on a
directional basis

Following the recommendations of the IMF
and Eurostat/OECD  guidelines, direct
investment relationships of the euro area are
recorded using the directional principle,
implying that the financial transactions
between the euro area
investors and the non-euro area direct
investment enterprises are classified as direct
investment abroad in the euro area b.o.p./
i.i.p. (negative or positive, depending on the
direction of the flow). Symmetrically, the
financial transactions between resident direct
investment enterprises and non-euro area
direct investors are classified as direct
investment in the reporting economy in the

resident direct

euro area.

An exception relates to direct investment
flows/positions between companies of the
same group which do not have any direct link
to each other. In this case, it is recommended
that the “asset/liability principle” be applied,
i.e. that the transactions/positions be
allocated according to the accounting
conventions of the parties involved, in line
with recommendations by the OECD and the
IMF.

In order to apply the directional principle
correctly, it is essential to determine the
status of the euro area resident enterprise
(i.e. either as a direct investor or as a direct
investment enterprise) in relation to its
counterparty in each individual transaction
(likewise for holdings). However, the
identities of the parties involved and their
positions relative to a group hierarchy, which
may change over time, are not always directly

3 Including those related to securities and financial derivatives.
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available from some collection systems; thus
compliance with the definition may cause
problems in practice. The application of the
directional principle is particularly difficult in
the case of the following activities:

(i) reverse loans with either zero or less than
10% cross participation. Owing to the
practical difficulties
recognising them as reverse flows, these
loans are often classified according to
the asset/liability principle, with the
result that all assets are recorded as
direct investment abroad and all liabilities
as direct investment in the reporting
economy, regardless of the status of the
resident enterprise involved in the
financing;

(ii) double status enterprises where the firm
is affiliated (direct investment enterprise)
to a parent company resident outside
the euro area and is, at the same time,
itself a direct investor in other affiliates
resident outside the euro area.

involved in

Comprehensive registers to determine the
relationship of the euro area
company vis-a-vis each direct investment-
related non-euro area resident enterprise
are useful. However, since creating and
maintaining such comprehensive registers so
as to work in a fully automated way is costly,
compilers identify the
companies by using a combination of:

(i) an individual selection procedure, which
consists in  requesting additional
information on the status of the resident
company vis-a-vis the
counterparty from the reporting agents
for all cross-border flows (and similarly
for stocks) above a certain threshold;
and

(ii) information from registers, by carrying
out cross-checks as far as possible.

resident

most status of

non-resident

The
selection of enterprises is representative. In
principle, this threshold is applied to holdings
and transactions according to two main
selection criteria:

threshold aims to ensure that the

(i) the importance of the reporting company:
the identity of the
counterparty must be provided for all
reported cross-border flows/holdings of
the most significant resident direct
investors/direct investment enterprises;

(i) the amount of transactions/holdings: in this
case, the obligation to identify the non-
resident counterparty is restricted to all
cross-border exceeding the
amount of the threshold.

non-resident

flows

This combined approach, using registers and
individual information from reporting agents,
allows a correct classification of flows (and
stocks) exceeding the threshold according to
the directional principle and can be applied
by most euro area countries. It produces
reliable results in accordance with the
approved methodology, thereby increasing
the coherence and compatibility of the euro
area b.o.p./i.i.p. statistics.

However, asymmetries at the euro area level
can still appear owing to the impossibility of
defining a common threshold in terms of an
absolute value. In this respect, information
on direct investment relationships obtained
via the method described above may be used
to develop less costly comprehensive
registers, which could progressively be used
to improve classification.

3.7.3 Special issues related to stocks
3.7.3.1 Valuation proposals

With regard to the valuation of direct
stocks, the internationally
recommended approach is to use market
prices. However, owing to practical
difficulties, compilers are currently using book
values based on the volume of own funds of
the companies involved. It is planned that the
criteria for the valuation of direct investment
stocks will be changed so as to take into
account the stock exchange price for listed
companies, whereas non-listed companies will
continue to be valued on the basis of their
own funds (i.e. book values). In addition, the

investment
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possibility of publishing in parallel direct
investment stocks for the euro area as
memorandum items on the basis of other
criteria (i.e. marked-to-market or based
entirely on book values) is under
consideration.

3.7.3.2 Issues related to the accumulation of
flows

In cases, in particular, where the real stocks
resulting from surveys are not available within
a reasonable time horizon, compilers use
accumulated supplement the
outcome of the latest surveys. However, the
use of accumulated flows for the estimation
of direct investment stocks poses several
problems. Even if reinvested earnings are
captured in transactions and the directional
principle is applied to the direct investment
flows, significant discrepancies can arise
between real stocks data and the estimates
obtained by means of the accumulation of
flows, owing to different valuation schemes.
Therefore, the unadjusted accumulation of
flows is not regarded as a useful method for
the estimation of direct investment stocks
data within the euro area. Only in cases
where (i) the basic benchmark stocks data
are well-known, (ii) occasional surveys are
developed and (iii) a reconciliation exercise
between stocks and flows is carried out are

flows to

accumulated flows used to obtain more
frequent and/or initial estimated data.

3.8 Portfolio investment

3.8.1 Definition and coverage

The euro area portfolio investment account
includes (i) equity securities and (ii) debt
securities in the form of bonds and notes and
money market instruments, except for those
falling into the category of either direct
investment or reserve assets. Financial
derivatives are excluded from portfolio
investment and shown in a separate category
of the financial account and the i.i.p. (see

Section 3.9 “Financial derivatives”), in line
with recent IMF recommendations.

The equity securities item covers all
instruments representing claims on the
residual value of incorporated enterprises
after the claims of all creditors have been
Shares, stocks, preferred stock or
shares, participation, or similar documents
usually denote ownership of equity.
Transactions/holdings of shares of collective
investment institutions, e.g. investment funds,
are also included.

met.

Bonds and notes are, in principle, securities
issued with an initial maturity of more than
one year which usually give the holder (i) the
unconditional right to a fixed monetary
income or contractually determined variable
monetary income (payment of interest being
independent of the earnings of the debtor)
and (ii) the unconditional right to a fixed sum
in repayment of principal on a specified date
or dates. Transactions and holdings in
securities issued with a maturity of more than
one year are always classified as bonds and
notes in the euro area b.o.p./i.i.p., even
though their residual maturity at the time of
the investment may be one year or less.

Unlike bonds and notes, money market
instruments are securities issued with an initial
maturity of one year or less. They generally
give the holder the unconditional right to
receive a stated, fixed sum of money on a
specified date. These instruments are usually
traded, at a discount, in organised markets;
the discount is dependent upon the interest
rate of the instrument relative to the market
interest rate and the time remaining to
maturity. Examples of such instruments are
Treasury bills, commercial and financial paper
and bankers’ acceptances.

Collateralised loans and other relevant
transactions/holdings related to repurchase
agreements involving debt securities are
recorded in the euro area other investment

account.
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The recording of portfolio investment
transactions in the euro area b.o.p. takes
place when the euro area creditors or
debtors enter the claim or liability in their
books. Transactions should be recorded, in
principle, at the effective price paid or
received, less commissions and expenses.
Thus, in the case of securities with coupon
interest, the interest accrued from the last
payment of interest is included and, for
securities issued at a discount, the interest
accumulated since issue is included. Offsetting
entries for interest accrued are required in
the quarterly b.o.p. financial account and in
the i.i.p. (see Section 3.4.6 “Specific issues
related to portfolio investment income”); in
the monthly b.o.p. key items the same
treatment is recommended (but not
required), in line with the income account.

3.8.2 Geographical allocation principle
for change of ownership

With regard to  portfolio investment
instruments, whether these are considered
to be external depends only on the residence
of the issuer in the case of assets and on that
of the beneficiary/holder of the securities in
the case of liabilities, regardless of the type
of instrument, the currency of denomination
or the location of the market on which the
securities are issued.

Different institutional features of the financial
markets impinge on the ability of the compiler
to allocate the flows/stocks in euro area
liabilities (and in debits to the related income
account) solely according to the creditor
principle. Given the participation of various
financial intermediaries in international
transactions and the presence of an active
secondary market for many existing liabilities,
the euro area resident issuer (and the b.o.p.
compiler) may not be aware of the final
destination of the outward income flow or of
the residency of the ultimate beneficiaries/
holders of securities issued by euro area
residents. This is particularly likely when
flows occur through international financial
centres or clearing houses. Therefore, for

portfolio investment, the recording of
liabilities (and the related income debits) in
many cases in practice follows one variation
of the transactor principle, i.e. the first known
counterparty. It may be possible, periodically,
to reassess the disposition of the euro area’s
portfolio liabilities by using counterparty data
from creditor countries. The IMF's Co-
ordinated Portfolio Investment Survey could
play a valuable role in this respect.

On the assets side (and for related income
credits), the application of the debtor principle
should prove more straightforward, as the
resident holder should know the identity and
country of residence of the debtor (issuer).

3.8.3 Specific types of debt securities

The following debt instruments have certain
specific characteristics which have a bearing
on how they are recorded.

Note issuance facilities

A note issued under a note issuance facility
(NIF; usually 2 medium-term arrangement of
five to seven years) is a short-term instrument
(e.g. three to six months) issued by a
borrower in his own name under a
contractual commitment with a bank or group
of banks either to underwrite the notes and
purchase any unsold notes at particular
borrowing or rollover dates or to provide
stand-by credits. The facility is a form of
revolving credit, and the paper issued is often
referred to as a Euronote or a promissory
note. If the borrower is a bank, the paper is,
in effect, a certificate of deposit. (At times, a
facility is arranged to issue short-term notes
without an underwriting commitment, but
usually there is a separate stand-by credit
commitment. Notes issued without an
underwriting commitment are referred to as
Euro commercial paper.)

For the purpose of b.o.p. recording, the
creation of NIFs does not require entries in
the financial account because the NIFs are
contingent. When notes are issued and sold
under an NIF, the transaction is recorded in
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such a way that the sale is entered as a liability
for the borrower and as an asset for the
buyer (the investor).
Repayments are entered accordingly. Any fees
associated with the creation and operation of
NIFs or bank placements of notes with other
investors are entered as financial services in
the current account. As recommended for
other debt securities, discounts or premiums
on the notes purchased by banks or other
investors (apart from the fees paid by the
latter to banks) are treated as interest income
or negative interest income, respectively, at
the time of purchase.

bank or other

Perpetual bonds

Perpetual bonds are bonds that never mature.
This means that such a bond theoretically
provides the holder with an infinite stream of
income payments. In a number of countries,
perpetual bonds are classified as second-tier
equity in the balance sheets of the issuing
enterprises. Nevertheless, as the income
payable on these bonds is normally
independent of the earnings of the issuing
enterprise, perpetual bonds are classified as
bonds and notes, rather than as equity, in the
b.o.p. and i.i.p.

Collateralised mortgage obligations/asset-backed
securities

Collateralised mortgage obligations and other
asset-backed securities are instruments that
relate specifically to an asset or a group of
assets held by the issuing enterprise. Banks
may issue securities based on mortgage loans
they grant to households. The income that
banks earn from lending activities is used to
pay
mortgages are used as collateral for the
securities. The holder of the asset-backed
security does not own the asset backing the
security; the collateral provided with the
security is contingent. Securities based on
mortgage obligations are favoured by lending
institutions, as it is possible with such
securities to match the maturity of an
enterprise’s assets (its mortgages) with the
maturity of its liabilities (the securities). There
are other types of asset-backed securities
that enable the issuing enterprise to have

interest on the securities and the

access to cash before the related assets

mature.

3.8.4 Borderline cases

It is not always easy to distinguish portfolio
investment from the other categories of the
financial account and the i.i.p. In particular,
the distinction between portfolio investment
and other investment is less clear-cut than in
the case of direct investment, financial
derivatives and reserve assets. According to
the BPMS5, the classification of portfolio
investment should be based on the criterion of
tradability, i.e. all instruments which are traded
or tradable in organised and other financial
markets are, in principle, considered as
portfolio investment, unless they are
recorded as direct investment (see Section
3.7.1), financial derivatives (see Section 3.9.1)
or reserve assets (see Section 3.11.1). This
definition includes those instruments
structured in a form identical to instruments
of a negotiable nature, even though they may
actually be traded in organised
(secondary) markets and may be placed
directly with investors through — publicly
announced — private offerings and held to
maturity.

not

As stated above, there are borderline cases
between portfolio and other investment. The
agreed treatment of these borderline cases
within euro area b.o.p./i.i.p. statistics is
presented below:

Depository receipts should be recorded
according to the underlying instrument and
classified as domestic or foreign securities
according to the country of residence of the
issuer of the depository receipt.

Investments in mutual funds and investment
trusts should be recorded as equity under
portfolio investment.

Negotiable certificates of deposit

Negotiable certificates of deposit are in
principle classified as portfolio investment/
debt securities — according to their original
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maturity, they are classified either as bonds
and notes (maturity in excess of one year) or
as money market instruments (maturity of
one year or less). A small minority of
certificates of deposit are known to be non-
negotiable and, where identified, should be
classified as other investment/currency and
deposits money market
instruments.

rather than as

Participating shares

Participating shares are regarded as normal
equity and recorded under portfolio
investment if they account for less than 10%
of the shares of an enterprise and are,
therefore, not to be classified as direct
investment.

Preference shares
Preference under
portfolio investment, as equity securities if
the shares are participating and as debt
securities if the shares are non-participating.
If it is not possible to distinguish between
types of preference share (i.e. participating
or non-participating), all shares should be
recorded as equity securities.

shares are classified

Private placements

Two types of private placements can be
distinguished. Publicly announced private
placements are tradable as from the time of
should, therefore, clearly be
recorded in portfolio investment. Privately
arranged private placements are placements
of securities which are not publicly announced
at the time of issue and should be recorded
under other investment unless or until they
become tradable.*

issue and

3.8.5 Special issues related to stocks
3.8.5.1 Valuation proposals

As financial instruments within portfolio
investment are greatly affected by price
adjustments, compilation based on market
value has priority in this area. Therefore,
market values should be applied as far as
possible in the case of equity and debt

securities, on both the assets and the
liabilities side, owing to the fact that the i.i.p.
must show the economic value of the
resources and not the value of redemption.
The relevant prices are those prevailing at
the end of the reference period to which the
reporting relates.

The market prices of both equity and debt
securities listed in organised markets or readily
tradable are easy to identify as they are the
quotation prices. The equity of enterprises listed
on a stock exchange should be valued using
the price prevailing on the main stock
exchange concerned at the close of business
on the last day of the period. Equities not
quoted on stock exchanges or not regularly
traded should be estimated by using either
prices of comparable quoted shares or
theoretical prices
enterprise’s net asset values. A quoted traded
market price, again at the close of business
on the last day of the period, should be used
for the market value of listed debt securities.
For debt securities that are not readily tradable,
the net present value of the expected stream
of future payments/receipts could be a good
proxy. Otherwise, the market price of a
security that closely approximates the tenor,
risk and payment characteristics of the
unpriced security could be an alternative.
Finally, a price
maturities in the same currency could also be
used to approach the market value of these
types of securities. In all cases, closing mid-
market exchange rates prevailing at the end of
the period should be applied to the
instruments denominated in foreign currency
in order to convert their stock values into

derived from the

index based on similar

euro.

3.8.5.2 Issues related to the accumulation of
flows

As in the case for direct investment, several
discrepancies between real and estimated
stock data occur when unadjusted

4 In practice, the distinction between public and private private
placements may be difficult to achieve. A security by security
system may be needed to perform this distinction.
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accumulated flows are used to collect the
portfolio stock data. In that case, both price
and exchange rate adjustments are necessary
for the accumulation of flows to be a good
proxy for marked-to-market stocks and,
therefore, to be compatible with direct
recorded portfolio stock data.

The perpetual inventory model is the most
common method used to derive bprice
adjustments. This model requires a benchmark
estimate of the stock data. Such an estimate
can be obtained from an occasional collection
of stock data. Alternatively a point in time
when the stock position of the instrument is
known or assumed to be nil can also be used
as the base. The model calculates the value
of a stock at the end of a period as being
equal to the value of the stock at the
beginning of the period, plus the impact of
transaction and non-transaction-related
changes in the value of the stock during the
period. Calculations should initially be made
in the currencies in which the instruments
are denominated and converted, by using
prevailing exchange rates, to the base
currency.

More precise estimates could be obtained by
making the required adjustments on a security-
by-security basis, although much more detailed
information would be necessary in order to
take factors such as bonus issues or write-
offs into account. Adjustments should also be
carried out whenever an issue matures, if
detailed information is available. The
availability of ISIN codes for all securities
would be very helpful for this approach.
Otherwise, market prices and/or indices
could be used to estimate the broad effect
that these changes in volume may have on
the stock outstanding.

Exchange rate adjustments also should be
applied either on a security-by-security basis
or for aggregated security data analysed by
currency. Where exchange rates are volatile,
such adjustment may be necessary even for
short-term securities. The actual exchange
rates of the transaction and the closing mid-
market exchange rates at the end of the

period should provide the valid reference
necessary to exchange
adjustments. The average exchange rate for
the reference period could be used as a proxy
for the actual exchange rate at which the
transaction was executed, where this is not
available or where data are reported in
aggregate.

derive rate

3.9 Financial derivatives

3.9.1 Definition and coverage

Financial derivatives are financial instruments
specific financial
instrument, indicator or commodity, and
through which specific financial risks can be
traded in financial markets in their own right.
Transactions
treated as separate transactions, rather than
as integral parts of the value of underlying
transactions to which they may be linked.
The transactions and positions recorded
under the item “financial derivatives” in the
euro area b.o.p. and i.i.p. are those in options,
futures, swaps, forward foreign exchange
contracts and credit derivatives. For practical
reasons relating to measurement, embedded
derivatives are not separately distinguished
from the underlying instruments to which
they are linked.

that are linked to a

in financial derivatives are

Owing to practical problems involved in
separating the asset and liability flows in a
meaningful way for some derivative
instruments, all  financial  derivatives
transactions in the euro area b.o.p. financial
account are recorded on a net basis. By
contrast, financial derivative asset and liability
positions in the i.i.p. should be recorded on a
gross basis.

The recording of transactions in financial
items takes place when both creditor and
debtor the liability,
respectively, in their books.

enter claim and

A further important point is to distinguish
which flows/stocks associated with financial
derivatives are properly recorded in the
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financial derivatives account in the b.o.p./i.i.p.
and which should be recorded elsewhere (e.g.
under other investment)®.

The following sections will introduce the main
types of financial derivatives and present
practical issues related to their recording in
the b.o.p. and i.i.p.

