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Preface
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This report on international capi-
tal transactions is the second from the Committee on National
Statistics that considers issues of the U.S. economy in a global
context.  The first report, Behind the Numbers:  U.S. Trade in the
World Economy (Kester, 1992) resulted from a study undertaken
in response to a recommendation by the Working Group on the
Quality of Economic Statistics of the President’s Economy Policy
Council.  That report assessed the adequacy of and recommended
improvements for data on U.S. merchandise trade and interna-
tional transactions in services.  The report also noted the lack of
information about international capital transactions and stressed
that a fuller understanding of the U.S. position in the world economy
could not be obtained without that information.

In response to that finding and with funds provided by the Bu-
reau of Economic Analysis of the U.S. Department of Commerce,
the committee in 1992 convened the Panel on International Capi-
tal Transactions to analyze what data are available and recom-
mend improvements.  Subsequent grants were received from the
Federal Reserve Board and the U.S. Department of State.

Many people contributed to this report.  First and foremost, of
course, are the members of the panel.  They worked hard to come
to agreement on a wide-ranging set of recommendations to im-
prove the nation’s data on international capital transactions, al-
though individual panel members may not necessarily agree with
all of the analyses or discussions in the report.
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The study would not have been possible without the unstinting
efforts of Dr. Anne Y. Kester.  Dr. Kester served as study director
for the first panel on U.S. merchandise trade and international
services and in a similar capacity for the Panel on International
Capital Transactions.  Dr. Kester deserves special recognition for
developing the study, drafting the report, and contributing many
of its original ideas.  The committee joins the panel in expressing
gratitude and appreciation for her outstanding work.

As time went on, the report had to be revised in order to incor-
porate many sets of new figures from BEA, acknowledge changes
in some agency programs, and otherwise bring the report up to
date.  We asked Courtenay Slater, former chief economist in the
Department of Commerce and a former member of the Commit-
tee on National Statistics, to help us.  Thanks to her extensive
assistance and hard work, the report has remained current.  Addi-
tionally, John Kambhu, a research officer and senior economist at
the Federal Reserve Bank of New York, provided much needed
assistance in revising and strengthening our chapter on financial
derivatives.  We are indebted to him for his careful work.

In addition to the panel, staff, and consultants, many people
contributed to the study by providing the panel with information
and insights.  We thank Robert Gemmill and Robert Sammons,
who served as technical advisers; Christopher Bach, Betty Barker,
Carol Carson, Anthony Dillulo, Steven Landefeld, Ann Lawson,
Bill McCormick, Louis Moczar, and Allan Young of the Bureau of
Economic Analysis; Douglas Carpenter, Peter Hooper, Russell Krueger,
Lawrence Promisel, Gail Smith, Lois Stekler, Guy V.G. Stevens,
and Edwin Truman of the Federal Reserve Board; Michael C. Egan
of the U.S. Department of State; Akbar Akhtar, Terry Melford,
Susan Moore, Beth Schwartzberg, and Monica Szemple of the Fed-
eral Reserve Bank of New York; Bill Griever, Sidney Jones, Gary
Lee, and Ashby McCown of the U.S. Department of the Treasury;
Gail Haas, John Lee, and Norman Nelson of the New York Clear-
ing House; P. A. Bull, Phil Davis, Charles Enoch, Robert Heath,
David I. W.  Locke, D. M. H. Pennington, Colin Pettigrew, and
Chris Taylor of the Bank of England; Bruce Buckingham of the
Central Statistical Office of the United Kingdom; Rudolf Seiler of
the Deutsche Bundesbank; Shinichi Yoshikuni of the Bank of Ja-
pan; Jack Bame, John McLenaghan, Michael Mussa, and John Wil-
son of the International Monetary Fund; and many others includ-
ing Linda Bergen, Derek Hargreaves, and Peter Hancock of J.P.
Morgan, Edward Bernstein, and Ralph C. Bryant of the Brookings
Institution, Michael Boskin of the Council of Economic Advisors,
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Jeffrey Carliner of the National Bureau of Economic Research,
Robert DiClementi of Salomon Brothers, Inc., Bill Dobb of the
International Swap Dealers Association, Ray Fitzgerald of Citicorp,
Charles Taylor of the Group of Thirty, and the staff of the Finan-
cial Accounting Standards Board.  We are also grateful to the many
data users, filers, and compilers who responded to the panel’s
invitation for written comments.