3.9.2 Futures

3.9.2.1 General characteristics of futures
A futures contract is a form of forward
contract in that it conveys the obligation to
purchase or sell a specified quantity of an
asset at a set price on a fixed future date.
The most important characteristics of a
futures contract are that the terms of the
contract are standardised, that trading must
be conducted upon, and regulated by, a
centralised exchange, and that futures are
subject to regular margining. The contracts
usually state the quantity to be delivered, and
they are normally traded in a cycle of
predetermined delivery dates (e.g. March,
June, September and December). The trading
of futures contracts takes the form of “open
outcry” in trading pits or via automated
trading systems, with price movements being
expressed in “ticks”; one tick represents
0.01% of the nominal value of the trading unit
(e.g. 0.01% of a US cent, or 0.0001% of a US
dollar).

Exchanges use the services of a clearing house
to match and settle all transactions between
members. Futures contracts are marked-to-
market daily, which involves the buyer/seller
paying/receiving the difference between the
rate at the close of business of the day and
the rate on the previous day. In order to
operate on an exchange, a trader must have
a margin account, into which the trader must
pay initial margins (repayable) and variation
margins (non-repayable) when they are
required.

The initial margin requires each party to a
contract to deposit a fixed sum with the

clearing house as soon as the contract is
executed. This amount is set at a level which
the exchange considers sufficient to cover
the anticipated scale of daily price movements
and is used to ensure that each counterparty
can meet its potential obligations in the event
of losses. While the initial margin can be a
cash payment, it is often met by posting
collateral. The initial margin is returned to
the depositors once the contract is closed
out.

The variation margin reflects the actual profit
or loss realised on the contract from a daily
marked-to-market valuation and is used, over
the life of the contract, to fund the effective
transfer of the asset from one counterparty
to the other. Owing to the fact that the
transfers to and from both counterparties’
accounts take place daily, the contract starts
at a risk neutral position each day. Some
exchanges, however, choose to retain this
daily variation margin until the end of the
contract, rather than passing it on each day.
In many cases the margining position of each
counterparty is calculated on a net basis
(netting purchased and sold contracts) by the
clearing house. In practice, there might be
only one margining account, which makes it
more difficult to separate initial margin and
variation margin payments.

In all futures deals, the clearing house itself
becomes a legal counterparty to the contract.
Hence, the creditworthiness of any
counterparty is not a factor in exchange-
traded contracts, as the clearing house will
settle all accounts should one counterparty
default. When establishing a futures contract,
a counterparty will have to pay commission
to a broker for carrying out a transaction, as
well as to the clearing house itself.

There are two main ways of liquidating a
futures contract. One is to take up an
offsetting futures position prior to the value
date in order to net off the existing obligation
on the clearing house’s books. The other is

5 In this context, it is worth noting that in money and banking
statistics repayable margin payments are considered to be
deposits only where they are paid to or received by an MFI.
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to allow the contract to expire, at which
time the buyer can sometimes take physical
delivery of the commodity or instrument
(where such exist) or choose to accept the
cash equivalent. In the most active and
developed markets, such as short-term
interest rate futures markets, usually only
cash settlement is authorised (e.g. three-
month contracts on the LIFFE, MATIF, or
DTB exchanges). However, long-term
contracts (e.g. ten-year contracts) may
involve delivery of the securities.

3.9.2.2 Practical treatment of futures in the
b.o.p.li.i.p.

At the start of a futures contract, no
transaction is recorded under financial
derivatives in the b.o.p. The futures-style
variation margin payments that are made
during the life of the contract are non-
repayable in nature and should be recorded
as transactions in financial derivatives. As is
the case for exchange-traded options with
futures-style margining (see Section 3.9.3.1
below), the initial margin payments, which
are repayable, should be
transactions in the other investment account.

recorded as

In principle, the market values of futures
contracts should be recorded as financial
derivative assets and liabilities in the i.i.p. In
practice, however, the market values of
futures with daily margining, as mentioned
earlier, are close to zero at the end of each
day, and it is not necessarily cost effective to
collect them. The outstanding amounts of
initial margins paid are recorded as assets in
the other investment account and the
outstanding amounts of initial margins
received are recorded as liabilities in the
other investment account.

More specifically, the recording of futures
should be as follows:

Flows
(i) Non-repayable
variation margin payments:

margins:  futures-style

— amounts paid or received during the
period are recorded under financial
derivatives;

—  the inflow (credit) of cash is regarded as
a decrease in assets and the outflow
(debit) of cash is regarded as a decrease
in liabilities.

(ii) Repayable
payments:

— amounts paid or received during the
period are recorded under loans/
currency and deposits in the other
investment account;

—  the inflow (credit) of cash is regarded as
a decrease in assets or increase in
liabilities and the outflow (debit) of cash
is regarded as a increase in assets or
decrease in liabilities.

margins:  initial  margin

Stocks

(i) Assets:

— the sum of contracts with a positive
market value at the end of the period is
recorded in the financial derivatives
account;

—  the outstanding amount of initial margins
paid is recorded in the other investment
account.

(i)  Liabilities:

— the sum of contracts with a negative
market value at the end of the period is
recorded
account;

—  the outstanding amount of initial margins
received is recorded in the other
investment account.

in the financial derivatives

3.9.3 Options
3.9.3.1 General characteristics of options

An option is an instrument that gives the
purchaser the right, but not the obligation,
to buy/sell a specified amount of a particular
financial instrument, or commodity from/to
the writer (seller) of the option within a given
period, or at some specific future time, at a
specified price. Options can be either
exchange-traded or over-the-counter (OTC)
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instruments. Exchange-traded options are
packaged in fixed quantities and have a fixed
range of dates. Options can be margined
options-style (where there is an exchange of
the initial premium, and daily variation
margins may be covered by collateral rather
than cash) or futures-style (where there is no
initial premium and variation margins are
settled in cash). OTC options, by contrast,
are tailor-made to meet the customer’s
requirements, and are therefore less suitable
for trading on secondary markets.

At the inception of the contract, the
purchaser of the option usually pays a
premium to the seller. At maturity, the holder
(buyer) of the option has the right, but not
the obligation, to exercise the option. If the
right is not exercised, the option expires and
is worthless (the loss incurred by the buyer
is equal to the premium paid).

If the option is exercised on the due date
(“European style”; or within the specified
range of dates, i.e. “American style”), then a
net payment (representing the difference
price and the
contractually agreed strike price) is usually
made by the writer to the option holder.
However, in some cases, instead of a net
payment, a delivery of the underlying
instrument or commodity takes place.

between the market

The percentage of the contracts reaching
maturity (i.e. contracts which are not closed
out prior to the expiry date), and the
percentage of those that end with the delivery
of the underlying instrument, vary
considerably from market to market.

Different types of margin payments are made
in the exchange-traded markets. The margin
is a measure of risk to an institution that is
counterparty to a contract. Margining takes
two forms; an initial margin, to cover potential
future adverse price movements, and a
variation margin, to cover actual past price
movements since the previous variation
margin settlement. The initial margin is held
as a deposit (or by posting collateral) for the
duration of the contract which is returned

when the contract Variation
margining is carried out either options-style
or futures-style. The choice depends on the
type of instrument and the practice applied
by the exchange concerned. For example,
equity options are often margined options-
style, while interest rate options are usually
margined futures-style.

expires.

In options-style margining, the purchaser of
the option pays a premium to the seller and
the writer posts an initial margin to the
clearing house. Daily variation margin
payments are made to the buyer only in
proportion to the net liquidation value, since
the clearing house covers itself against
potential future price changes in favour of
the writer. The buyer’s margin account can
be fully realised only when the deal is closed
out or the option exercised.

With futures-style variation margining, there
is no premium and this is reflected in the
price that the contract is quoted at; options
that are margined futures-style can be
regarded as similar to futures, except that
the downside risk for the buyer is capped.
Both the buyer and the seller are required to
deposit initial margins. The daily variation
margin payment is usually collected by the
clearing house from one party — and
simultaneously paid to the other party — and
provides the means for effecting a change in
ownership.

3.9.3.2 Practical treatment of options with
options-style margining options in
the b.o.p.li.i.p.

OTC options and exchange-traded options
with options-style margining involve a payment
of the premium up front. The full premium
should be recorded under financial derivatives
as the acquisition of a financial asset by the
buyer, and as the incurrence of a liability by
the seller. At the close of the contract, the
net payments that reflect the difference
between the underlying market price and the
strike price should also be recorded under
financial derivatives. This difference should
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be recorded under financial derivatives
regardless of whether the underlying
instrument is delivered or not.

Any actual delivery of the underlying

instrument should be treated as a separate
entry in the financial account, and the
transaction should be recorded at the
prevailing market price. Both the premium at
the start of the contract and net payments at
the close of the contract are non-repayable
to the payer (buyer or seller).

Initial margin  payments, options-style
variation margin payments or other collateral-
type payments related to option contracts
should be recorded as transactions under the
other investment account, in currency and
deposits. In principle, these are all repayable
to the payer and should not therefore be
regarded as financial
derivatives. If a repayable margin is made in
the form of securities or other non-cash
assets, there will be no transaction recorded
in the b.o.p., since no change of ownership
takes place.

transactions in

The market values of the option contracts at
the end of the reference period should be
recorded in the i.i.p. Purchased options are
regarded as financial derivative assets and
written options are regarded as financial
derivative liabilities. The outstanding amounts
of initial margins paid are recorded as assets
in the other investment account and the
outstanding amounts of initial margins
received are recorded as liabilities in the
other investment account.

More specifically, the recording of options
with options-style margining (including OTC
options) should be as follows:

Flows

(i) Full premium and net payments at the close
of the contract (difference between the
underlying market price and the strike
price):

— amounts paid or received are recorded
under financial derivatives;

— the purchase of an option (debit) is
regarded as an increase in assets and the
sale of an option (credit) is regarded as
an increase in liabilities.

(i) Repayable margins (exchange-traded
options): initial margin payments (writer
only) or options-style variation margin
payments:

— net amounts paid or received during the
period are
currency and deposits in the other
investment account;

— the inflow (credit) of cash is regarded as
a decrease in assets for the buyer of an
option or an increase in liabilities for the
writer of an option and the outflow
(debit) of cash is regarded as an increase
in assets for the buyer of an option or a
decrease in liabilities for the writer of an

recorded under loans/

option.
Stocks
(i) Assets:

— the market value of the purchased
options at the end of the period is
recorded
account;

—  the outstanding amount of initial margins
paid is recorded in the other investment
account.

(i)  Liabilities:

—  the market value of the written options
at the end of the period is recorded in
the financial derivatives account;

— the outstanding amount of initial margins
received is recorded in the other
investment account.

in the financial derivatives

3.9.3.3 Practical treatment of futures-style
options in the b.o.p.li.i.p.

In the case of exchange-traded options with
futures-style margining, payment of the
premium does not take place at the start of
the contract, and there is thus no transaction
in financial derivatives at the start of the
contract. Initial margin payments, which are
repayable to the payer, should be recorded
as transactions

in the other investment
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account. The futures-style variation margin
payments that are made during the life of the
contract (usually daily) are non-repayable in
nature and should be recorded as transactions
in financial derivatives.

In principle, the market values of exchange-
traded options should be recorded as financial
derivative assets and liabilities in the i.i.p. In
practice, however, the market values of
exchange-traded options with frequent
margining are close to zero at the end of
each day. (The market value of a futures-
style margined contract can be argued to be
equivalent to any unsettled variation margin
payments, although this may be difficult, in
practice, to report for many institutions.
However, as the figures are relatively small,
the collection of such data is of limited value.)
The outstanding amounts of initial margins
paid are recorded as assets in the other
investment account, and the outstanding
amounts of initial margins received are
recorded as liabilities in the other investment
account.

More specifically, the recording of futures-
style options should be as follows:

Flows

(i) Non-repayable margins: futures-style
variation margin payments:

— amounts paid or received are recorded
under financial derivatives;

— the inflow (credit) of cash is regarded as
a decrease in assets and the outflow
(debit) of cash is regarded as a decrease
in liabilities.

(i)  Repayable
payments:

— amounts paid or received during the
period are recorded under loans/
currency and deposits in the other
investment account;

—  the inflow (credit) of cash is regarded as
a decrease in assets or an increase in
liabilities and the outflow (debit) of cash
is regarded as an increase in assets or
decrease in liabilities.

margins:  initial  margin

Stocks

(i) Assets:

— the market value of the purchased
options at the end of the period is
recorded in the financial derivatives
account;

— the outstanding amount of initial margins
paid is recorded in the other investment
account.

(ii) Liabilities:

— the market value of the written options
at the end of the period is recorded in
the financial derivatives account;

—  the outstanding amount of initial margins
received is recorded in the other
investment account.

3.9.4 Swaps, forwards and forward rate
agreements

3.9.4.1 General characteristics of swaps,
forwards and forward rate
agreements

Swaps are contractual agreements between
two parties who agree to exchange sets of
cash flows. Contracts are negotiated by the
counterparties themselves and, in principle,
the payment arrangements can be tailored to
the wishes of the counterparties. However,
standard conventions are followed in the
most active swap markets, thus helping the
b.o.p. compiler to set out instructions for
reporting. In many markets, such as the
interest rate swap market, the principal is
not exchanged at the start of the contract.
Nonetheless, in the case of cross-currency
interest rate swaps, for instance, the principal
is sometimes exchanged at the start of the
contract. Interest payments are usually
carried out on a net basis. Swaps are mainly
OTC contracts, but exchange-traded
contracts may also exist.

A forward contract is an agreement between
two parties to purchase/sell something at a
predetermined price at a later date. Forwards
are always OTC contracts (by definition, a
future is a forward that is traded on an
exchange). Forward rate agreements (FRAs)
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are pure interest rate forward contracts.
While the pose the
problems, differing market practices create
unique practical issues. For example, most
FRAs are settled via a net cash payment at
the end of the contract, whereas forward
foreign exchange deals usually result in the
delivery of the underlying instrument.

instruments same

Swaps and forwards almost invariably go to
maturity. The only way to offset a position is
to enter into a new contract reversing the
original, although it is rare for contracts to
be formally closed out. Swaps, forwards and
FRAs are instruments the value of which can
switch from positive to negative and vice
versa throughout the life of the contract.

3.9.4.2 Practical treatment of swaps,
forwards and forward rate
agreements in the b.o.p.li.i.p.

Net payments related to swaps (including net
interest) and forwards are recorded as
transactions
Depending upon the contract specifications,
net payments relating to swaps can be made
during the life of the contract or only when it
reaches maturity. If principal is exchanged in
a swap (especially in the case of cross-
currency swaps), the possible difference
between the two legs revalued in the base
currency should be recorded under financial
derivatives. Transactions relating to forward
contracts invariably occur at expiry.
Collateral payments are only rarely made
from one counterparty to another, but when
such cash payments do occur they should be
recorded in the other investment account.

under financial derivatives.

For forward foreign exchange contracts it is
recommended that the difference between
the amount paid on the contract date and
the amount that would be paid at the spot
rate prevailing at settlement should be
allocated to transactions in financial
derivatives. In settlement data collection
systems in which amounts paid are reported
it is, however, difficult or impossible to
identify and separate the market price

component. A survey data collection system
is more practical, but the relatively heavy
burden upon the respondents has to be
judged according to local circumstances.

The market values of swap and forward
contracts should be recorded in the i.i.p.
Although the contract is usually negotiated
so that it has zero marked-to-market value at
inception, a contract will gain value for one
party and become a liability for the other as
market values change. The value of swap and
forward contracts is derived from the
difference between the agreed contract price
and the prevailing market price, or the
expected market price, which is discounted
accordingly. Hence the relationship between
the agreed contract price and the prevailing
market price is a crucial element in the
valuation of swap and forward contracts. If
the agreed contract price and the prevailing
market price are the same, the contract has
no value. If the contract price and the
prevailing market price differ, the derivatives
contract does have a value, which can switch
to being positive or negative during the life of
the contract.

More specifically, the recording of swaps,
forwards and FRAs should be as follows:

Flows

Swaps and FRAs (net payments during the
period or at the close of the contract) and
forwards (the difference between the agreed
contract price and the market price at the
close of the contract):

— amounts paid or received during the
period are recorded under financial
derivatives;

— the inflow (credit) of cash is regarded as
a decrease in assets or increase in
liabilities and the outflow (debit) of cash
is regarded as an increase in assets or
decrease in liabilities.

Stocks

(i) Assets:

— the sum of contracts with a positive
market value at the end of the period.
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(i) Liabilities:
— the sum of contracts with a negative
market value at the end of the period.

3.9.5 Ciriteria for the geographical
breakdown

With regard to the geographical allocation of
financial derivative transactions and positions,
the following cases have to be distinguished:

(i) For financial derivatives traded in specifically
organised markets (e.g. futures and
options, except OTC paper), information
on the residency of the ultimate investor
is not usually available. The clearing
houses search the market for opposite
orders which match each other. Since
each market participant holds a position
vis-a-vis the market, which requires all
participants to provide margins for open
positions, usually day-by-day, the
ultimate risk of the counterpart is
determined solely by the central clearer.
Therefore, as a practical solution, the
country in which the clearing house or
the market is located should determine
the geographical allocation of assets and
liabilities associated with such financial
derivatives.

(ii) Non-negotiable OTC financial derivatives
(e.g. most types of swaps and FRAs) are
in principle not traded in organised
markets, since they are designed to meet
the specific needs of the parties involved.
In the case of these kinds of contracts,
the counterpart and its actual location
can be identified.

(iii) Other negotiable financial derivatives (e.g.
some types of options, warrants, etc.)
are instruments which may be actively
traded in secondary markets. ldentifying
the ultimate holder of liabilities poses
the same problem as for financial
instruments in the portfolio investment
account, meaning that only the first
known counterpart to which the financial
derivative was initially sold might be
determined.

3.10 Other investment
3.10.1 Definition and coverage

The other investment item is a residual
category that includes all financial transactions
not covered under direct investment,
portfolio investment, financial derivatives or
reserve assets (see also Section 3.8.4
“Borderline cases” for portfolio investment).
Other investment can be further subdivided
into (i) trade credits, (ii) loans/currency and
deposits and (iii) other assets/other liabilities.
It also encompasses the offsetting entries for
accrued income on instruments classified
under other investment.

Trade credits consist of claims or liabilities
arising from the direct extension of credit
relating to transactions in goods and services
and advance payments for work in progress
(or to be undertaken) associated with such
transactions. There are two types of trade
credit assets: (i) prepayments on imports and
(i) trade credit extended on exports. Assets
represented by prepayments on imports are
extinguished upon delivery of the goods or
services and assets represented by trade
credit on exports are extinguished by actual
payment (post-payment). Trade credit
liabilities arise from the pre-payment of
exports or trade credit received on imports.
Delivery of exports extinguishes the former
and  actual payment  (post-payment)
extinguishes the latter.

Loans/currency  and  deposits  comprise
transactions in the following financial
instruments: loans, i.e. those financial assets
created through the direct lending of funds
by a creditor (lender) to a debtor (borrower)
through an arrangement in which the lender
either receives no security evidencing the
transaction or receives an effectively non-
negotiable document or instrument; deposits;
repo-type operations (see Section 3.10.2
“Repurchase agreements, bond lending and
other related instruments”) and currency
(notes and coins which are in circulation and
commonly used to make payments). Included
are, inter alia, loans to finance trade, other
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loans and advances (including mortgages). In
addition financial leases are covered.

Other assets/other liabilities covers all items
other than trade credits, loans and currency
and deposits. Examples are: capital
subscriptions of the participating Member
States to non-monetary
organisations, changes in insurance technical
reserves, offsets in respect of unsettled
securities transactions.

international

Compared with BPM5 standard components,
the other investment presentation of the euro
area b.o.p/i.i.p. is simplified by (i) not requiring
any distinction between loans and deposits
on each side of the b.o.p./i.i.p., and (ii) the
removal of the maturity breakdown for
quarterly/annual b.o.p. and i.i.p. statistics.
There is also a change in the presentation of
the breakdown (i.e. sector as first priority)
which is compatible, but not identical, with
the BPM5 where instruments have priority.
For the monthly key items, a split between
short-term and long-term flows in the banking
sector is required.

3.10.2 Repurchase agreements, bond
lending and other related
instruments

The statistical treatment of repo-type

transactions is a complex issue where standards

at the global level are still the subject of
debate. Within in the euro area, the following

consensus treatment has been agreed.

3.10.2.1 Definition of repurchase
agreements

Under a repurchase agreement (repo) the
holder of a bond sells the bond for cash but
agrees to repurchase the bond,
equivalent security, at a fixed price on a fixed
date. There is a formal contract between the
two parties, which sets out the legal standing
of the transaction. In London and elsewhere,
this is the PSA/ISMA Global
Repurchase Agreement. The contract allows

or an

Master

for margining, marking to market, collateral
substitution and manufactured dividends.

If a2 coupon is paid during the life of the repo
it is passed on to the original holder (lender)
of the securities.

Under a repo agreement, there is an obligation
to return the securities. Therefore, these
instruments can be labelled as “genuine”
repurchase agreements.

In some Member States there are instruments
which appear to be similar to genuine repo
agreements or have the same name, but which
do not entail an obligation to return the
underlying securities; instead, there is an
“option” to return them. These instruments
are, for example, “unechte Wertpapier-
pensionsgeschifte” or “spurious repurchase
agreements” (Germany, Luxembourg, Austria
and ltaly), “Réméré” (France) and “outright
sale with an option to buy back” (Denmark
and Portugal). Such transactions should be
recorded under portfolio investment, i.e. the
recommendations outlined in this section do
not apply to them.

3.10.2.2 Definition of selllbuy-back
transactions

Like repurchase agreements, sell/buy-back
transactions are often a way of raising or lending
short-term capital which is secured against
securities, sold or an purchased. In contrast to
repurchase agreements, the transaction is
structured in two parts, a spot deal and a
forward deal, which are, however, executed
simultaneously. The economic benefit of a
coupon payment made during the duration of
the transaction is the same as for repurchase
agreements, but the method of passing it is
different. The difference between
repurchase agreements sell/buy-back
transactions revolve around the settlement
systems required for the two types of
transactions. Repurchase agreements can be
considered a technical evolution of sell/buy-back
transactions. Under a sell/buy-back transaction,
there is an obligation to return the securities.

main
and
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3.10.2.3 Definition of bond lending

Bond lending either involves the lending of
(collateralised by «cash or
marketable paper) or the payment of the fee
for the bonds lent without any capital transfer
involved. Under lending of securities
collateralised by cash or marketable paper,
the borrower can sell or hold these securities,
or deliver the securities under a futures or
options contract. The collateral, if cash, will
most likely be invested and the borrower of
the securities will be paid a rate of interest.
Coupon payments on the bonds belong to
the original owner.

securities

3.10.2.4 Recording of repurchase
agreements, bond lending and
other related instruments

The treatment recommended by the ECB is
based on the notion of transfer of “economic”
or “beneficial” ownership as distinct from
transfer of “legal” ownership. All repo-type
operations, i.e.  ‘genuine”  repurchase
agreements, sell/buy-back operations and bond
lending (in the case of the latter, only if cash
collateral is involved), are treated as
collateralised loans in the euro area b.o.p./
i.i.p., not as outright purchases/sales of
securities, and are recorded under other
investment, within the euro area resident
sector that carries out the operation. This
treatment, which is also in line with the
accounting practices of banks and other
financial corporations, is intended to reflect
the economic rationale behind these financial
instruments. The
repurchase the securities implies that the
economic ownership remains with the original
owner, who retains the risks and rewards
associated with that ownership, while not
necessarily retaining legal title. Such a
procedure is, in addition, consistent with the
treatment in money and banking statistics and
with the current practice in the MFI sector.

firm commitment to

As regards other features of repo-type
transactions, it was agreed that: (i) fees
associated with securities-lending operations

should be recorded as financial
instead of as investment income in the b.o.p.,
and that (ii) repayable (option-style) variation
margins provided to cover the value of the
securities placed as collateral should be
recorded as deposits within the other
investment account.

services,

3.10.3 Treatment of intra-ESCB
transactions

Among the transactions between the
members of the European System of Central
Banks (“intra-ESCB” transactions), only those
involving the NCB of a euro area Member
State and the NCB of a non-euro area
Member State are in principle relevant to the
compilation of the euro area aggregates.
However, in some areas, asymmetric statistical
treatment even within the Eurosystem would
lead to distortions in the euro area b.o.p. as a
result of the method used to compile some of
the euro area aggregates (e.g. portfolio
investment and income on portfolio
investment). The harmonised rules are
described in detail in Section 3.10.3.1.

Most of these operations are settled via
TARGET. Consequently, the treatment of the
required offsetting entries, as required by the
double-entry structure of the b.o.p., follows
the agreed treatment of changes or positions
in TARGET balances as described in Section
3.10.3.2.

3.10.3.1 Harmonised treatment of intra-
ESCB operations

The following treatment of specific intra-
ESCB transactions (and positions where
appropriate) has been agreed:

— Reallocation of monetary income is treated
as an intra-euro area current transfer, either
positive or negative, on a gross basis, i.e.
identified separately from any other
transaction (such as coverage of ECB losses),
under “current account/current transfers”.
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— Distribution of ECB profit to NCBs and
coverage of ECB financial losses by NCBs are
considered as positive or negative income (as
appropriate) accruing on the share of each
NCB in the capital of the ECB. Thus, they are
recorded as intra-euro area transactions
under “current account/investment income/
income on other investment”.

— Remuneration of intra-ESCB balances is
treated as income on deposits and recorded
under “current account/investment income/
income on other investment”.

— Proceeds from sanctions imposed by the ECB:
in accordance with Article 3.9 of Council
Regulation (EC) No. 2532/98 of 23 November
1998 concerning the powers of the ECB to
impose sanctions, these proceeds belong to
the ECB. The NCB which holds the account
of the market participant concerned debits
the latter’s current account for the amount
of the financial sanction and transfers this
amount to the ECB. In b.o.p. statistics, NCBs
consider these transactions as ‘“current
account/current transfers”.

— Remuneration of the claims on the ECB
resulting from the transfer by NCBs of pooled
reserve assets is considered as an intra-euro
area income payment and recorded under
“current account/investment income/income
on other investment”.

— Collateral exchanged under the correspondent
central banking model (CCBM) in the event of
redemption, coupon payments, fees, etc.: in line
with ECB recommendations, the NCBs of
the countries of residence of the issuer and
the ultimate holder record these b.o.p.
transactions as intra-euro area or extra-euro
area flows, respectively, and allocate them
to the relevant sector under “financial
account/portfolio investment”. Countries not
yet fully applying the accruals principle should
record coupon payments under “current
account/investment income on portfolio
investment”.

3.10.3.2 Balances from TARGET operations

Since the start of Stage Three of EMU in
1999, cross-border transactions within the
ESCB have largely been executed via
TARGET, giving rise to daily intra-ESCB
positions/balances. The economic and
functional rationale behind these intra-ESCB
transactions/balances, which are denominated
in euro, is similar to that behind the
movements of nostro/vostro accounts.

In order to simplify the recording procedures,
it was agreed that, as of 30 November 2000,
all TARGET-related bilateral
liabilities would be netted at the end of each
day within the ESCB in such a way that each
participant would hold only one single (net)
position exclusively vis-a-vis the ECB. The
ECB performs the role of a central clearing
house within the Eurosystem and is the sole
holder of overnight TARGET balances vis-a-
vis the NCBs of the non-euro area Member
States. In other words, the TARGET balances
of the ECB represent the euro area TARGET
balances vis-a-vis those EU Member States
which are not participating in the euro area.

claims and

Since the TARGET legislation does not allow
for granting overnight credit to the NCBs of
non-euro area Member States, the
Eurosystem may only hold aggregated
overnight debit balances vis-a-vis these NCBs.
Accordingly, the net positions and changes in
the TARGET balances of the Eurosystem are
recorded under “other investment/liabilities”
of the sector “monetary authorities” as
“loans, currency and deposits” within the
euro area i.i.p and b.o.p.

3.10.4 Recording of MFIs’ transactions in
loans and deposits

In the euro area b.o.p., “other investment” of
the MFI sector (excluding the Eurosystem)
has proved to be a difficult item, in particular
with regard to the compilation of the
geographical breakdown of these flows. A
common method to derive extra-euro area
b.o.p. flows from MFIs’ balance sheet stocks
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must be applied in those cases where these
flows cannot be directly obtained from the
b.o.p. system in place. This
procedure consists of (i) converting the
stocks at the beginning of the reporting
period (i.e. monthly) and those at the end of
period into original currencies by applying
the mid-point foreign exchange
corresponding to the currency proportion of
the stock as at the beginning of the quarter
and (ii) converting the differences in these
stocks into euro by using the average
exchange rate of the reporting period (i.e.
monthly).

collection

rate

3.10.5 Special issues related to stocks
3.10.5.1 Valuation proposals

In the case of the other investment holdings,
the discrepancies between the market value
and the nominal or book value can be
considered to be rather smaller than for
other financial instruments, except in cases
where there have been large write-downs or
valuations are based on secondary market
quotations. For these reasons, book values
are accepted as the valuation criteria for
other investment stocks, except for loans that
are negotiable at a discount where market
value should be applied.

Valuation problems for applying the proper
end-of-period exchange rates may arise if the
currency composition of the underlying other
investment instruments is not well known.
This is the case, in particular, for special
financing instruments, such as multi-currency
loans,
instantaneously change the optional currency,
at his own convenience, for the drawdown,
repayment and restatement throughout the
duration of the Consequently,
movements in these loans can occur in several

where the borrower can

loan.

currencies. In these cases, it is recommended
to translate each movement in the loan,
irrespective of its currency, into the currency
in which the loan was initially extended by
using the exchange rate prevailing at the date
of the movement. The amount in the basic

currency should then be converted into euro
at the closing mid-market exchange rate
prevailing at the end of period. The result
may be a fairly accurate approach to the real
valuation, except when strong fluctuations
occur in the value of the currencies in
question.

A similar effect occurs when the borrower
arranges exchange rate hedges or swaps on the
principal with a non-resident. Borrowers often
receive a loan in one currency and then swap
or sell the amount obtained against the
equivalent amount in another currency. Since
it is not easy to obtain information about the
real exchange rate involved in the swap, the
same valuation problems may arise as those
described for multi-currency loans.

3.10.5.2 Issues related to the accumulation
of flows

The unadjusted accumulation of flows can lead
to unrealistic stock estimates for other
investment since stock data valuation changes
caused by exchange rate fluctuations can be
significant, especially if (i) the
exchange rates are volatile, (ii) the turnover
of the assets is high and (iii) the net
movement in the stock is low. Therefore,
exchange rate adjustments using the actual
exchange rates at the time of the transaction
and closing mid-market exchange rates at the
end of the period are strongly recommended
in case where other investment stocks are
derived on the basis of accumulated flows. If
the actual exchange rate cannot be applied
on a transaction-by-transaction basis, the
average exchange rate of the period may be
used as a proxy if foreign exchange markets
are relatively stable.

relevant

Further difficulties may arise in the case of
multi-currency loans if the loan operation is
linked to an additional swap operation. In line
with the valuation proposals for stocks, the
most feasible solution would be to translate
each of these loan movements into the basic
currency in which the loan was initially
After that, exchange

extended. rate
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adjustments are calculated by converting
transactions into euro at the average
exchange rate in the period.

3.1l Reserve assets

3.11.1 Definition of the Eurosystem’s
reserve assets

The definition of the Eurosystem’s
international reserves was approved by the
ECB Governing Council in March 1999. The
reserve assets of the euro area consist of the
Eurosystem’s reserve assets, i.e. the ECB’s
reserve assets and the reserve assets held by
the NCBs of the participating Member States
(see also the ECB publication entitled
“Statistical treatment of the Eurosystem’s
international reserves”, October 2000,
http://euroweb/website/pub/pdf/

statintreserves.pdf).

Reserve assets must (i) be under the effective
control of the relevant monetary authority,
either the ECB or the NCBs of the
participating Member States, and (ii) refer to
highly liquid, marketable and creditworthy
foreign (i.e. non-euro area) currency-
denominated claims on non-residents of the
euro area — plus gold, Special Drawing Rights
(SDRs) and the Reserve Positions in the IMF
of the participating NCBs. This definition
expressly excludes foreign-currency claims on
residents of the euro area, and euro claims
on non-residents of the euro area, from being
considered to be reserve assets either at the
national or at the euro area level.

Although governments may hold working
balances in foreign currencies, foreign exchange
positions of central governments and/or the
Treasury are not included in the reserve assets
definition for the euro area in accordance with
the institutional arrangements in the Treaty
establishing  the  European = Community.
Article 105 (2) of the Treaty, in conjunction
with Article 116 (3), gives the Eurosystem the
exclusive right to hold and manage the official
foreign reserves of the Member States from
the beginning of Stage Three of EMU.

The off-setting entries for accrued interest
on reserve assets should be recorded within
the relevant reserve assets items.

Reserve assets data are compiled on the basis
of the information provided by the accounting
or operation departments of the NCBs
forming part of the Eurosystem and of the
ECB.

3.11.2 Concept of gross reserves

Against the background of the Asian crisis,
the concept of usable reserves has gained
importance. This concept supplements data
on the gross reserves with information about
encumbrances on reserves, i.e. the so-called
reserve-related liabilities®, and might be an
important indicator of a country’s ability to
meet its foreign exchange obligations.
However, it was agreed that reserve assets
presented on a gross basis without any
netting-off of reserve-related liabilities should
remain the central indicator of a country’s
ability to meet its foreign exchange
obligations. (The only exception relates to
the sub-category of financial derivatives,
which are recorded on a net basis; see
Section 3.11.8).

3.11.3 Valuation principles

In principle, the valuation of reserve assets is
based on market prices by using (i) the
prevailing market prices at the time when the
transaction takes place for transactions and
(ii) the closing mid-market prices at the end
of the appropriate period for positions. Gold
should be valued at the closing market price
(gold fixing usually quoted in terms of US
dollars per fine troy ounce) prevailing at the
end of the reference period.

6 This concept has been developed by the IMF in the context of
the Special Data Dissemination Standard.
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However, since the information for the
compilation of reserve assets statistics is
obtained directly from accounting statements,
information on marked-to-market values may
not be available at the appropriate frequency
(i.e. monthly).

Accordingly, it was agreed that the following
practical rules for the valuation of euro area
reserves could be accepted as a proxy for a
market valuation of international reserves:

(i) taking the stocks of each instrument in
the original currency as disclosed in
accounting statements on the basis of
marked-to-market
quarterly basis only; and

valuation on a

(ii) converting these stocks into euro using
the mid-point foreign exchange rate of
the last day of the reporting period (i.e.
on a monthly basis).

Such a procedure complies with international
statistical standards.

3.11.4 Specific issues related to gold

With regard to outright purchases and sales of
gold, in line with BPM5 recommendations,
only gold transactions in which both
counterparts belong to the “monetary
authorities” institutional sector (including
international monetary organisations) should
be recorded under reserve assets (sub-item
“monetary gold”) in the b.o.p. When at least
one counterpart is not a monetary authority,
gold transactions
should be recorded under the goods item of
the b.o.p. current account. Moreover, the
parallel monetisation/demonetisation of the
gold would induce increases/decreases in the
monetary gold position of the monetary
authority However, this
reclassification of the gold should only give
rise to entries in the “other adjustments”
column of the i.i.p., without any recording in
the b.o.p.

vis-a-vis non-residents

involved.

As regards reversible transactions in gold (swaps,
repos, loans and deposits), the statistical
treatment of the gold is similar to that of
securities neither lending of gold nor delivery
of securities collateral would involve any
recording in the b.o.p. or the i.i.p., ie.
holdings of monetary gold would remain
unchanged. Only the foreign exchange cash
delivered in gold swap/repos would be
recorded under reserve assets (sub-item
“foreign exchange/currency and deposits”).

3.11.5 Specific issues related to the
positions vis-a-vis the IMF
(including SDRs)

For statistical purposes, SDR accounts reflect
the same rationale as  traditional
correspondent bank accounts, i.e. variations
in these accounts may constitute offsetting
entries for the rest of the cross-border b.o.p.
flows. Transactions/positions in these
accounts should be recorded under reserve
assets  (sub-item  “SDRs”).  Allocation/
cancellation of SDRs should not give rise to
any entry in the b.o.p., although changes in
the stock of SDRs would be reflected in the
i.i.p., by means of entries in the other
adjustments column, thus permitting a
reconciliation between flows and stocks of
SDRs.

The operations related to the reserve position
in the IMF should be recorded under the sub-
item of the same name. Consequently, no
entry under sub-item “SDRs” should be
derived from movements in this position,
despite their being denominated in SDRs.

Purchases of foreign currency using the Fund’s
General Resources Account by drawing on the
position in the Fund should be regarded as
reclassifications of reserve assets, thus not
altering the total level of reserves. Such
transactions cause increases in holdings of
foreign exchange and symmetrical decreases
in the reserve position in the Fund.
Repurchases represent reverse transactions
and would therefore give rise to similar but
reverse entries.
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Claims on the IMF arising from Fund financing
under the “New Arrangements to Borrow”
(NAB) and the “General Arrangements to
Borrow” (GAB) should be reflected in the
sub-item “Reserve position in the IMF”.
However, claims arising from “Enhanced
Structural-Adjustment  Facility”  (ESAF)’
commitments should be statistically treated
as deposits and thus allocated to the sub-
item  “foreign  exchange/currency and
deposits”.

3.11.6 Specific issues related to securities

Only foreign currency-denominated securities
issued by non-residents of the euro area
can be included in the category of reserve
assets. The accruals principle should be
applied for all types of securities under
reserve assets, including zero coupon bonds
(see Section 3.4.7.2 “Specific issues related
to income on reserve assets”). Securities
lending would not give rise to any entry under
securities; only in the event of cash
exchanges, would transactions be treated as
collateralised loans.