The committee and panel also express their appreciation to  Eliza-
beth M. Huffman for assisting the panel in so many ways, espe-
cially in the preparation of the manuscript for publication; to
Candice S. Evans, who also assisted with the manuscript; and to
Eugenia Grohman for editing and guiding the report through re-
view and publication.

The committee thanks all of these people for what we believe
is a major contribution to the statistical and policy issues in the
rapidly evolving area of international capital transactions.

Burton H. Singer, Chair
Committee on National Statistics (1987-1993)
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Sciences the responsibility for advising the federal government.  The
National Academy of Engineering also sponsors engineering programs
aimed at meeting national needs, encourages education and research, and
recognizes the superior achievements of engineers.  Dr. Harold Liebowitz
is president of the National Academy of Engineering.

The Institute of Medicine was established in 1970 by the National
Academy of Sciences to secure the services of eminent members of ap-
propriate professions in the examination of policy matters pertaining to
the health of the public.  The Institute acts under the responsibility
given to the National Academy of Sciences by its congressional charter
to be an adviser to the federal government and, upon its own initiative,
to identify issues of medical care, research, and education.  Dr. Kenneth
I. Shine is president of the Institute of Medicine.
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emy of Sciences in 1916 to associate the broad community of science and
technology with the Academy’s purposes of furthering knowledge and
advising the federal government.  Functioning in accordance with general
policies determined by the Academy, the Council has become the princi-
pal operating agency of both the National Academy of Sciences and the
National Academy of Engineering in providing services to the govern-
ment, the public, and the scientific and engineering communities.  The
Council is administered jointly by both Academies and the Institute of
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1

Summary

Over the past two decades, one
of the most significant developments affecting the U.S. economy
has been the enormous growth in international capital transac-
tions—an increase that has far surpassed the increase in trade
(goods and services) flows.  This growth has resulted from liberal-
ization and deregulation of world financial markets and techno-
logical innovations in telecommunications, as well as from revo-
lutionary changes in the form and character of international financial
transactions.

No longer are financial instruments confined to bank loans and
deposits, stocks and bonds, and other traditional forms.  Numer-
ous financial products have emerged to meet new needs and pref-
erences of individuals and institutions.  At the same time, opera-
tions of major financial institutions increasingly have extended
beyond national borders and are now carried out on a worldwide
basis.  Such changes in capital mobility, product innovation, and
industry structure have transformed world financial markets and
hastened the internationalization of the U.S. financial system.

In this new economic environment, public and private decision
makers need relevant, accurate, and timely information on inter-
national capital transactions to analyze financial developments in
the U.S. economy and to formulate policies arising from them.
For example:  How does capital mobility affect the functioning of
U.S. monetary and fiscal policies?  What is the effect on exchange
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2 / U.S. FINANCE IN THE WORLD ECONOMY

rates?  What is the impact of the increased volume and complex-
ity of financial transactions on the safety and soundness of the
U.S. financial system?  What is the extent of foreign ownership of
U.S. industries, real estate, and other assets?  How are the U.S.
current account imbalances financed and how are they linked to
the nation’s savings and investment patterns?  Is the external
financing sustainable?

At a time when reliable data on U.S. international capital trans-
actions have become more important, the developments in inter-
national financial markets have made it a more formidable task to
collect such data.  Although the United States produces as much
detailed data on its capital flows as any country in the world, the
explosion in such transactions since the early 1980s has outpaced
improvements in the statistical systems that monitor them.  The
existing system for reporting U.S. capital transactions was origi-
nally designed some 50 years ago; it collects data primarily from
large domestic financial intermediaries and other corporations,
missing many new participants and new modes of transactions.
There are both data gaps and major obstacles to tracking the many
kinds of increasingly complex transactions that now occur.