3.11.7 Specific issues related to currency
and deposits

Only foreign currency-denominated deposits
placed with credit institutions located outside
the euro area can be considered to belong
to the category of reserve assets. This
category indistinguishably includes holdings
of/transactions in foreign currency notes and
coins, in line with the treatment proposed in
the IMF’s operational guidelines. It should be
noted that foreign currency-denominated
deposits placed with branches and/or
subsidiaries of euro area resident MFIs which
are located outside the euro area are also
considered to be reserve assets of the euro
area.

Claims on external portfolio managers (not
necessarily included in the category of credit
institutions) arising from funds sent abroad
and subsequently invested in other foreign

currency financial instruments should, in
principle, be classified in each prescribed
category. Nevertheless, should NCBs not
have access to information on the final
destination of these funds, they should then
be recorded under the sub-item “foreign
exchange/currency and deposits” in the b.o.p.
and the i.i.p.

Foreign currency loans to non-financial non-
residents that fulfil the necessary conditions
to be included in the category of reserve
assets will be recorded under the sub-item
“other claims” in the b.o.p and the i.i.p.

Claims arising from reverse repurchase
agreements, securities lending transactions (in
the case of the latter, only if cash collateral is
involved) and buy/sell-back operations should be
treated as collateralised loans/deposits and
are, in euro area statistics, recorded either
(i) under “foreign exchange/currency and
deposits” where the counterpart is a non-
resident bank or (ii) under “other claims”
where the counterpart is a non-resident non-
bank. The treatment (i), where the
counterpart is a non-resident bank, differs
slightly from IMF recommendations which
classify such claims as “other claims”.®
Securities temporarily exchanged as collateral
in these types of operations would not give
rise to any b.o.p./i.i.p. entry.

Liquid claims arising from taken-up credit lines
conceded by monetary authorities could be
considered to be in the category of reserve
assets, provided that the correspondent

7 Replaced from 2000 onwards by ‘Poverty Reduction and Growth
Facility” (PRGF).

8  Reverse repos involve the substitution of a type of reserve assets
(the amount of foreign currency granted) with a claim backed by
collateral which do not differ substantially from normal (non-
collateralised) loans/deposits, provided that the counterpart is
highly creditworthy. Therefore, when the non-resident counterpart
is a credit institution (including other NCBs), the cash lending
NCB do not register any variation in the total amount of Reserve
assets/Currency and deposits. Additionally, in accordance with
the treatment of foreign currency loans, if the counterpart of a
reverse repo transaction were neither a credit institution nor a
financial intermediary/external manager, a decrease in holdings
of Reserve assets/Currency and deposits and an increase in
Reserve assets/Other claims would be registered in the b.o.p.
reserve assets account, thus not dffecting the total level of
reserves.
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counterpart is highly creditworthy. Reciprocal
currency arrangements among central banks
and with the
Settlements enter into this category, as well
as other financing agreements between
central banks and consortia of private financial
institutions.

Bank for International

3.11.8 Specific issues related to financial
derivatives

Financial derivatives have to be recorded and
presented as a separate item within reserve
assets. All recommendations in this field are
fully in with the ESCB general
recommendations on financial derivatives (see
Section 3.9 “Financial derivatives”).

line

Both transactions and positions are recorded
on a net basis (i.e. including both positive and
negative positions) even though, in the case
of positions, this constitutes a deviation from
the gross reserve assets concept. However,
the application of net recording is the only
feasible way to reconcile flows and stocks
related to financial derivatives transactions
in/holdings of reserve assets. Moreover, liquid
positions in financial derivatives settled in at
least one foreign currency
creditworthy non-resident counterparts
would be computed under reserve assets on
a marked-to-market basis, i.e. including all
unrealised gains and losses associated with
changes in prices and foreign exchange rates.
The inclusion of both positive and negative
stocks under reserve assets on a net basis
could result in negative positions, especially
in the case of interest rate derivatives.

vis-a-vis

In line with the general treatment of positions
in financial derivatives (see Section 3.9), the
net marked-to-market value is recorded in
the case of financial derivatives falling into
the category of reserve assets. As regards
OTC derivatives, each national compiler must
decide whether claims arising from such
financial derivatives (for instance, swap
agreements or some types of options) might
be included in the category of reserve assets,
which depends especially on whether such a

financial instrument may be offset in the
market, and whether a prevailing price for
the underlying assets permits this.

3.11.8.1 Options

In the case of options margined options-style,
the full premium paid (i.e. the purchase price
plus the implied service charge) would be
recorded under the sub-item “foreign
exchange/financial derivatives” (accounting
for the acquisition of a financial asset).
According to the above-mentioned “net-
basis” treatment, if a central bank sells an
option (“option written” by the NCB), the
premium  received would then be
symmetrically recorded under this sub-item
with a negative sign (accounting for a liability).
However, in the case of cash margin payments
and receipts associated with options, they
should be classified under the sub-item
“foreign exchange/currency and deposits” in
the b.o.p., provided that no real change in
ownership occurs before the conclusion of
the contract.

If the option is finally exercised and the
underlying asset is delivered to the owner of
the option, the prevailing market price of the
underlying asset should be recorded under
the appropriate item in the b.o.p. The
difference between the market and the strike
price should be recorded under the sub-item
“foreign  exchange/financial  derivatives”,
irrespective of whether it implies a payment
or a receipt. This treatment would be the
same for both call and put (either bought or
written) options.

3.11.8.2 Futures

With regard to futures, futures-style variation
margin payments should be recorded under
the sub-item “foreign exchange/financial
derivatives”. This is because daily variation
margin payments are usually collected by the
clearing house from one party and paid to
the other, accounting for an actual change in
ownership. This treatment of variation margins
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would be consistent with market stock values
near to zero at the end of each day (unrealised
profits and losses during the day would in the
end become realised and be transferred to/
received from the corresponding
counterpart). Hence, there should be no
recording of stocks of futures with daily
margining.

3.11.8.3 Interest rate derivatives

As regards financial derivatives with an
interest rate component (namely interest rate
swaps, cross-currency swaps and forward rate
agreements), the net stream of cash
settlement flows associated with this
component should be recorded under the
sub-item “foreign
derivatives” in the b.o.p. In addition, the
difference between the two legs of a cross-
currency swap, corresponding to the principal
exchanged in terms of the base currency,
should also be recorded under this sub-item
of reserve assets.

exchange/financial

3.11.8.4 Forward foreign exchange
contracts

The difference between the amount agreed
at the time of the contract and the amount
that would be paid at the spot rate prevailing
at settlement should be allocated to
transactions in reserve assets/foreign
exchange/ financial derivatives.

3.11.8.5 Swaps of foreign exchange against
domestic currency

The statistical treatment of these transactions
would be equivalent to considering
independent spot and forward purchases/sales
of foreign exchange against domestic
currency. At the moment of delivery, an
increase/decrease in foreign exchange would
be reflected under the sub-item “foreign
exchange/currency and deposits” in the b.o.p.
The difference between the actual (agreed)
and the market price of the transaction would
be reflected under the sub-item “foreign
exchange/financial derivatives”.
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Chapter 4.1 Belgium / Luxembourg

2 Institutional aspects

2.1 Introduction

The Belgian-Luxembourg Economic Union
(BLEU) was initiated in 1921 when the official
agreement confirming the monetary association
between the two countries was signed. In 1944
the Belgian-Luxembourg Exchange Institute
(BLEI) was set up for foreign exchange control
purposes. From the very outset, the information
collected in the framework of the exchange
control was used as basic data to produce a
joint balance of payments (b.o.p.) for the two
countries. Capital movements were gradually
liberalised from 1950 onwards. In 1990 the last
remaining foreign exchange control, the two-
tier foreign exchange market, was abolished.
Consequently, the task of the BLEI became a
purely statistical one.

On | January 1999, with the advent of
Monetary Union, the BLEU was integrated
into a wider union. Until | January 2002, the
BLEI will continue to provide b.o.p. data for
the BLEU. From 2002 onwards Belgium and
Luxembourg will provide separate data.

2.2  Legislative provisions

(i) Belgium

The current revised data collection system is
defined in the BLEI law of 2 January 1991, as
amended by the law of 22 July 1993 and the
law of 12 December 1996. The Royal Decree
necessary for its full application is dated 13
April 1997. The related adapted regulations
have been published by Ministerial Decree of
5 August 1998.

(ii) Luxembourg

The regulations currently in force are the
Grand-Ducal Decree of 10 November 1944
(as amended), which relates to exchange
controls, the Grand-Ducal
Regulation of 19 July 1997, which relates to
foreign payments and the b.o.p., and the
Ministerial Decree of 13 November 1998,
which relates to the publication of the BLEI
rules to be applied by the reporting agents.

Execution

In 2000 some changes were made to the
above-mentioned  Grand-Ducal
Under the law modifying the Grand-Ducal
Decree of 10 November 1944 (as amended),
dated 28 June 2000, the Banque centrale du
Luxembourg (BcL) and the Service Central
de la Statistique et des Etudes économiques
(STATEC) jointly responsible for
establishing the b.o.p. The BcL is responsible
for establishing the i.i.p. for Luxembourg and
the STATEC is responsible for the FDI survey.
accordance  with  the
intergovernmental agreement, dated 23
November 1998, between Luxembourg and
Belgium, the BLEI will remain in charge of the
collection of data until December 2001, while
the Nationale Bank van Belgié/Banque
National de Belgique (NBB/BNB) will remain
in charge of the compilation of the BLEU
b.o.p. and i.i.p. until then, covering data of
2001. As from January 2002, the BcL and the
STATEC will take over from the BLEI.

Decree.

are

However, in

The responsibilities are shared as follows
between the two institutions:

Area of responsibility
Current account minus income

Institution in charge

on investments STATEC
Income on investment BcL
Capital account STATEC
Financial account BcL
Foreign direct investment survey STATEC
International investment position BcL

23 Internal organisation

(i) BLEI and the NBB/BNB

The BLEI is a Belgian public institution, the
administration of which has been delegated
to the NBB/BNB. Since the creation of a
Statistical Department, the tasks of the BLEI
are fulfilled by the Balance of Payments
Division of this department. The BLEI is
managed by a Board consisting of seven
members from Belgium and three members
from Luxembourg. The President of the
Board is the Governor of the NBB/BNB and
the Vice-President of the Board is the
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Governor of the BcL; all decisions taken by
the Board are executed by the Secretary of
the BLEL

On behalf of the BLEI, the Balance of
Payments Division of the NBB/BNB collects
data from credit institutions and enterprises
and data
resolution of

and carries out data control
processing functions. The
methodological issues related to the b.o.p. of
the BLEU and its compilation are among the
statistical tasks performed by the NBB/BNB.

The Balance of Payments Division of the NBB/
BNB has been reorganised to reflect the new
data collecting, processing and compilation
system, which includes surveys on stocks
(trade credits, direct investment and portfolio
investment). At present, it consists of five
sections which deal with:

— data collection and validation controls;

— the current account and the new capital
account;

— the financial account and the international
investment position (i.i.p.);

— compilation and dissemination;

— the organisation of surveys.

In addition to these sections, a quality control
unit is operational.

Some of the data on the balance sheets of
companies which are collected by the Data
Exchange Department are currently used for
checking and validation purposes. Moreover,
a systematic comparison is made, from 1995
onwards, between the external trade data
and the goods items of the b.o.p. for Belgium.

The Balance of Payments Division of the NBB/
BNB is in charge of publishing both the full
b.o.p. of the BLEU and the current account
of Belgium.
mentioned

In addition to the above-
tasks, this division s
responsible for the compilation and
publication of the i.i.p. of both the BLEU and
Belgium as well as for the compilation of the
common template on international reserves
defined by the IMF/BIS.

also

Chapter 4.1 Belgium / Luxembourg

(ii) BcL

The Statistics Department of the BcL is in charge
of establishing statistical data in the area of
money and banking statistics. Owing to the fact
that the actual b.o.p. data are still compiled by
the BLEI, the Balance of Payments Section does
not deal with any data compilation, with the
exception of the monthly compilation of the
common [IMF/BIS template. It is, however, in
charge of methodological issues and relations
with international organisations. Currently, its
main responsibility is the development of the
infrastructure necessary to compile the
Luxembourg b.o.p. and i.i.p. for data collected
as from | January 2002 as well as the
communication of the reporting
requirements to the reporting agents of the
financial sector.

new

The Balance of Payments Section of the BcL,
in co-operation with the BLEI, establishes and
maintains contacts to reporting agents in the
financial sector. The BcL is the representative
of the BLEI in Luxembourg.

(i) STATEC

STATEC is responsible for centralising all
statistical information and for co-ordinating
Luxembourg’s statistical system. STATEC
comprises eight sections, one of which — the
Foreign Economic Relations (Statistics)
Section — is responsible for compiling foreign
direct investment and b.o.p. data.

In the field of the b.o.p., STATEC is in charge
of specific methodological issues and is
responsible for establishing a quarterly
current account for Luxembourg. STATEC is
represented in the main decision-making

bodies at the level of the European
Commission (Eurostat).
STATEC, in co-operation with BLEI,

establishes and maintains contacts to

reporting agents in the non-financial sector.
2.4  External co-operation

In 1999 the Research Department of the
NBB/BNB was reorganised so as better to
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reflect the new environment of the b.o.p. as
a result of the implementation of EMU and
the introduction of the euro.

The new structure is characterised by the
priority given to the national dimension of
economical analysis. As a result, the balance
of payment unit has disappeared and its
activities integrated in two, likewise fully
reorganised units, one of which is devoted
to the real accounts, while the other is
devoted to the financial accounts, both
including the respective rest-of-the-world
component.

The Balance of Payments Division and
Research Department of the NBB/BNB liaise
closely with one another. The latter was
responsible for compiling the b.o.p., on the
basis of data collected by the BLEI, from 1947
to 1993. The Research Department is still
responsible for analysing data and for
producing estimates for the current year as
well as short-term estimates. It carries out
comparisons with various other types of
statistics, such as the national accounts, and
investigates their coherence.

To ensure: (i) the consistency of the current
accounts of Belgium and Luxembourg with
the current account of the BLEU, on the one
hand; and (ii) the consistency of the external
assets and liabilities of the Luxembourg banks
with their balance sheets as reported to the
BcL, on the other, there is also close co-
operation between the NBB/BNB, the BLEI,
STATEC and the BclL.

3 Statistical system

3.1 Type of collection system
The collection system used to report
statistical data for the b.o.p. is an

“international transactions reporting system
(ITRS) of the closed type” which is based on
the collection of settlements. A system is
said to be closed when all changes in the
external positions of the reporting banks,
taken individually, must be supported by the

The BLEI collects data for the compilation of
both the b.o.p. for the BLEU and the current
accounts of Belgium and Luxembourg (under
the Maastricht Treaty, a separate current
account for each Member State is one of the
secondary criteria to be taken into
consideration with regard to participation in
Economic and Monetary Union (EMU)). These
data are transmitted to the institutions which
are responsible by law for compiling the
b.o.p., namely the NBB/BNB, which is in
charge of the BLEU b.o.p. and the Belgian
current account, and STATEC, which, in co-
operation with the BcL, is responsible for the
current account of Luxembourg. Another task
of the NBB/BNB and the BcL is to collect
data in relation to the international activities
of credit institutions and to report this
information to the Bank for International
Settlements (BIS).

2.5 Users

The national compilers, i.e. the NBB/BNB and
STATEC/the BcL, are responsible both for
reporting to organisations
and for publishing all related
International organisations, such as the ECB,
the International Monetary Fund (IMF),
the Statistical Office of the European
Communities (Eurostat), the Organisation for
Economic Co-operation and Development
(OECD) and the Bank for International
Settlements (BIS), are provided with data on
the BLEU b.o.p.

international
statistics.

reporting of all the flows affecting these
positions. The position at the beginning of
the reporting period plus the transactions
during that period equal the position at the
end of the reporting period. As a
consequence, the statistical reports are self-
balancing statements.

In order to produce a sectoral breakdown of
portfolio investment and other investment
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for the banking sector b.o.p. flows are derived
from the balance sheets of banks.

For some components of the current account
administrative sources are used:

— income of employees — social security
information;

— transactions of the European institutions;
and

— insurance data from the supervisory
authority for insurance companies.

Furthermore, for portfolio investment, some
flow data are adjusted on the basis of specific
statistics from general government. In
addition, for flows of direct investment, some
adjustments are made on the basis of
information taken from specialised media.

Within the framework of the i.i.p., stock data
are used for the banking sector and general
government, as well as stock exchange
information for the adjustment of prices
relating to portfolio investment.

For the reserve assets component of the
b.o.p., as well as for the new international
reserves template and the corresponding i.i.p.
components, data provided directly by the
Accounting Division of the NBB/BNB are
used, together with information provided
directly by the operational unit in charge of
the execution of transactions in these assets.

3.2 Reporting agents

() Banks: These are banks and other financial
institutions, as defined in the Second EU Banking
Directive. Coverage will be extended to include
non-bank institutions in order to cover the
monetary financial institution (MFI) sector. The
“Office des Cheques Postaux”, Belgium, and
the “Comptes Chéques Postaux”, Luxembourg
(CCPL), are assimilated to a credit institution
for b.o.p. reporting purposes. Banks are
required to report all external transactions
undertaken on behalf of their customers and
for their own account, as well as interbank
operations affecting their external positions.

Chapter 4.1 Belgium / Luxembourg

These reports are of the “closed” type and are
established on a daily basis and in the original
currencies. Moreover, they report their assets
and liabilities vis-a-vis non-resident counterparts
on both a monthly and a quarterly basis. Since |
January 1999, data related to the currencies of
countries which now form part of the euro
area have been reported in euro.

(i) Direct respondents: Enterprises have to
report all transactions settled through a
channel other than resident credit institutions
directly to the BLEI. This reporting covers
bank accounts abroad, netting procedures and
current accounts. Some general
respondents (GDRs) (similar to the French
general direct reporting companies, or
DDGs) report directly to the BLEI on all
transactions with non-residents. These
reports are denominated either in the original
currencies or, as from 1999, in euro.

direct

(iii) Monetary authorities: The NBB/BNB and
the Bcl provide data on reserve assets and
other transactions of the monetary
authorities.

Within the framework of the new legislation
in force since 1991, as amended in 1996, the
BLEI is authorised to organise surveys for the
compilation of the b.o.p./i.i.p. At the moment,
three surveys have been developed, namely:

— one on trade credits, which is aimed at
collecting data on the claims and debts
resulting from transactions in goods on a
monthly basis;

— one on foreign direct investment, both in
countries abroad and in the two countries
of the BLEU, which covers stocks and flow
data on equity capital, results, dividends,
loans, interest payments and commercial
credits as well as some other economic
data for
relationship; and

— one on portfolio investment (as from
1997), which is aimed at collecting data on
foreign securities held as investments
either directly by enterprises or in custody
by domestic custodians (for Belgium only).

each direct investment
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Reporting schemefor b.o.p. andi.i.p. data collection for BELGIUM AND

LUXEMBOURG
Target respondent | Nameof reporting | Contents of reporting form Freguency of Timeliness
population (e.g. form reporting (number of daysfor
MFIs, enterprises, submission after the
etc.) end of thereference
period)
MFIs—banks Daily report Flows Daily 5 working days
(répertoire)
Assetg/liabilities Stocks by currency Monthly 11 working days
Assetg/liabilities Stocks by currency and country | Quarterly 11 working days
MFIs—nonbanks | Assetdliabilities Stocks by currency and country | Quarterly 11 working days
Enterprises Accounts abroad Flows and balances Monthly 15 working days
Bilateral netting Flows and balances Monthly 15 working days
Multilateral netting | Flows and balances Monthly 15 working days
DDG Flows and balances Monthly 15 working days
Trade credits survey | Stocks (assets/liabilities) Monthly 15 working days
Banks and FDI survey Stocks and flows Yearly Deadline: 30 June
enterprises
P.l. survey (assets) | Stocks Yearly Deadline: 31 March

3.3 Thresholds

Simplification, justification and identification
thresholds are applied in the BLEI collection
system.

A simplification threshold is applied and set
at EUR 9,000 for both receipts
expenditure. this threshold, no
information is required concerning the nature
of the underlying transaction or the country
of the non-resident counterpart. The lump
sum registered as such is broken down
according to a key based on historical data.
The adjustment key will have to be modified
in the future. The introduction of a survey
for transactions below the threshold is thus
being considered.

and
Below

For transactions above this simplification
threshold, the economic nature of the
transaction and the country of residence of
the counterpart have to be supplied. In
addition, for reports on outgoing payments, a
written justification is required for amounts
in excess of EUR 9,000, given that this
information should be readily available, as

customers have to fill in a payment order for
the bank. In view of the fact that written
justification is far more burdensome in the
case of incoming payments, because the
resident receives the money before the
reporting form is completed, the threshold
for written justification has been raised to
EUR 625,000.

A third threshold of EUR 25,000 is used to
identify the resident payer or payee. The
identification number of the resident
concerned only has to be reported for
payments in excess of this amount.

Above a fourth threshold of EUR 2,500,000,
banks have to identify the resident banking
counterpart for interbank transactions.

3.4  Availability of data

Separate current accounts for Belgium and
Luxembourg were established in 1995.
However, for the purposes of the financial
account, monthly, quarterly and annual data
are only available for the BLEU.
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A complete BLEU b.o.p. (monthly, quarterly
data) is
accordance with most of the major IMF
standard components, together with a full
geographical breakdown. However, the
geographical allocation for some estimates
made at a high level of aggregation has yet to
be determined.

and annual made available in

3.5 Timeliness

The reporting banks have five working days
and || working days within which to submit
their daily reports and their assets and
liabilities statements respectively. Direct
respondents have |5 working days after the
end of the reporting month to submit their
reports. Some adjustments are made to cover
any data missing when direct respondents
are late in sending their reports. A similar
procedure is followed for the banking
statements. This procedure will enable the
NBB/BNB to respect the six-week time-lag
granted by the ECB for the submission of the
monthly key items data.

3.6 Compilation frequency

With regard to publication, the b.o.p. of the
BLEU is currently compiled on a quarterly
basis with a monthly breakdown; however,
for ECB purposes only, a monthly b.o.p. is
also compiled.

3.7 Data controls

Data are checked within the mainframe
environment for validation purposes, as well
as at the technical level, to verify their
content (adequacy, completeness, etc.) and
cohesion. These controls consist in checking,
inter alia, the accuracy of the identification
number and in performing certain cross-
checks (transaction, country and currency
codes). One of the in-house cohesion
controls is aimed at verifying the consistency
of each individual report. Corrections are
made to the individual data stored in the

Chapter 4.1 Belgium / Luxembourg

mainframe. This correction process is closely
monitored using the following files: a file for
basic data, including all accepted data; a file
for correction purposes; and a historical file,
which provides information on the different
stages through which a record passes.

Individual controls are carried out on a
transaction-by-transaction These
controls consist in an evaluation of a selection
of individual transactions, based on ad hoc
criteria for each item, the result of which
may be corrections. Some plausibility analysis
is also carried out for each b.o.p. component
at two levels: by transaction code (time
series) and by respondent (on the basis of its
profile). Systematic comparisons are made
within the Infocentre environment using
external information, such as balance sheets
(a check for the FDI survey) and foreign trade
statistics (a check for the goods item of the
b.o.p.; this is performed on a quarterly basis
for about [,100 enterprises, representing
more than 60% of total import-export
transactions).

basis.

In order to maintain the closed system and
to be able to compile a separate current
account for Belgium and Luxembourg, all
transactions between Belgium and
Luxembourg must be recorded as foreign
payments. However, for capital and financial
flows, the nature of transactions
identified. Current account transactions
(flows) between Belgium and Luxembourg are
thus reported by both countries as part of
the same statistical system, but the data
collected nevertheless show  serious
discrepancies. The BLEI, the NBB/BNB,
STATEC and the Bcl are co-operating closely
to minimise such discrepancies.

is not

3.8 Revision policy

Data revision is a continuous process.
Individual records can be updated on a daily
basis. These updates can be tracked in detail
via historical files. Aggregated data for

dissemination are currently revised as follows.
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Monthly figures are produced within six
weeks, in order to fulfil the requirements of
the ECB. The revision process is carried out
at a quarterly and an annual frequency. The
revision of a year or a quarter involves the
revision of every month concerned.

Month Quarter Y ear
M + 6 weeks Q+3M Y +3M
Q+ 6M Y + 9M
Y + 15M

The time periods given for reporting are as
from the end of the month, quarter or year
concerned.

3.9 Publication

The current national presentation of the
BLEU b.o.p. and of the separate current
accounts of Belgium and Luxembourg are, in
principle, in line with the IMF Balance of
Payments Manual (5th edition) or BPM5.

4 Monthly key items

4.1 Awvailability of monthly key items

The monthly key items are available within
the six-week time period; however, these
data have a lower degree of reliability and
coverage and are completed using estimates
for certain missing respondents.

Monthly b.o.p. statistics (flows) are published
in the quarterly bulletin on a transaction basis,
together with a limited sectoral breakdown
(in accordance with the BPM5).

The level of the reporting provided by banks
in the field of both flow and stock data is
satisfactory considering the
deadline.

six  weeks’

Only a technical incident that prevents any data
delivery initiates a significant problem in
coverage when it affects a major bank. In that
case, some adjustment of the statistics may be
made if one of both types of data is available.

Publication takes place on a quarterly basis
and includes monthly data.

The titles of publications produced by the
NBB/BNB, STATEC and the BcL are listed in
Sub-section 13.1.

The figures for the BLEU b.o.p. and for the
current account for Belgium are available on
the NBB/BNB’s website (www.nbb.be). The
Luxembourg current account data can be
found on STATEC’s website (www.statec.lu).

The main internal users of the b.o.p./i.i.p.
data are the Research Department and the
Statistical Department; banks, ministries,
professional associations, embassies,
universities and students are regular external
users.

As Belgium participates in the Special Data
Dissemination Standards (SDDS) system, the
release data for b.o.p./i.i.p. and reserve assets
are published in advance.

For direct reporting, the coverage within the
six weeks’ deadline may be problematic. For
that the missing data are
systematically supplied on the basis of the
data for the same period of the year before.
This procedure is only applied to the
selection of direct respondents with regard
to which the transmission of data is
considered compulsory. The data
incorporated in this way are adjusted for
outliers, especially in direct investment.

reason,

4.2 Estimation methods for monthly
key items

4.2.1 For goods

The goods item is computed on a transaction

basis, in line with the preliminary results of an

ad hoc survey on trade credits. Before

September 2001, the goods item was based on
the settlement figures, registered via the ITRS,
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which were adjusted in order to take account
of the results of the survey. From September
2001 onwards, trade statistics are used for the
“goods” component of the b.o.p. These trade
statistics are not taken over as such, but are
adjusted, possibly in combination with the
information collected via the ITRS, in order to
adapt them to BPM5. No estimates are made in
the event of missing data. Furthermore, there is
no valuation of the imports on a f.o.b. basis.
The value remains purely on an invoice basis.
No seasonal adjustment is made.

The geographical breakdown refers to the
country of the counterpart to the settlement;
these data probably closely reflect the
country of origin/destination. Within this
framework, it is indeed possible to identify,
in the same way, the transactions with the
countries not yet participating in EMU.

The goods item is revised — as are all items —
in accordance with the general revision
calendar (see Sub-section 3.8.). B.o.p. data
have been almost compliant with BPM5
standards since 1995. Owing to the data
sources used at present and the related
registration procedures, the b.o.p. general
merchandise item is near to the concept of
“general trade”, because goods stored in
bonded warehouses are registered as imports
and vice versa for goods removed from
storage in bonded warehouses.

The treatment and geographical breakdown
of military goods is the same as that of other
transactions on goods.

Transactions under special Community
programmes (Satellite, Airbus and others) are
reported via the ITRS, thus with the
traditional geographical breakdown

(counterpart in the transaction).

For imports, the adjustment from c.i.f. to
f.o.b. will be 2002 when
information on Incoterms' in trade statistics
will come available from a sample of X/M
active companies.

realised in

| Terminology of delivery conditions (e.g. f.o.b, c.if).
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4.2.2 For services

Financial services are included on the basis of
the settlement system plus estimates for
commissions and administration fees on
collective investment funds (Clls).

4.2.3 For investment income

The BLEU data collection system for
investment income, which is based on
settlement, does not provide the necessary
data for the immediate breakdown between
intra-euro area and extra-euro area flows.
Therefore, the BLEU contribution to euro
area investment income is the result of
estimating:

(i) the amount of the global investment
income of BLEU; and

(ii) the split between intra-euro area and
extra-euro area income;

(iii) the calculation of intra-BLEU estimates
which are deducted from the intra-euro
area part.

With regard to (i), global investment income
flows are calculated on the basis of the i.i.p.
stocks for the main items of the i.i.p. This
outcome is adjusted a posteriori on a yearly
basis in
accounts. An average return is defined for
the major components on a yearly basis,
except for the short-term instruments where
a quarterly update of the return is applied to
the stock data for the previous year; this is
then compared with the results of the same
process for the stock data of the year before.
In order to obtain monthly figures and assess
cohesion through time, the annual figure is
divided by 12 in accordance with a seasonal
profile that is different for dividends of shares
and for the other types of investment income.
The result is a very rough proxy of accruals.
The breakdown by sub-component is available
for the main items: direct, portfolio and other
investment. Reinvested earnings are estimated
and have been included since September 2001
(for data since 1995).

accordance with the national
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With regard to (ii), the split between
investment income on euro area assets and
non-euro area assets is based on an estimate
referring to the available geographical split
for MFI stock data and to the last available
results of the yearly portfolio investment
survey for the non-MFl sector.

With regard to (iii); the estimate of the intra-
BLEU income ratio is made using the same
basic data as for item (ii).

The revision process is limited to a first
revision which takes place when the i.i.p. for
the following year becomes available and to a
final update in order to align the b.o.p. income
components and the national accounts
income components.

4.2.4 For direct investment

The procedure for estimating reinvested earnings
is based on various sources available to the
National Bank of Belgium, namely the structural
survey and the survey of foreign directinvestment,
both of which are annual surveys covering a
different sample of enterprises. The procedure
aims to fix the rate of reinvested earnings to be
applied to the total figure for direct investment.

5 Investment income
5.1 Specific features of data collection
5.1.1 General

As a consequence of the way in which incomes
are computed (see Sub-section 4.2.3), no specific
bias towards the under-recording of credits
is observed. Nevertheless, in the ITRS a
phenomenon of under-recording does appear,
owing to the lack of a breakdown, at maturity
date, between income and capital.

Estimates are produced for the breakdown
of portfolio investment income into that on
intra-euro area assets and that on extra-euro
area assets (see Sub-section 4.2.3).

4.2.5 For portfolio investment

The figures are based on the settlement data
ITRS. These data are
nevertheless adjusted for the banking sector
on the basis of its assets/liabilities data, and
for the general government sector on the
basis of ad hoc statistics related to short and
long-term securities.

collected via the

Until now, interest is not accrued, whether
for monthly, quarterly or annual data.

4.2.6 For financial derivatives

For financial derivatives and other investment,
no specific estimates are made. The available
data are taken from the ITRS, in which ad
hoc transaction codes are identified in order
to isolate those components. No further
adjustments are that
derivatives fulfil the required methodology
for options and futures.

made to ensure

4.2.7 For other investment

See Sub-section 4.2.5 above.

By virtue of the compilation method, the data are
not adjusted further or reconciled in relation to
the different frequencies or stages of publication.

The geographical allocation refers initially to
the country of settlement, both for the debits
and the credits. The same breakdown is available
for historical data. The sole exception to this
allocation principle relates to the income
derived from the banking sector’s assets, where
the debtor principle can be applied.

5.1.2 Income on direct investment

Reinvested earningshave been included since
September 2001 (for data since 1995). The
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estimate of dividends is based on the
calculation of gross dividend yields for the
major partner countries applied to existing
stocks of equity capital.

5.1.3 Income on portfolio investment

For both equity and bonds/notes, income is
calculated on the basis of stock data (see Sub-
section 4.2.3). The estimate of dividends is based
on the calculation of gross dividend yields for
the major partner countries applied to existing
stocks of equity capital. For debt instruments,
rates by major currencies are used. For money
market instruments, in the estimate of the
current year data, an adjustment of the reference
rates is made each quarter. Taking into account
the calculation process, all instruments are
treated in the same way, i.e. there is no specific
treatment for different kinds of bonds (e.g. zero-
coupon bonds or indexed bonds).

The result of the calculation procedure is the
production of an overall estimate of portfolio
income that can be considered a first proxy
of income.

An estimate of the breakdown into income
on intra-euro area assets and income on
extra-euro area assets is made (see Sub-
section 4.2.2).

Income on collective investment institutions
(Clls) is compiled on the basis of the i.i.p., in
line with the procedure of other types of
income (see Sub-section 4.2.3).

5.1.4 Income on other investment

For the loans and deposits components of
other investment, income is computed in the
same way as for direct investment and
portfolio investment, i.e. on the basis of the
i.i.p.-related components. These items cover
assets and liabilities of both individuals and
enterprises. Furthermore, certain income
transactions are not registered, such as
income on trade credits and the
share in financial leasing.

interest

Chapter 4.1 Belgium / Luxembourg

Since 1999, the income on reserve assets has
been based on data provided by the
Accounting Division of the NBB/BNB.

5.2 Definitions

Definitions are in line with the BPM5, except
for the deviations set out in Sub-section 5.3.
Since 1999 all financial derivatives have been
treated as such, including those on interest
rates, so that income on derivatives is no
longer included in the income account.
Dividends are recorded as of the date they
are payable.

5.3  Deviations from agreed definitions

Income on debt between related enterprises
is limited to loans and deposits, while income
on trade credits is recorded as income on
other investment.

A further deviation relates to income on
bonds and notes between affiliates, which is
recorded as portfolio investment income
since the underlying transactions in the
financial account cannot be recognised as
direct investment transactions.

5.4 Gaps

None.

5.5 Intended harmonisation

For direct investment earnings, with regard
to the registration of reinvested earnings, a
calculation procedure will be developed in
line with the ECB recommendations, referring
to the all-inclusive approach, because the
information needed to isolate the operating
profit is not available.

With regard to income on portfolio
investment, improvements will be made when
the i.i.p. is computed in more detail (basic

data will be broken down security-by-
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security). In that context, a more appropriate
estimate of the income would be possible for
specific individual instruments, and on a full
accruals basis.

6 Capital account

6.1 Specific features of data collection

Part of the general reporting system (see
3.2). No other
information is used.

Sub-section source of

6.2 Definition

In principle, the definition of the capital
account is in accordance with the BPM5 and
the harmonisation proposals made by the
ECB’s Working Group on Balance of
Payments and External Reserves Statistics and
its predecessor. The distinction between
current and capital transfers is made by using
different transaction codes in the collecting
system, in line with the BPMS5 criteria.

6.3  Deviations from agreed definitions

None.
7 Direct investment
7.1 Specific features of data collection

At present, direct investment in the b.o.p. is
computed on the basis of the information
collected via the ITRS, where specific
transaction codes are used, thus also
providing a breakdown between euro area
assets and  non-euro assets.
Furthermore, the data from the ITRS are
compared with the banking statistics — in
order to improve the quality of the data for
the banking sector — and with balance sheet

data and media information with a view to

area

increasing coverage and quality.

5.6 Estimation methods

The methods and data sources used to compile
quarterly data are identical to those used for
monthly data. The quarterly data are produced
from a summary of monthly data.

6.4 Gaps

The component “other capital transfers” is
covered only partially and the quality of the
available information needs to be permanently
checked.

Moreover, the component “debt forgiveness”
is poorly covered. An expansion of its
coverage is under investigation.

6.5 Intended harmonisation

For debt forgiveness, potential sources are
to be contacted, such as individual banks,
government or the Office du Ducroire, a
public insurance company which provides
payment guarantees for Belgian exporters.

Geographical allocation is based, in principle,
on the country of settlement. However, in
order to identify the split between intra-euro
area and extra-euro area transactions,
reporting agents are requested to take the
residency of the actual issuers into account.

A yearly survey is organised on foreign direct
investment abroad and in the reporting
economy. Here, the debtor/creditor principle
is fully applied, with the information being
collected for each individual direct investment
relationship. In the event of a change of
ownership of a resident company from a non-
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resident to another non-resident direct
investor being revealed by the survey, the
change is recorded in the FDI stocks, but not
in the corresponding b.o.p. flows.

Transactions on equity capital made without
any settlement are registered directly by the
b.o.p. compilers. The valuation of those
transactions is based on official publications,
if available (prospectus legally compulsory
when transaction is public), specialised media
information and stock exchange data.

B.o.p. figures are adjusted on the basis of the
direct investment survey. Any improvement
made at the level of coverage of direct
investment statistics will cause problems in
relation to historical data. Currently no
backward adjustments are planned.

As a consequence of the full application of
the rule that all transactions between affiliated
enterprises should be recorded under direct
investment, the transactions effected by the
co-ordination centres in Belgium and the
holdings in Luxembourg have considerably
inflated the data for direct investment.

Direct investment transactions settled
through an exchange of shares are recorded
at the time when the exchange of shares
takes place.

Valuation of transactions settled through an
exchange of shares is based on the official
estimates of the market price published by
the parties involved.

7.2 Definition

In principle, Belgium/Luxembourg plans to
comply with the recommendations of the
BPM5 and the harmonisation proposals made
by the ECB’s Working Group on Balance of
Payments and External Reserves Statistics and
its predecessor.