With a recognition of these difficulties, as well as the budget-
ary constraints faced by statistical agencies in the public sector,
the Panel on International Capital Transactions of the National
Research Council convened in April 1992 to examine the new
global financial environment, assess public and private needs for
data on U.S. international capital transactions, review the adequacy
of existing data, and explore alternative methods of data collec-
tion.  The panel’s goal has been to help ensure that the data
collected are accurate, timely, relevant, cost-effective, and useful.

FINDINGS

Increased international capital mobility not only has led to growing
linkages of world financial markets, but also has allowed the
macroeconomic policies and market conditions of one country to
significantly affect those of others.  As world financial markets
have become more closely linked, U.S. domestic financial condi-
tions have increasingly become subject to external shocks and
market pressures from other countries, and the liquidity and sol-
vency of participants in one market have come at times to affect
those in other markets.   Meanwhile, the securitization of trans-
actions and growth in derivative financial instruments have added
new dimensions to the traditional process of intermediation, making
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SUMMARY / 3

international financial flows more complex and more difficult to
characterize.  These developments have complicated the formula-
tion of U.S. monetary and fiscal policies and made it increasingly
difficult to assess the stability and soundness of the U.S. financial
system.

The unprecedented changes in world financial markets have
also reduced the effectiveness of the traditional data collection
methods and the adequacy of the data.  The conceptual frame-
work under which the existing data on U.S. international capital
transactions are collected is that of the balance of payments, which
defines international economic transactions as those between resi-
dents of the United States and nonresidents (foreigners), those
outside U.S. boundaries.  Under this framework, data are collected
on economic exchanges that cross national borders between the
United States and the rest of the world.  These data provide vital
information on the external sector of the economy and how it
affects economic activity within the United States.  International
transactions, defined in this way, are a component of the national
accounts (which include the national income and product accounts,
the flow-of-funds accounts, and the balance sheets of the U.S.
economy).  However, as U.S. financial activities have become glo-
bal in nature, cross-border financial exchanges increasingly repre-
sent capital transfers among worldwide offices and branches of
U.S. financial institutions, not transactions between U.S. firms
and foreign firms.  There is also a growing presence of foreign-
owned firms in U.S. domestic markets and of U.S.-owned firms in
markets abroad.  These developments have complicated identifi-
cation of resident versus nonresident transactions.  More impor-
tant, internationalization of U.S. financial transactions has given
rise to policy concerns about the liquidity, solvency, and stability
of the U.S. financial system insofar as it is affected by foreign
markets.  These are issues that the balance-of-payments frame-
work was not designed to treat.  There is need to supplement the
existing balance-of-payments data with other information on the
international financial activities of U.S. and foreign institutions.

Existing international transactions data are also marred by mea-
surement and collection problems and significant gaps.  For ex-
ample, the rise in nonbank market participants (in particular, in-
stitutional investors like pension funds, mutual funds, insurance
companies, and other professional money managers), the surge in
international financial flows and their diversification across cur-
rencies, the increase in offshore financial activities, and the bur-
geoning of international trading in derivative financial instruments
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4 / U.S. FINANCE IN THE WORLD ECONOMY

(such as options, swaps, forwards, and futures on interest rates,
foreign currencies, stocks, bonds, and commodities) have outstripped
the coverage of the U.S. data system.  The increased ability of
domestic institutions to deal directly with their foreign counter-
parts through computer and telecommunications networks has
put many of these transactions beyond the reach of the existing
reporting system.  Wide fluctuations in exchange rates and asset
prices have also compounded the difficulty of determining the
value of U.S. holdings of foreign assets and liabilities.

Existing U.S. international transactions data need both to be
improved and to be supplemented with other information.  Yet
efforts intended to yield comprehensive information on the warp
and woof of the full fabric of U.S. international capital transac-
tions would be prohibitively costly both for the statistical agen-
cies and for those who would have to supply the raw data.  Thus,
key recommendations in this report focus on streamlining exist-
ing statistical and regulatory reporting and using alternative fi-
nancial databases to enhance the cost-effectiveness of the existing
data collection system.