The definitions of the different concepts used

in direct investment statistics are in line with
the BPM5 and the OECD Benchmark

Chapter 4.1 Belgium / Luxembourg

(threshold of 10% ownership, direct investor,
direct investment enterprise, direct and
indirect relationship).

All cross-border transactions in real estate
are covered.

Special purpose entities are considered to be
ordinary enterprises, regardless of the type
of transactions in which they engage.

As a result, even inter-company transactions
of financing-oriented SPE’s are included in
direct investment statistics. The transactions
with related banks, such as loans and deposits,
are
statistics.

excluded from direct investment

For equity capital, the main information is
based on the related settlements. Those data
are completed, in some cases, by using
information from specialised newspapers or
other documentary sources, or by using the
direct investment survey results, in order to
adjust the equity capital item for transactions
carried out without any settlement.

On the basis of an ongoing evaluation of
major financial flows registered as shares in
portfolio investment, a fraction of these
transactions are reclassified as direct
investment if they fulfil the ad hoc criteria.

Loans are included regardless of their
maturity, and even cash management
transactions are covered as far as possible.

The off-setting entries for reinvested earnings
are included.

7.3  Deviations from agreed definitions

The allocation of FDI in the reporting
economy is based on a strict assets/liabilities
principle and not on the directional one. An
adequate method based on the use of a
reference register to reallocate the individual
transactions is still being analysed.
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Adequate methods of implementation are under
development. Furthermore,
between related enterprises and in respect of
issues of bonds and notes between related
enterprises are not included in direct
investment, but in other investment and
portfolio investment respectively. Transactions
in financial derivatives between affiliates are not
included in direct investment. All transactions
between related banks or between related
financial institutions, except those relating to
equity capital, are recorded as other investment
of portfolio investment, rather than as direct
investment. The direct investment survey will
make it possible to adjust the trade credits item
in the near future, once coverage is sufficient.

trade credits

7.4 Gaps

None.

8 Portfolio investment

8.1 Specific features of data collection

The source for data collection on portfolio
transactions is the ITRS (settlement data). The
codification used for these transactions is based
on a classification by instrument, by country of
issuer (Belgium/Luxembourg, euro area or non-
euro area) and by maturity (up to one year or
more than one year). The euro area/non-euro
area split has been produced since mid-1998,
but it is not possible to calculate this split for
historical data.

The geographical allocation on the liabilities
side follows the transactor principle (first
counterpart of the settlement) in full. For the
assets side, two types of information are
available: the first counterpart, as in the case
of liabilities, and the issuer in an aggregated
way (euro area/non-euro area split).

For the MFI sector, flows are derived from
the available stock data where the allocation

7.5 Intended harmonisation

The survey conducted covers not only direct
investment flows and stocks, but also other
components (earnings, reinvested earnings
and distributed earnings, as well as income
on debt and Foreign Affiliated Trade Statistics
(FATS)). The survey
reconciliation purposes. The
obtained from the survey is expected to
rectify most of the deviations and fill the gaps
mentioned, with the exception of transactions
in bonds between affiliates. Corrections on
flows are made on the basis of the survey
results, except for trade credits and bonds.

is also useful for
information

7.6 Estimation methods

The information content of the quarterly data
is similar to that of the monthly data. No
specific estimates are made.

is made by country of issuer (quarterly) for
assets and by country of first holder for
liabilities.

For the general government sub-component,
data derived from an ad hoc survey on the
holdings of securities issued by the central
government are used to revise the original
information collected via the ITRS.

An ISIN-based collection system is not
possible at present (see also Sub-section 8.5).

There is no separate reporting system for
the transactions settled through financial
centres, custodians, etc.: they have to report
within the framework of the ITRS. Within
the Belgian-Luxembourg Economic Union
(BLEU) important clearing houses
operate, namely Euroclear and Clearstream.
A large number of transactions passes
through these clearing houses. When they
act as custodians, they intervene in the

two
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transactions as counterpart for both sides of
the transaction; this should theoretically
result in large flows with other countries and
should have a impact on the
geographical allocation in a number of
countries as well. However, in the national
presentation of the b.o.p.,, without the
geographical breakdown, those transactions
relating to the role of Clearstream and
Euroclear as
residents are neutralised.

serious

intermediaries between non-

Finally, trading in loan portfolio (securitisation
of loans) is portfolio
investment.

classified under

8.2 Definition

In principle, Belgium/Luxembourg plans to
comply with the recommendations of the
BPM5 and the harmonisation proposals made
by the ECB’s Working Group on Balance of
Payments and External Reserves Statistics and
its predecessor.

For securities, the split between domestic
and foreign securities is available, with a
further breakdown into euro area/non-euro
area assets and liabilities.

The collection system provides a single
maturity breakdown; over one year (long-
term) and up to one year (short-term). For
long-term securities, a distinction is made
between equities and bonds; for short-term
securities — money market instruments —
there is no further breakdown by instrument.
Only for domestic issues have separate codes
been created for government and other
issues.

In principle, income, commissions, charges
and fees on portfolio transactions should be
recorded separately in the collection system;
where this is not the case, however, these
items are included in the settlement amount
for the portfolio transaction.

As yet no offsetting entries are made for
accrued interest.

Chapter 4.1 Belgium / Luxembourg

8.3  Deviations from agreed definitions
In general terms, data for portfolio
investment can be considered to be reliable,
although there are some areas in which there
is still some progress to be made.

Another  deviation is the problem
encountered when applying the valuation
principle to the market value: the recorded
value is the payment value. Nevertheless, this
should be a good proxy for the market value.
Transactions in bonds between affiliated
enterprises are recorded under portfolio
investment and not under direct investment
(see Sub-section 7.3).

8.4 Gaps

None.

8.5 Intended harmonisation

The ISIN codes have not been used so far, as
the current collection system does not allow
ISIN numbers to be included in the reports.
Nevertheless, the use of ISIN codes and the
integration of these in the actual collection
system (in a parallel circuit) will be studied in
the near future.

The codification used for portfolio
transactions is based on a classification by
instrument, by country of issuer (Belgium,
Luxembourg, euro area or non-euro area)
and by maturity (short-term or long-term).

8.6  Estimation methods
Some estimates based on time series analysis

are made for missing data and lead to some
adjustments, if necessary.
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9 Financial derivatives

9.1 Specific features of data collection

With regard to financial derivatives, the BLEI
has modified the nomenclature and codes for
derivatives in order to distinguish between
the option type and others (forward, interest
and currency swaps, and futures). For the
former, a supplementary breakdown has been
introduced in order to produce a split
between assets and liabilities according to
the issuer.

The geographical counterpart is the
counterpart in the transaction, because the
counterpart is usually the market itself in the
case of organised markets.

9.2 Definitions

The definitions used for the instruments are
in line with the BPM5. Nevertheless, no
distinction is made by type of margin; all are
included in financial derivatives.

10 Other investment

10.1 Specific features of data collection
is based on the assets and
liabilities data of the banking sector (to be
extended to the MFIl non-banks) for the MFI
sector, and on the general collection system

Information

for the other sectors.

Data for trade credits are covered by a
monthly survey, from which a sectoral
breakdown can be obtained. The survey
provides month-end information on assets
and liabilities related to transactions on goods
for 1,500 companies.

For the banking sector and the MFl-non bank
sector (as from mid-1999) the flow data are
derived from stock data (contained in their
reporting). There is an

balance sheet

9.3 Deviations from agreed definitions

The NBB/BNB with  the
recommendations of the BPM5 and the
harmonisation proposals made by the
Working Group on Balance of Payment and
External Reserves (the former Task Force on
Financial Flows and Stocks).

complies

All types of margin are included in financial
derivatives.

9.4 Gaps

None.

9.5 Intended harmonisation

None.

9.6 Estimation methods

None.

instrumental split between loans and deposits,
and a sectoral breakdown is also available.
The geographical breakdown can be provided,
as well as a maturity split (based on the initial
maturity of up to one year or more than one
year). All these breakdowns are available for
all periods (monthly, quarterly and annually).
These breakdowns can also be supplied for
historical data.

The breakdown into extra-euro area and
intra-euro area bop flows are derived from
the geographical breakdown available in the
balance sheets of the MFls for both assets
and liabilities.

The transactions settled via TARGET are
registered by the intervening MFls in the same
way as other cross-border settlements. In
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the organisation of the reporting procedures,
the NBB/BNB or the Bcl, as the operator of
TARGET, is considered to be a second
intervening MFI. As a result,
transactions are registered between the NBB/
BNB or the BcL and the domestic MFI that
intervenes for the resident counterpart, using
neutral codes.

interbank

10.2 Definition

In principle, Belgium/Luxembourg plans to
comply with the recommendations of the
BPM5 and the harmonisation proposals made
by the ECB’s Working Group on Balance of
Payments and External Reserves Statistics and
its predecessor.

Repo transactions are included in other
investment, where they are recorded as loans.
This instrument, which is used by the banking
sector, is very important; it accounts for
more than 60% of transactions in Belgian
government issues and around 30-40% of
operations settled by Euroclear. Most of
genuine
although sale and buy-back transactions also
occur. By contrast, bond lending is not very
well-developed. Trading in loan portfolios
does take place, but is not yet very significant;
it is treated as portfolio transactions.

these transactions are repos,

Variations on short-term claims and liabilities
between affiliated companies are classified
under the direct investment component.

11 Reserve assets

I1.1 Specific features of data collection

Part of the general reporting system (see
Sub-section 3.2).
11.2 Definition

The information is obtained from the

Accounting Department, where no problems

Chapter 4.1 Belgium / Luxembourg

Transactions in banknotes and coins are
registered in this b.o.p. only when they
involve a movement on a banking account.

10.3 Deviations from agreed definitions

Trade credits between affiliated enterprises
are currently recorded under the other
not under the direct

investment and

investment item (see Sub-section 7.3).

Loans and deposits between affiliated MFls
affiliated
institutions as well as loans and deposits
between MFIs and related enterprises are
recorded under other investment.

or between other financial

10.4 Gaps
None.
10.5 Intended harmonisation

The direct investment survey will be used to

record trade credits between affiliated

enterprises under direct investment.

10.6 Estimation methods

Some estimates based on time series analysis
are made for missing data and may lead to
some adjustments, if necessary.

relating to confidentiality are encountered in
providing breakdowns.

Financial derivatives are recorded on a net
Embedded financial derivatives are
together with the underlying
financial instruments and are not recorded
and valued separately.

basis.
recorded
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All transactions in reserve assets are
registered at market price and converted into
euro using the market exchange rates at the

time of the transaction.

11.3 Deviations from agreed definitions

No significant deviations.

11.4 Gaps
Data availability does not pose a problem.

The instrumental breakdown is not currently
available.

I11.5 Intended harmonisation

None.

12 International investment position

12.1 Specific features of data collection
The production of an i.i.p. within nine months
implies that many data are of a very
provisional nature. As long as items are
produced by the accumulation of flows, the
time available is not an obstacle.
Nevertheless, with a view to including the
results of stock data from ad hoc surveys,
the period of nine months is too short,
considering that it takes almost this long to
collect the data; for direct investment stocks,
for instance, a minimum of |2 months is

needed to produce a first set of reliable data.

At present the following sources are used to
compile the i.i.p. data:

(i) stocks:

— banking portfolio
(equities, long-term debt instruments and
money market instruments) and other
investment (short-term and long-term
loans and deposits);

— general government: portfolio investment

sector: investment

(government bonds) and other investment;
— monetary authorities (reserve assets and
other assets);

(i) flows:
— banking sector: direct investment;
— other sectors: all items.

The coverage is currently slightly different
for general government, where the stock data
which are used for other investment are not
fully in line with the similar flow data used in

the b.o.p. The concepts are identical in both
the i.i.p. and the b.o.p. financial account. As a
result, the same weaknesses and gaps can be
identified.

Although the IMF Co-ordinated Portfolio
Investment Survey is operational in Belgium,
the data provided are not yet used in the
i.i.p. Luxembourg did not participate in the
1997 IMF Co-ordinated Portfolio Investment
Survey and is not in a position to conduct
this survey on a regular basis. Considering
the fact that the survey is repeated each year
in Belgium, the data will be incorporated in
the i.i.p., at the latest in 2004. Nevertheless,
as the response time is in theory set at six
months, the results of the survey will only be
used in a revised version of the corresponding

i.i.p.

The breakdowns by sector and by instrument
are based on the data sources. With the
exception of the banking sector’s assets, no
euro area/non-euro area breakdown s
possible for stock data unless the survey
results are used. Moreover, even if the survey
results were used, these would cover only
the assets side.

Price changes are applied to equity capital
and shares, using specific stock exchange
indexes for the main currencies. A reference
to the country is not possible owing to the
lack of reliable information at present.
Different procedures are applied to quoted
and unquoted
investment, a price adjustment is made by

shares. For real estate
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reference to a domestic index of real estate
prices.

Exchange rate changes are calculated on the
basis of the data available on foreign
currencies. The conversion is calculated using
the end-of-year rate by currency, so that the
stocks for the previous year are estimated at
current rates. The transactions are computed
using the monthly average rate for the month
of registration. The valuation is based on:

— the book value: banking sector (portfolio
investment, where — for the trading
portfolio — the book value is mostly based
on the marked- to-market value of liquid
assets, and other investment);

— the nominal value: general government
(portfolio investment); and

— a proxy of the market value: other sectors
(portfolio investment).

For the banking sector, equities are adjusted
to a proxy of the market value in a similar
way to the other sectors by applying a stock
market index evaluation rate. For all other
items, applied to the
registered accumulated flows.

the valuation is

There are no plans at present to produce
quarterly data.

The results of the yearly FDI survey are not
included in the i.i.p. Nevertheless, they may be
used to make some adjustments. Further, the
information included in the survey should make
it possible in the near future to compile a first
proxy of the reinvested earnings component.

A fully updated methodology and processing
is under development, to become fully
operational in 2002.

12.2 Definitions

12.2.1 General

The definitions for the i.i.p. items refer to

the BPMS5, as do the definitions for the
respective b.o.p. items.
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The reconciliation process is based either on
stocks or on the accumulation of flows,
depending on the item concerned.

12.2.2 Direct investment

As for the b.o.p., the directional principle is
not applied and reinvested earnings are not
calculated.

12.2.3 Portfolio investment

For discounted instruments the discounted
value is usually taken into account, so that
the difference in relation to the purchase
price is included in the i.i.p.

12.2.4 Financial derivatives

There is no recording of financial derivatives
on a gross basis. Financial derivatives are
computed on the basis of accumulated flows;
therefore, no valuation of market prices is
carried out for the resulting stocks.

12.2.5 Other investment

See Sub-section 12.2.1.

12.2.6 Reserve assets

Stocks of reserve assets are compiled in co-
operation with the Accounting Division of
the NBB/BNB.

12.3 Deviations from agreed definitions

See the b.o.p. financial account.

12.4 Gaps

See the b.o.p. financial account.
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12.5 Intended harmonisation

See the b.o.p. financial account.

I3 Administration

13.1 Titles of publications

Nationale Bank van Belgié/Banque Nationale
de Belgique:

Annual Report

Statistical Bulletin (quarterly)

A specific b.o.p. publication will be available
in due course, at six-months’ frequency.

Banque centrale du Luxembourg (BcL):
Annual report
Bulletin (quarterly)

STATEC:

Bulletin

“Note de conjoncture” (quarterly)
“Annuaire statistique” (annual)
Web site: www.statec.lu

13.2 Contributors

This country information was drafted by the
ECB’s Balance of Payments Statistics and

12.6 Estimation methods

None.

External Reserves Division and subsequently
amended and agreed with Belgium/
Luxembourg. Enquiries of a general nature
should be addressed to the Press Division of
the ECB. Enquiries specific to Belgium/
Luxembourg should be addressed to:

Mr. Guido Melis

Banque Nationale de Belgique
Boulevard de Berlaimont 14
B - 1000 BRUXELLES
Belgium

Tel.: (0032) 2 221 2170
Fax: (0032) 2 221 3144

Mr. Germain Stammet

Banque centrale du Luxembourg
Boulevard Royal 2

L - 2983 LUXEMBOURG
Luxembourg

Tel.: (00352) 47 74 4279
Fax: (00352) 47 74 4920
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Chapter 4.2 Denmark

2 Institutional aspects

2.1 Introduction

Responsibility for the collection and
compilation of balance of payments (b.o.p.)
statistics is shared between Statistics
Denmark Nationalbank.
Statistics Denmark is the official compiler of
the Danish b.o.p. Danmarks Nationalbank
collects all settlement data and is responsible
for defining the regulations for and processing
the reports on all payments to and from other
countries. In addition, it collects, compiles
and analyses
investment position (i.i.p.), direct investment
and other external assets and liabilities.

and Danmarks

data on the international

In the past, the collection and compilation of
Danish  b.o.p. partly
determined by foreign exchange regulations.
Since Denmark’s accession to the European
Union (EU) in 1972, there has been a gradual
liberalisation of exchange controls. The
exchange controls in Denmark were totally
abolished in 1988.

statistics were

Since the impact of external transactions on
the Danish economy is considerable, monthly
b.o.p. statistics are seen as an essential
ingredient of general economic policy. A new
b.o.p. collection and compilation system was
implemented during 1998 in order to improve
the quality of b.o.p. statistics and to comply
with international standards.

2.2 Legislative provisions

The legislative provisions for the collection of
b.o.p. statistics in Denmark are laid down in the
“Executive Orders on Foreign Exchange
Regulations” by the Ministry of Economic Affairs.
The system in place is based on the “Executive
Order on Foreign Exchange Regulations” issued
on |l July 1994. The detailed regulations,
reporting forms, etc. for b.o.p. statistics are
based on Danmarks Nationalbank’s
“Udlandsbetalinger-Indberetningsforskrifter”  of
October 1998.

23 Internal organisation

(i) Statistics Denmark

The Balance of Payments Section of Statistics
Denmark is part of the national accounts
office.

(i) Danmarks Nationalbank

Within  the Statistics Department of
Danmarks Nationalbank, 25 staff members
are involved in b.o.p. and i.i.p. statistics.

2.4 External co-operation

Statistics Denmark and Danmarks
Nationalbank liaise with one another on the
compilation of data for the current account
and, in particular, the trade in goods items.
For purposes of producing current account
data, external trade statistics (transactions-
based data compiled by Statistics Denmark),
replace payments on trade in goods and the
difference between the settlement date and
the date
reporting (change in trade credits) are taken
into account for the compilation of the
current account. In addition there is an
ongoing comparison at enterprise level
between the reporting for the external trade
statistics and the settlement statistics of
Danmarks Nationalbank, as well as an ongoing
comparison between the reporting for the
national accounts and the settlement
statistics. This comparison improves the
compatibility of the two statistics, in general,
and the settlement statistics on transactions
without payments (setoff
transactions) and on payments on
merchanting, in particular.

transaction from settlement

effective

Financial institutions are important external
contacts. They are the main providers of
settlement data, as well as users of b.o.p. and
i.i.p. statistics. For these reasons, Danmarks
Nationalbank maintains close and continuous
contacts with these institutions.
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At the international level, b.o.p. and i.i.p
statistics are discussed with other central
banks, particularly those in the Scandinavian
countries.

2.5 Users

Data on b.o.p. statistics, the i.i.p. and direct

investment are sent to the European

3 Statistical system

3.1 Type of collection system

During 1998 (April and October) Danmarks
Nationalbank launched a new reporting
system for payment and settlement statistics.
The new reporting system is a ticket-based
closed system in which all transactions that
change an individual bank’s external position
are reported.

of two
Almost all

The reporting system consists
different collection systems.
transactions concerning portfolio investment
(i.e. trading as well as yield/redemption
instalments) are automatically reported by
the banks without their customers being
contacted. These reports are made in what is
called the “securities system”. Recording is
carried out transaction-by-transaction. The
values of the transactions in securities are
split into the value of the security, accrued
interest, forward premium and charges, fees,
commissions, etc.

All kind of transactions which change an
individual bank’s position are
reported in the “transfer system”.
Transactions are registered automatically on
the basis of the bookkeeping and information
is exchanged between the banks indicating
the residence status of the owner of the
debited
customers (non-banks) are involved in the
transaction, they are required to inform the
bank of the purpose of payment and the
country of the non-resident counterpart. This
information is collected through home

external

account. Whenever resident

Chapter 4.2 Denmark

Commission (Eurostat), the ECB, the
Organisation for Economic Co-operation and
Development (OECD) and the International
Monetary Fund (IMF). Domestically, the data
are forwarded to Statistics Denmark, the
Ministry of Finance and the Ministry of
Economic Affairs. Data on International
Banking Statistics are sent to the Bank for
International Settlements (BIS).

banking links or via other means of
communication between the bank and the
customer. The purpose of payment is
forwarded to Danmarks Nationalbank as a
four-digit code or as a one-digit code with a

supplementary text.
PP Y

When Danish enterprises and households
hold accounts abroad, each transaction is
reported directly to Danmarks Nationalbank
if the gross transactions exceed DKK 5
million (EUR 700,000) on a quarterly basis.
For holders of accounts abroad who use
those accounts almost solely for collecting
revenue on exports, the threshold for direct
reporting might be higher. Holders of
accounts abroad are asked to reply to a
monthly questionnaire on these payments. In
addition, reporting on
transactions that are settled as net payments
or without effective payment (set-off
transactions). Typically, these respondents
have affiliates abroad.

there is direct

The main features of the reporting system
are described in more detail in Danmarks
Nationalbank’s “Monetary Review”, 2™
quarter 1999.

The MFIs’ and Danmarks Nationalbank’s own
transactions
from changes in the relevant balance sheet
items. This means that MFIs’ and Danmarks
Nationalbank’s own transactions are
measured net. Changes in stocks in Danmarks
Nationalbank’s
transactions at the market prices at the time

in financial items are derived

balance  sheet reflect
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of the transactions. The MFIs’ financial
transactions are derived from stocks at
market value adjusted for price changes,
exchange rate changes and other changes. As
a result, the flow data are in accordance with
the recommendations of the ECB and
International Monetary Fund (IMF).These
comments are relevant for understanding the
description given later on flow data for MFls
(Sub-section 4) and Danmarks Nationalbank
(Sub-section 11).

For supervisory and other purposes, another
set of accounting rules apply to banks and
Danmarks Nationalbank. The balance sheet
items are valued at market prices as at the
end of the period. This other set of data is
used for drawing up the i.i.p.

3.2 Reporting agents

Banks report all relevant payments handled
by the banking sector. Today, about 70 banks
are reporting settlements on behalf of

customers and for their own account.

Other residents report payments via accounts

held abroad as well as setoff/netting
transactions directly to Danmarks
Nationalbank. For the time being,
approximately 430  residents  report

transactions via accounts held abroad directly
to Danmarks Nationalbank on a monthly basis
and 150 residents report set-off/netting
transactions.

3.3 Thresholds

Most payments related to securities
transactions are reported in the securities
system regardless of any threshold.

In the transfer system other payments in
excess of DKK 100,000 (EUR 13.400) are
reported individually, with information on the
purpose of the payment, including the
economic code, and the identification of the
resident ordering customer/beneficiary.
Payments of less than DKK 100,000 are

reported on a monthly basis, without
information on the purpose of the payment

or customer identification.

Payments related to transactions in which
the banks themselves take part are reported
regardless of any threshold. These
transactions are reported in aggregate form,
so that the purpose of the payment and
country codes is preserved.

Transactions via accounts held abroad are
reported directly to Danmarks Nationalbank
by the reporting agents, regardless of any
threshold.

3.4  Availability of data

Statistics Denmark and Danmarks
Nationalbank compile b.o.p. data which have,
since January 1997 for monthly data and as
from the first quarter of 1997 for quarterly
and annual data, to a large extent been in line
with the harmonisation proposals agreed
within the former Task Force on Financial

Flows and Stocks.

3.5 Timeliness

Settlement data are published on a Thursday
approximately 30 working days after the end
of the reporting period. Flash data for trade
in goods are released the day before.
Transaction-based data are transmitted to
ECB after 30 working days. They are
confidential until the data on trade in goods
are released.

3.6 Compilation frequency

The Danish b.o.p. is compiled on a monthly

basis.

3.7 Data controls

The new reporting system facilitates several
types of data control.
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Table |

Reporting schemefor b. 0. p. andi.i. p. data collection for DENMARK

Target respondent | Nameof reporting Contentsof reporting Frequency of Timeliness (number
population form form reporting of daysfor submission
(e.g. MFls, after theend of the
enterprises, etc.) reference period)
All respondents Externa Trade Tradein goods Monthly 10 working days
Statistics, (EU-trade)
INTRASTAT
All respondents External Trade Tradein goods Transaction-basis | 0 days (dataare
Statistics, (non-EU-trade) reported asthe goods
EXTRASTAT enters or leaves EU)
All respondents The securities Detailed information Payment basis— | 2days
system about the security and electronic
(settlement the payment. Covers reporting system
statistics) all securitiestrading,
yields and redemption
All respondents Thetransfer system Payment purpose given Payment basis— | 2days
(settlement by afour-digit code electronic
statistics) reporting system
MFIs—tradein MFI-statistics Balance statistics with Monthly 14 days
foreign securities a detailed breakdown
and loans by instrument, country,
€etc.
Monetary Reserve assets Balance Monthly 2 days
authorities
Enterpriseswith Reporting of Direct reporting. Monthly two weeks
an account abroad payments Schemeswith a
viaaccounts abroad breakdown by end use of
the money transferred
abroad. Payment purpose
given by four-digit code
Enterprises with Direct reporting Monthly two weeks
netting or set-off
payments
i.i.p. data
All respondents Questionnaire Information on Yearly 4 months
external assets and
lighilities

Validation procedures are incorporated into
the electronic data collection system. If the
information in a report is not valid, the bank
is immediately prompted for correct
information and the report is not accepted
until valid and consistent information has
been given.
The next level of control concerns the
interpretation of the specific information in
the reports. For instance, it is investigated
whether exchange rates are used correctly,
whether market values are reasonable on

comparison with nominal values, whether

country codes for issuers of securities are
used consistently and whether there are any
systematic differences in the use of purpose-
of-payment codes.

For transactions in which one bank represents
the resident and pays or receives payments
from abroad via another bank, both banks
have an obligation to report. The details
reported are matched to ensure reporting by
the bank representing the resident, even
though the external position of the bank may
have remained unchanged.
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The new reporting system provides the basis
for comparing the balance sheets of banks
with reported payments. As a start, various
items are investigated, e.g. transactions in
repurchase agreements and securities issued
by non-residents are compared with the
changes in the individual banks’ accounts for
repos and holdings of foreign securities.
Moreover, non-residents’ holdings of Danish
securities issued in Denmark and registered
at the Danish Securities Centre are compared
with the flow statistics.

3.8 Revision policy

All revisions as from 1998 are included in the
month to which they relate. For the time
being, there is no revision policy in place, i.e.
at present all revisions are published in the
first subsequent release. However, a revision
policy for settlement statistics — which is the
main source of compilation — and for
quarterly data on direct investment was put
in place in September 2000.

(i) settlement statistics

— continuous revision of the two previous
months;

— revision of the previous and current years
at end of every quarter;

— revision of all previous years once a year
in September.

(i) direct investment (quarterly data)

— continuous revision of the previous and
the current years;

— revision of the previous years with the
third quarter.

Apart from these regular revisions, an
extraordinary revision of data is carried out
upon first release if significant revisions in
the reported information change the overall
picture of the b.o.p. items.

3.9 Publication

Danmarks Nationalbank publishes monthly
b.o.p. data on a settlement basis in “Nyt” and
the “Monthly Financial Statistics”.

“Nyt” is published in accordance with the
above-mentioned time schedule, and contains
data covering a limited period and few
specifications. The publication entitled
“Monthly Financial Statistics” is the most
detailed publication and covers a longer
period. Quarterly data on foreign direct
investment, broken down by country and
industry, are also included in the “Monthly
Financial Statistics”. These two publications
have accompanying notes in English and
contain a calendar of future releases.

Two other publications of Danmarks
Nationalbank, the “Monetary Review” and the
“Annual Report”, contain extracts of data
from the “Monthly Financial Statistics”,
together with b.o.p. data on a transaction
basis.
Publications released by  Danmarks
Nationalbank are available on the Internet on
the Web site of Danmarks Nationalbank at
http:\\www.nationalbanken.dk.

The titles of the publications produced by
Danmarks Nationalbank on b.o.p. statistics
are listed in Sub-section 13.1.

Statistics Denmark publishes monthly b.o.p.
data on a transaction basis in “NYT fra
Danmarks Statistik”. Publications released by
Statistics Denmark are available on the
Internet at http:\\www.dst.dk.
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4 Implementation

4.1 Monthly key items

Deviations from the 5th edition of the IMF
Balance of Payments Manual (BPM5)
(Monetary Union harmonisation proposals)
are unavoidable for the monthly key items
data, as a result both of their prospective use
for monetary and exchange rate policy
purposes in Stage Three and of constraints
related to timeliness. However, Danmarks
Nationalbank has provided the European
Monetary Institute (EMI)/ECB with national
aggregate b.o.p. data, broken down into key
items, as from the January 1997 reporting
period.

A decision to forward data on a transaction
basis, rather than on a settlement basis, was
taken in June 1999. The rationale for
forwarding data on a transaction basis is that
it meets the requirements of the BPM5 and
eliminates the inconsistency between monthly
and quarterly data. Furthermore, these are
the official Danish b.o.p. data.

Data on a settlement basis are published by
Danmarks Nationalbank. These data are used
as input for Statistics Denmark’s elaboration
of the official b.o.p.

Statistics Denmark and Danmarks
Nationalbank are able to compile a country-
by-country geographical breakdown for most
key items. Statistics Denmark assumes that it
will be in a position to provide a euro area/
non-euro area split for current account data
and to prepare an assets/liabilities euro area/
non-euro area breakdown.

The methods and sources used to produce
monthly and quarterly data are the same.
Therefore, the evaluation of methodology and
breakdowns is discussed in the following
sections.

Chapter 4.2 Denmark

4.2 Estimation methods for the
monthly key items

At the time monthly data are published, the
coverage of respondents is close to 100%,
except in the case of enterprises with
accounts abroad and netting payments. The
coverage of direct reporting, for which the
main source is reporting from enterprises
with accounts abroad, is normally around
95%.

It is inherent in a settlement system that
estimation is unnecessary.

4.2.1 For goods

The only item of estimation is goods, where
Statistics Denmark uses grossing-up in the
Foreign Trade Statistics to estimate flash data.
At the time of first publication, only 70% of
all reports have been received. The
estimation method is based on the use of a
panel of reliable reporters and grossing-up.

After first publication, VAT statistics are used
for grossing-up Foreign Trade Statistics and
thereby the item goods. Grossing-up is based
on a partial inclusion of positive differences
between the VAT statistics and Intrastat
figures.

The geographical breakdown for intra-EU
trade refers to the country of consignment/
destination.

No estimations are made on military goods.

Transactions under special Community
programmes are not recorded in any special
way. No estimations are made.

For imports, a c.i.f./f.o.b. adjustment is made
by applying a rate of 3.7% to the c.i.f.-based
imports of foreign trade statistics.
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4.2.2 For services

Financial services are compiled through the
settlement system. This implies that only
payments above the threshold are identified.
4.2.3 For investment income

Estimation is used for retained earnings.
Information on earnings is received from
2,100 companies in the yearly i.i.p. survey.
Earnings on direct investment are identified
and dividends paid are deducted. No grossing-
up is used for retained earnings.

4.2.4 For direct investment

No estimation used.

4.2.5 For portfolio investment

No estimation used.

4.2.6 For financial derivatives

No estimation used.

4.2.7 For other investment

No estimation used.

5 Investment income

5.1 Specific features of data collection

See Sub-section 3 for a description of the
data collection system.

There is an annual review of the income on
portfolio and direct investment with the aim
of recognising the return on direct investment
included in the securities part of the
settlement system.

4.3 Monthly key items -
implementation plan

See Table 2.

4.4 Implementation of the BPM5

As in the case of most Member States which
essentially collect b.o.p. data on cross-border
settlements, the most difficult problems
encountered in the implementation of the
BPMS5 relate to the coverage of transactions
where no settlement takes place.

Most of the new conceptual recommen-
dations made by the IMF have been
implemented. Those areas where deviations
may remain after the implementation of the
BPMS5 are indicated in the various categories
in Sub-sections 5 to 12.

4.5 Standard components —quarterly
and annual

The settlement statistics for 1995 and onward
have been brought
recommendations of the BPM5. The official
b.o.p. figures, released by Statistics Denmark,
comply with the BPM5 as of 1988, with some
minor exceptions.

into line with the

Income from collective investment
institutions is not identified. For the time
being, income from collective investment

institutions is assumed to be a minor issue.

5.2 Definitions

Except for the deviations mentioned below,
data fulfil the requirements of the ECB. In
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I mplementation of monthly key items

DENMARK Current data availability
Keyitem Timelinessfor Timelinessfor Timetablefor
national data geographical implementing the
breakdown on a eur o area/non-euro
country-by-country area split
basis
Credits/ Debits/ Credits/ Debits/ Credits Debits/
assets liabilities | assets liabilities | assets liabilities
Current account 30days 30days 3 month 3 month - -
Goods 30days 30 days 3 month 3 month - -
Services 30 days 30days 3 month 3 month - -
Income 30days 30days 3 month 3 month - -
on direct investment 30days 30days 3 month 3 month
on portfolio investment 30days 30days 3 month 3 month
on other investment 30days 30days 3 month 3 month
Current transfers 30 days 30days 3 month 3 month
Capital account 30 days 30days 3 month 3 month
Direct investment 30days 30days 30days 30days
Equity capital 30days 30days 30days 30days
Reinvested earnings 9months  9months | 9months 9 months*
Other capital 30 days 30 days 30 days 30 days
Portfolio investment 30 days 30 days 30days 30 days
Equity securities 30days 30 days 30 days 30 days
Debt securities 30days 30days 30days 30days
bonds 30days 30days 30days 30days
money market instruments 30days 30days 30days 30days
Financial derivatives 30 days 30days 30days 30 days
Other investment 30 days 30 days Na Na
Monetary authorities 30days 30days Na Na
Genera government 30days 30days 30days 30days
MFls 30days 30days Na Na
long-term 30 days 30days Na Na
short-term 30 days 30 days Na Na
Other sectors 30 days 30 days 30 days 30 days
Reserve assets 2 days 2 days Na Na
*  Basedonthei.i.p.
respect of the geographical breakdown, Statistics Denmark is responsible for the

reliable data from 1999 and onwards is

planned to be available in the future.

Investment income includes reinvested earnings
on direct investment and discounts/premiums
on Danish debt registered at
the Danish Securities Centre (in practice,
equivalent to Danish securities quoted on
the Copenhagen Stock Exchange). Data on
reinvested earnings are collected annually by
Danmarks Nationalbank by means of a survey
of enterprises  with
relationships (see Sub-section 12 on the i.ip.).

securities

direct investment

calculation of the discounts/premiums on the
Danish debt securities referred to above.

Dividends are recorded as of the date they
are paid.

5.3 Deviations from agreed definitions

Deviations are related to discounts/premiums
on debt securities other than the securities
mentioned
interest is calculated for Danish bonds only.

in Sub-section 5.2. Accrued
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Income on trade credits between affiliates is
not included in income on direct investment,
but in income on other investment. Income
on reserve assets is not included in income
on other investment, but is rather distributed
according to the underlying instrument.

5.4 Gaps

See Sub-section 5.3.

6 Capital account

6.1 Specific features of data collection

The overall capital account is based on
settlement  statistics from  Danmarks
Nationalbank. No breakdown is released, but
information on geographical allocation and a
in the

sectoral breakdown are available

settlement statistics.

6.2 Definitions

The definition of the capital account is in line
with the BPM5. The implementation of the
recommendations has been difficult, as the
broad statements in the Sections 295 and 303
of the BPM5 are not very precise, and
Danmarks Nationalbank also relies on the
subsequent chapters, including Section 350,
in which legacies, for instance, are mentioned
indirectly as a capital transfer. Other sources
of interpretation of the BPM5 are the report
entitled “Improvement and Harmonisation of
the EU/EFTA balance of payments — Report
of Task Force 2 Current account” and the
ECB’s report on the same issue.

The basic problem of interpretation is that of
separating capital transfers from current
transfers. A borderline case for codification
in Denmark is the treatment of legacies and
gifts, where gifts above DKK 5 million

5.5 Intended harmonisation

A working group made up of representatives of
both Statistics Denmark and Danmarks
Nationalbank is investigating the issues
mentioned in the first part of Sub-section 5.3.

Income on reserve assets will be included in
income on other investment in the near

future.

5.6 Estimation methods

None.

(around EUR 800,000) are recorded as capital
transfers, because they are assumed mainly
to affect the savings, rather than the
consumption of the beneficiaries.

Of course, the obvious cases, for instance, of
governmental debt forgiveness of lending to
developing countries are also included.

Estimation of migrants’ transfers below the
threshold has been done since 2000.

The change of residency caused by the
statistical of the
Greenland from the economic territory of
Denmark has been included as a capital
transfer in July 2000.

omission Faroes and

6.3 Deviations from the agreed
definitions

The present definition is that all migrants’
and immigrants’ transfers of deposits/loans
held with Danish banks are included in the
capital account.

EU transfers are compiled as current
transfers. No decision has been taken on what
EU transfers to include in capital transfers.
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6.4 Gaps

Migrants’ and immigrants’ assets/liabilities
other than those held with banks are not
covered.