PUBLIC POLICY ISSUES ARISING FROM GLOBALIZATION

Increasingly, U.S. monetary and fiscal policy must take account
of international financial developments.  U.S. interest rates are
influenced not just by the monetary policy decisions of the U.S.
Federal Reserve system and domestic economic events.  Official
decisions made by monetary authorities abroad, as well as devel-
opments in international securities and foreign exchange markets,
increasingly have an impact on U.S. interest rates.  Meanwhile, it
has become more difficult for the Federal Reserve to use mon-
etary aggregates to monitor the relative tightness or slack in the
U.S. monetary condition partly because substantial amounts of
U.S. currency are held in Latin America, Asia, the Middle East,
Africa, Europe, and, more recently, in the states of the former
Soviet Union.  There is now no accurate recording of interna-
tional shipments of U.S. currency.

On issues of fiscal policy, the ability of institutional investors
to move large pools of savings overseas in search of higher returns
increases the uncertainty that tax and other measures will have
their intended effects.  Efforts to use tax incentives (such as, for
example, more generous individual retirement account provisions)
to boost domestic savings and generate increased capital for do-
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mestic investment may be seriously diluted by movement of funds
abroad.

 Similarly, the stability of the U.S. financial system cannot be
adequately assessed solely on the basis of the activities of domes-
tic U.S. financial institutions when growing linkages of world
financial markets have rendered financial institutions of virtually
every country sensitive to shocks and market pressures elsewhere.
The 1987 stock market crash, for example, demonstrated how
financial shocks can reverberate across international markets.

The role of foreign producers in U.S. markets cannot be deter-
mined just by considering imports and exports of goods and ser-
vices that cross U.S. borders.  It must be assessed in conjunction
with foreign investment activities that build production and mar-
keting bases in the United States.  Also, nonresidents’ acquisi-
tions of U.S. assets can be financed through domestic or foreign
sources:  whether such investments result in an infusion of for-
eign capital into the U.S. economy cannot be determined without
information on foreign investors’ sources of funds.  Likewise, the
competitiveness of U.S. firms and the influence of U.S. invest-
ments abroad on the U.S. economy and the economies of the host
countries have to be assessed in a similarly broad context.

As the U.S. economy becomes increasingly internationalized,
there is a blurring of the traditional distinction between domestic
and international economic activities.  To address economic policy
issues that transcend national geographical boundaries, there is
need for data that adequately reflect the globalized financial ac-
tivities of the U.S. economy.

SIGNIFICANT DATA GAPS

The altered conditions of world financial markets have impli-
cations for U.S. efforts to monitor its international capital trans-
actions.  Official statistics on the net U.S. international invest-
ment position show that at the end of 1991 the value of U.S.
assets held by nonresidents was $368 billion more than the value
of foreign assets held by U.S. residents.  Statistics such as these
have led to extensive media characterization of the United States
as the largest debtor nation in the world.  One cannot be certain
that this characterization is correct, however, because there are
serious deficiencies in these numbers (see Kester, 1992).  More
important, the existing data system tends to collect more com-
plete data on foreign capital flowing into the United States than
on U.S. capital flowing out of the country.  Another major con-
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6 / U.S. FINANCE IN THE WORLD ECONOMY

cern relates to the valuation and coverage of U.S. holdings of
foreign securities.  Although the Treasury Department has under-
taken regular, periodic surveys to measure nonresidents’ holdings
of U.S. securities since the mid-1970s, there had not been a com-
prehensive survey of U.S. residents’ holdings of foreign securities
since World War II until one was undertaken in 1994.  In addi-
tion, despite the recorded “net indebtedness,” official data show
that earnings (interest and profits) of U.S. residents on their in-
vestments abroad continue to exceed those received by foreigners
on their U.S. investments; the excess reached $21 billion in 1990,
although it had dropped to $4 billion by 1993.  Furthermore, per-
sistently large errors and omissions in the U.S. international transaction
accounts in the late 1970s and the 1980s have undermined confi-
dence in the accuracy of the measurement of the net U.S. interna-
tional investment position and affected the interpretation of such
data.