Full data on investment grants made by
general government are not available.

7 Direct investment

7.1 Specific features of data collection

Danmarks Nationalbank collects data on
direct investment flows and stocks from two
different sources: the general settlements
reporting system and a sample survey of
enterprises. The survey was carried out at
the end of the years 1991, 1994, 1996 and
1998. It was decided that, as from the 1998
survey, the survey should be conducted
annually. In principle, the combination of
these two sources leads to a good coverage
and quality of direct investment data. Some
items, such as reinvested earnings and trade
credits between affiliated enterprises, are
derived from stock data and are, therefore,
only available on a annual basis.

Monthly data on reinvested earnings are
included in the transaction-based b.o.p.
statistics, but not, at present, in the
settlement statistics.

Until data for reinvested earnings are available
from the survey, data are calculated as
residuals from estimates on total income on
direct investment; i.e. monthly reinvested
earnings are calculated as one-twelfth of total
estimated direct investment income for the
year minus actual dividend payments. Direct
investment income is estimated on the basis
of total return on direct investment in earlier
years (separately for inward and outward
investments).

Chapter 4.2 Denmark

Data for private sector debt forgiveness are
not available, to be
insignificant.

but are believed

6.5 Intended harmonisation

Danmarks Nationalbank plans to investigate
the gaps mentioned above, but this is not
considered to be of very high priority.

Financial derivatives between affiliated
enterprises are identified and included under

financial derivatives.

In the event of a change in ownership of a
resident company from a non-resident to
another non-resident direct investor being
revealed by the survey, the change is
recorded in the FDI stocks, but not in the
corresponding b.o.p. flows.

Transactions settled via an exchange of shares
are recorded in the statistics at the time of
exchange.

With regard to the valuation of transactions
settled by an exchange of shares, an agreed
price has been available in all cases so far. If
no price is agreed, the market price at the
time of agreement will be used.

Quarterly data are published with a detailed
breakdown by sector and counterpart
country.

Geographical allocation is based on the
transactor principle. However, it is under
investigation to change the reporting
instructions so as to take into account the
residency of the actual issuers, i.e. to apply
the debtor/creditor principle.
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7.2 Definitions

The definitions of the different concepts used
in direct investment statistics are in line with
the BPM5 and the OECD benchmark
(threshold of 10% ownership, direct investor,
direct investment enterprise, direct and
indirect relationship). All cross-border
transactions in real estate are covered.

When the new collection system was
implemented in October 1998, new payment
codes were added which took into account
the directional principle.

7.3  Deviations from agreed definitions

None.

7.4 Gaps

No detailed information is available on a
monthly basis for trade credits between
affiliated enterprises. Data are estimated as
the difference between transactions and
settlement data for all types of goods.
However, data on trade credits are available
annually, from the stock survey.

8 Portfolio investment

8.1 Specific features of data collection

In April 1998, the first part of a new
electronic settlement system, called the
securities system, was launched. This system
contains all securities transactions that might
be relevant to the b.o.p. In principle, all
transactions involving either a non-resident
issuer or a non-resident counterpart/
customer or a denomination in foreign
currency or a non-resident clearing house or
a non-resident fiscal agent are reported.

Portfolio investment is reported by the MFls
via the securities system.

It is difficult for the respondents to
understand and report their transactions in
accordance with the new and expanded set
of codes that implement the directional
principle. Except from this, the recording of
reverse investment (i.e. investment by the
direct investment enterprise in its direct
investor) is in accordance with the directional
principle.

Non-response is also a problem. Danmarks
Nationalbank is trying to address this using
newspapers and other sources. The
enterprise in question is then contacted to
verify the relevant transaction.

7.5 Intended harmonisation

Some of the larger enterprises/banks have
been contacted in order to explain the
directional principle to them.

It is intended to contact more respondents
and to write a more user-friendly description
of the codes.

7.6 Estimation methods

None.

Comparisons of Danmarks Nationalbank’s
information with settlement statistics from
other sources suggests that the main part of
the central bank’s settlement data are reliable.
Comparison of settlement data and balance
sheet statistics has proved to be useful. As a
result of these comparisons, errors related
to single banks have been identified and
eliminated. Comparison with the balance
sheets for large institutional investors has also
proved to be fruitful. Further controls are
expected to be implemented within the next
few years.

ECB * EU Balance of payments statistical methods * November 2001



Another feature of electronic reporting is
that reporting on portfolio flows is received
at the settlement date, which means that
extensive statistics on portfolio flows are
available within only three days.

Not all information on portfolio flows comes
from the settlement system. As mentioned in
Sub-section 3, banking statistics are used, e.g.
changes in banks’ holdings of foreign
securities. Some differences between banking
statistics and settlement data concerning
foreign securities still exist, even though the
main part has been eliminated.

8.2 Definitions

The definition of portfolio investment is in
line with the BPM5. The guideline is reflected
in the structure of the present economic
codes and the split between bonds and money
market instruments is according to initial
maturity.

8.3 Deviations from agreed definitions

The quality of the country split has not been
examined in depth. Treatment of securities

9 Financial derivatives

9.1 Specific features of data collection

The payments on financial derivatives are
based on settlement statistics. No breakdown
is released at present, but information on
geographical allocation and a sectoral
breakdown are available in the settlement
statistics. In addition, net settlements on
swaps and FRAs could be separated from
other net settlements on derivatives.

The geographical allocation of financial
derivatives is based on the transactor.

Chapter 4.2 Denmark

of supranational institutions is an outstanding
technical issue. The quality of the sector split
is generally high. Items not allocated to any
sector, however, represent a minor issue
where further investigation is necessary. In
cases where no sector is assigned
automatically, trading is allocated to the
sector to which it is most likely to belong,
given the type of asset.

8.4 Gaps

The gaps in portfolio investment data are the
counterparts of the gaps concerning
investment income on debt securities which
are mentioned in Sub-section 5.

8.5 Intended harmonisation

None.

8.6 Estimation methods

None.

9.2 Definitions

The definition of financial derivatives is in
accordance with the BPM5. All payments on
financial derivatives are considered as
belonging to this item, regardless of whether
they constitute interest-related payments or
foreign  exchange of principal-related
payments. The codification used by Danmarks
Nationalbank distinguishes between, on the
one hand, swaps and FRAs, and, on the other,
derivatives such as foreign exchange
agreements, futures and options. However,
no information providing the distinction is
released.
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9.3  Deviations from agreed definitions

None.

9.4 Gaps

In theory, there are no gaps. In practice,
however, significant differences have been
experienced as a result of the reporting of
principal for swaps. As the amounts of initial
and final exchanges in relation to swaps are
far larger than other payments, even if only a
small number are reported incorrectly this
can have a significant impact on errors and
omissions. Therefore, Danmarks National-

10 Other investment

10.1 Specific features of data collection
Other investment related to the MFI sector
is derived from changes in balances in the
MFI statistics.

Trade credit is defined, by nature, as the
difference between
transaction data. Trade credits calculated by
the method above are not replaced by other
sources.

settlement data and

10.2 Definitions

The definition of other investment is in line
with the BPM5, except for the deviations
referred to in Sub-section 10.3.

10.3 Deviations from agreed definitions

The flows of other investment are reported
by banks for transactions between residential
accounts and foreign accounts. Loans and
deposits involving foreign counterparts, which
are successively invested abroad without
domestic roll-over are not, with a few
exceptions, reported in the settlement
system. Thus the settlement system focuses
on the flows between residents and non-

bank runs a dedicated check on the largest
payments on derivatives, which is designed
to identify individual payments not matched
by an offsetting payment for the same
company.

9.5 Intended harmonisation

None.

9.6 Estimation methods

Payments on financial derivatives are not
estimated.

residents. Once the new banking statistics
are in place, Danmarks Nationalbank will be
able to take account of the change of
counterpart in roll-overs of loans and
deposits.

The new Monetary Financial Institution (MFI)
statistics provide the maturity breakdown by
long and short-term investment for the MFI
sector For the remaining sectors, no maturity
breakdown is available, except for a maturity
breakdown on trade credits.

Furthermore, no external assets or liabilities
of Danmarks Nationalbank are, at present,
included in other investment, as all assets
and liabilities of Danmarks Nationalbank are
reported as reserves (net).

10.4 Gaps
None.
10.5 Intended harmonisation

At present, there is a discrepancy in the
treatment of financial leasing between the
national the
statistics. One issue is consistency between

accounts and settlement
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financial assets exported/imported for
leasing and the corresponding loan, and
another issue is the allocation of the financial
leasing to interest and redemption. This issue
is being investigated by a working group

Il Reserve assets

I1.1 Specific features of data collection
Changes in the relevant items in the balance
sheet of Danmarks Nationalbank.

11.2 Definition

At present, changes in the net external
position of Danmarks Nationalbank comprise
monetary gold, SDRs, the reserve position in
the IMF and foreign exchange (net). In
practice, all external assets of Danmarks
Nationalbank are readily available to (i.e.
highly liquid, marketable and creditworthy)
and controlled by Danmarks Nationalbank,
are claims on
denominated in foreign currency (i.e. in
currencies other than the Danish krone). For
accounting details, see Sub-section 3.1 above.
Holdings of the general government are not
included. Reserve assets are compiled on a
gross basis, i.e. liabilities are registered under
other investment.

non-residents and are
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made up of representatives of both Statistics
Denmark and Danmarks Nationalbank.

10.6 Estimation methods

None.

11.3 Deviations from agreed definitions

None.

11.4 Gaps

The breakdown of foreign exchange for
quarterly data, as required by the Guideline
on the statistical reporting requirements of
the ECB in the field of balance of payments,
international  reserves  template  and
international investment position statistics
(ECB/2000/4) of May 2000), is available as
changes in book value, i.e. transactions at
market value, cf. Section 3.1.

I11.5 Intended harmonisation

None.

12 International investment position

12.1 Special features of data collection

Danmarks Nationalbank produces yearly i.i.p.
data within nine months of the year-end. The
data are pure stock data based on sample
surveys of enterprises, MF| statistics (which,
from 2000, have replaced the former banking
statistics, information on securities held in
custody by banks for enterprises and
households, debt securities statistics from the
Danish Securities showing non-
residents holdings’ of Danish debt securities

Centre

quoted on the Copenhagen Stock Exchange
and the annual accounts of central
government and Danmarks Nationalbank. The
sample surveys are conducted on a yearly
basis and cover the private non-banking
sector, local government and social security
funds.

Danmarks Nationalbank produces preliminary
i.i.p. statistics based on the same data sources
as mentioned above, except for, basically, the
sample survey of enterprises. Therefore,
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accumulated flows are, to some extent, used
in forecasting. These statistics are produced
on an annual basis and are available within
three months of the year-end.

There is currently no geographical allocation
in either the final or the preliminary i.i.p.
statistics. However, in the final i.i.p. statistics,
direct investment is broken down by country.
None of the statistics are available on a
quarterly basis, but, as a result of an ongoing
development project, a quarterly i.i.p. with a
geographical breakdown will be available in
the course of the first half of 2002.

Denmark participated in the 1997 IMF Co-
ordinated Portfolio Investment Survey.
Danmarks Nationalbank did not provide any
items other than the mandatory ones.
Danmarks Nationalbank will participate in the
coming IMF Co-ordinated Portfolio Invest-
ment Survey and, most probably on a regular,
yearly basis.

12.2 Definitions

12.2.1 General

With minor exceptions, the concepts and
definitions used are in accordance with the
BPM5 and the recommendations made by the
Working Group on Balance of Payments and
External Reserves Statistics.

12.2.2 Direct investment

Direct investment is compiled according to
the directional principle. Direct investment
includes  reinvested Direct
investment is valued at market prices if the

earnings.
company is listed on a stock exchange and
valued using the equity method for all other
companies.

12.2.3 Portfolio investment

Portfolio investment is valued at market price.

12.2.4 Financial derivatives

Data on financial derivatives are recorded on
a gross basis. Financial derivatives are valued
at market price in accordance with the
recommendations of the Working Group on
Balance of Payments and External Reserves
Statistics. Futures with daily margining are
excluded from the statistics.

12.2.5 Other investment

Trade credits, loans and deposits are valued
at book values, which are normally equal to
their nominal values.

12.2.6 Reserve assets

Reserve assets are recorded at closing mid-
market prices at the end of the appropriate
period using the closing mid-market exchange
rates prevailing at the reference date.

12.3 Deviations from agreed definitions

Mortgages are classified as debt securities
because Danish mortgages are traded in an
organised market. A revaluation of reserve asset
stocks is carried out on a monthly basis in
order to apply the market values following the
inclusion of reserve assets into the MFl statistics.

12.4 Gaps

Small enterprises’ and households’ holdings of
securities, which are held in custody abroad, as
well as their loans and deposits with foreign-
owned banks abroad are not covered by the
sample survey. Non-residents’ holdings of equity
securities issued by Danish enterprises which
are held in custody abroad and not re-deposited
in Danish banks are not covered either.

12.5 Intended harmonisation

None.
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12.6 Estimation methods

Private, non-commercial real estate
investment is estimated on the basis of
registered payments concerning private, non-

I3 Administration

13.1 Titles of publications

The titles of the publications on b.o.p.
statistics produced by Danmarks
Nationalbank are:

“Nyt” — monthly data (settlement data only)
and direct investment (quarterly) data;
“Monthly Financial Statistics” — monthly data
and annual data (settlement data only);

“Monetary Review” — monthly and annual
data; “Annual Reports” — annual data;
“Special Reports” — direct investment
(annual);

“Nyt - Denmark’s external debt” - preliminary
report (annual) and
“Nyt - Denmark’s external debt” (annual).

13.2 Contributors

This country information was drafted by the
ECB’s Balance of Payments Statistics and
External Reserves Division and subsequently
amended and agreed with Denmark. Enquiries

Chapter 4.2 Denmark

commercial real estate investment and
“inflated” using a price index.

of a general nature should be addressed to
the Press Division of the ECB. Enquiries
specific to Denmark should be addressed to:

Mr. Bent Christiansen
Danmarks Nationalbank
Statistics Department
Havnegade 5

DK-1093 Copenhagen
Denmark

Tel.: (0045) 33 63 68 47
Fax: (0045) 33 63 71 23

Mr. Tom Christensen
Danmarks Nationalbank
Statistics Department
Havnegade 5

DK-1093 Copenhagen
Denmark

Tel.: (0045) 33 63 68 24
Fax: (0045) 33 63 71 23
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2 Institutional aspects

2.1 Introduction

The Deutsche Bundesbank (named the Bank
Deutscher Ldnder prior to 1957) has been
responsible for drawing up the balance of
payments (b.o.p.) for the Federal Republic of
Germany since 1949. In the early years the
reporting was linked to the foreign exchange
control system in place until the end of the
1950s. The gradual relaxation of the external
controls and the transition to full
convertibility of the Deutsche Mark at the
end of 1958, associated with a rapid rise in
Germany’s external transactions, necessitated
the development of a consistent reporting
system. Data, which had previously been
derived from the foreign exchange controls
and the multiplicity of individual reports
existing in the mid-1950s, were replaced by a
statutory system which came into force in
1961 with the Foreign Trade and Payments
Act (AuBenwirtschaftsgesetz).

2.2 Legislative provisions

The Foreign Trade and Payments Act (in
particular Section 26 thereof) provides the
legal framework for the collection of b.o.p.
data. The Foreign Trade and Payments
Regulation (AuBenwirtschaftsverordnung) sets
out the data reporting requirements in
greater detail. It forms the legal basis for the
core of the German data collection system
for the b.o.p. It also allows the Deutsche
Bundesbank to request detailed
information on direct investment stocks and
on the external positions of non-banks.

more

The statistical compilation of foreign
trade data lies within the competence of
the Federal Statistical Office (Statistisches
Bundesamt; FSO). It is
Act on Statistics on Cross-Border Trade
in Goods (Gesetz iber die Statistik des
grenziiberschreitenden Warenverkehrs),
together with the appropriate regulation for
its implementation,
applicable European Union (EU) legislation

based on the

as well as on the
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on Intra-Community Trade Statistical System
(Intrastat) statistics.

2.3 Internal organisation

The Deutsche Bundesbank is responsible for
several The Statistics
Department consists of the following four
divisions: the Banking and External Stock
Statistics Division; the Balance of Payments
Statistics Division; the General Economic
Statistics Division; and the Statistical Data
Processing Methods
Division. Apart from banks’ balance sheet
statistics and special statistics on the banking
sector, the first of these divisions is also
responsible for collecting and compiling most
of the external stock statistics. The overall
compilation of the international investment
position (i.i.p.), however, is carried out by
the Balance of Payments Statistics Division,
the main task of which is the compilation of
the German b.o.p. The General Economic
Statistics Division deals with methodological
issues relating to business cycle statistics. A
variety of other statistics are also compiled
by this division, namely statistics on the
balance sheets of enterprises, capital market
statistics and foreign exchange rate statistics
insofar as the ECB has not taken over
responsibilities in these fields. The calculation
for the financial accounts within the
framework of the national accounts are
carried out by the Economics Department
rather than by the Statistics Department.

sets of statistics.

and Mathematical

The Balance of Payments Statistics Division is
divided into three sections. Section one is
responsible for compiling, publishing and
documenting the b.o.p. statistics, as well as
for all contacts with users. This section also
deals with the transformation of the foreign
trade statistics to the merchandise account
of the b.o.p. All other current account
transactions (excluding income from financial
assets) are processed by section two.
Financial account transactions, transactions
in reserve assets, income from financial assets
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and the compilation of the i.i.p. are dealt with
by section three.

There is close co-operation primarily with the
Banking and External Stock Statistics Division. It
is the responsibility of this particular division to
collect and compile most of the stock statistics
which are used by the Balance of Payments

Statistics Division to compile short-term
financial transactions and the i.i.p.
Regular meetings are held with

representatives of the Landeszentralbanken
(regional main offices of the Bundesbank),
which collect b.o.p. statistics forms from
reporting agents and forward them — once
they have been checked — to the Central
Office of the Deutsche Bundesbank.

Between meetings, there is a continual
exchange of information on problems of
common Special problems or
changes to the data collection system are
discussed at such meetings. This form of
contact is essential to ensure a common
understanding of the reporting requirements.

interest.

2.4 External co-operation

The FSO is the most important external partner
of the Balance of Payments Statistics Division,
both as a provider and as a user of data. The
foreign trade statistics provided by the FSO are
used as the basis for ascertaining transactions in
goods for the German b.o.p. The FSO also
provides some complementary data for
estimation purposes. Information from private
research institutes on workers’ remittances and
travel are also used, partly for cross-checking
and partly for estimation purposes.

The Deutsche Bundesbank attempts to involve
— to the greatest possible extent — associations
of banks and other enterprises in discussions
prior to important changes to the reporting
requirements and procedures. This co-
operation is aimed at improving the acceptance
of statistical requirements, and thus at