The foreign acquisition of Rockefeller Center in New York City
and of the Seattle Mariners baseball team attracted a lot of atten-
tion.  So did the auto plants that foreign firms have established in
this country.  Yet the extent of foreign (nonresident) ownership of
U.S. business and, particularly, real estate is unclear.  Nonresi-
dents’ purchases of U.S. real estate (including residential real es-
tate) for commercial purposes are now covered in the survey of
foreign direct investment done by the Bureau of Economic Analy-
sis (BEA).  However, because of the difficulties of identifying smaller
transactions and of distinguishing between residential real estate
purchased for commercial purposes and that purchased for per-
sonal use, survey coverage is undoubtedly incomplete.  BEA’s le-
gal authority for conducting the direct investment survey does
not extend to real estate held exclusively for personal use.  Pur-
chases by limited partnerships are considered portfolio investment
and are covered in Treasury Department surveys rather than in
the BEA direct investment survey.  Obtaining complete coverage
is difficult.

There is also limited information about the sources and uses of
funds of foreign investors in the United States.  Some foreign
firms issue commercial paper—short-term, unsecured promissory
notes, issued mostly by corporations—in the United States to se-
cure funds for their operations both here and abroad.  Yet the
coverage of such activities and other financing mechanisms used
in this country by nonresidents is extremely limited.  Similarly,
there is incomplete information on the sources and uses of funds

Copyright © National Academy of Sciences. All rights reserved.

Following the Money: U.S. Finance in the World Economy
http://www.nap.edu/catalog/2134.html

http://www.nap.edu/catalog/2134.html


SUMMARY / 7

by U.S. firms abroad.  The existing data on foreign direct invest-
ment in this country can give a misleading impression of the
extent of foreign ownership in the U.S. economy.  If a foreign
investor owns as much as a 10 percent interest in a U.S. enter-
prise, the entire enterprise will be classified as a U.S. affiliate of a
foreign company.

The explosive growth in innovative derivative instruments has
transformed world financial markets since the 1980s.  One key
feature of these instruments is that they allow borrowers and
investors to hedge against the risks of fluctuating interest and
exchange rates and of equity and commodity prices.  Commercial
and investment banks, along with large securities firms and other
corporations, have become dominant players in these financial
derivatives markets, which are largely international in nature.  The
risk exposures of U.S. participants in these volatile markets are a
concern of the Federal Reserve and other federal regulatory bodies
that oversee the U.S. financial system, but official data on trans-
actions in financial derivatives are scanty.

Partly as a result of the surge in derivatives transactions, the
capital flow data in the U.S. international transaction accounts no
longer serve as adequate indicators of international sources of ex-
change market and interest rate pressures.  One reason is that the
balance-of-payments framework does not register the full dimen-
sion of derivatives activities.  To assess potential exchange mar-
ket pressures in this globalized market, one needs to know whether
U.S. liabilities to and claims on foreigners are denominated in
dollars or foreign currencies.  When a foreigner borrows dollars in
the United States and invests them in this country, there is no
additional net dollar exposure, and the U.S. international invest-
ment position will not show a net change.  However, when a
foreigner invests foreign funds in the United States but fully hedges
the investment in the derivatives market (for example, through a
currency swap), the U.S. international investment position will
show a net increase in U.S. obligations to foreigners, and it will
not indicate that the foreign claimant has taken no dollar risk.
Nor can one readily determine whether the counterparty (buyer or
seller) to the currency swap is a U.S. resident.  Derivatives trans-
actions, therefore, can have significant implications for foreign,
and even domestic, assessments about possible future fluctuations
in the value of the dollar and, consequently, for reactions to do-
mestic macroeconomic policies.
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SHORTCOMINGS OF THE EXISTING DATA SYSTEM

Information on U.S. international capital flows is reported on a
quarterly basis in the U.S. balance-of-payments accounts, along
with data on U.S. merchandise trade, international services trans-
actions, investment incomes and payments, and unilateral trans-
fers.  Private capital flows include direct and portfolio investment
(banking, securities, and other commercial and financial transac-
tions).  The Bureau of Economic Analysis of the U.S. Department
of Commerce is responsible for compiling direct investment data,
as well as data on international services, investment income, transfers
and official government international capital transactions.  The
U.S. Department of the Treasury, using the Federal Reserve banks
as agents, collects information on portfolio transactions under the
Treasury International Capital (TIC) data system.

Despite improvements in recent years, there are many short-
comings to the current TIC collection methods.  The system re-
lies heavily on manually collecting information from large finan-
cial intermediaries located in the United States.  The emphasis
has been on traditional banking business, largely in the form of
loans and deposits.  The system does not adequately capture the
numerous transactions that bypass traditional financial interme-
diaries and channels, particularly those involving securities and
new derivative financial products and those undertaken by nonbank
participants in foreign financial centers.

One indication of the errors and gaps in the data on U.S. inter-
national capital transactions is the statistical discrepancy (repre-
senting net errors and omissions) in the U.S. balance-of-payments
accounts.  The discrepancy grew significantly during the 1980s,
reaching $53 billion in 1989.  It also increased as a percentage of
exports of goods and services and investment incomes.  Another
indication is found by comparing TIC data on U.S. nonbanks’
foreign claims and liabilities with data compiled by the Bank for
International Settlements (BIS) on foreign banks’ liabilities and
claims on U.S. nonbanks.  From 1986 to 1989, the TIC flow data
averaged $20-25 billion less per year than data from the BIS.  If, as
is generally thought, banking data are more complete than data
filed by nonbanks, the TIC data almost certainly have understated
U.S. nonbanks’ claims and liabilities.

The Treasury Department conducted a small survey of interna-
tional transactions by U.S. pension funds in 1991.  It indicated
that a large part of U.S. pension fund transactions in foreign secu-
rities had been carried out by offshore (nonresident) money man-
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agers and that there had been significant underreporting of these
transactions in the TIC data.  The inclusion of these respondents
resulted in an increase of nearly $170 billion in reported gross
trading activities for the 17 months ending in May 1993.

As a result of a 3-year effort to incorporate information from
foreign central banks and the BIS, BEA recently published dra-
matic upward revisions in its estimates of U.S. nonbank financial
claims on foreigners.  These claims were estimated at $254.5 bil-
lion in 1993; without the incorporation of these new data sources,
the estimate would have been only $42.6 billion.  In 1992 and
1993 the statistical discrepancy in the balance-of-payments ac-
counts dropped to between 2 and 3 percent of exports of goods and
services and investment income, reflecting in part the introduc-
tion of these improved data sources.

Timely and accurate reporting of portfolio transactions by data
filers has been hampered by both the growing complexity of fi-
nancial business and a lack of clear, consistent, and uniform guid-
ance from the Treasury Department to data filers.  Financial insti-
tutions now engage in myriad complex transactions that may span
several countries and occur around the clock.  To report informa-
tion on their multifaceted international transactions, data filers
generally have to expend considerable effort to examine financial
accounts from offices in different countries and in different cur-
rencies.  Moreover, the data required may not be readily available
in their accounting records because of differences in definitions
and concepts between accounting principles and statistical report-
ing instructions.  In addition to filing statistical reports on inter-
national transactions, many filers have to submit other financial
reports to federal regulatory agencies:  the total number of forms
filed by an internationally active financial institution can be as
many as 1,300 a year.  Many TIC filers do not fully understand
the purposes of the TIC forms, and filers concede that the quality
of some of the data they provide is poor.  Under these circum-
stances, it may not be surprising that all but 1 percent of the
responses to the Treasury Department’s comprehensive survey of
foreign holdings of U.S. securities for 1989 required extensive fol-
low-up inquiries.

The panel underscores that, as the international financial envi-
ronment evolves, the existing data on U.S. international capital
transactions will become more deficient if the data collection sys-
tem continues to lag behind global financial developments.  Major
steps must be taken now.

The United States is not alone in facing problems of collecting
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and integrating data on international capital transactions.  Other
countries are confronted with similar problems and are working
to improve their data.  As indicated in the 1993 Balance of Pay-
ments Statistics Yearbook of the International Monetary Fund,
the statistical discrepancy in the global capital account averaged
nearly $120 billion a year during 1989-1992:  that is, recorded
capital inflows exceeded outflows by that amount on the average
every year during that period.  (In principle, global outflows should
equal global inflows.)  Given the internationalization of capital
transactions, there will be a growing recognition that the present
reporting systems of individual national governments cannot per-
form as well working alone as they can working together.  The
panel’s recommendations urge that the United States and other
countries exchange statistical information and collaborate closely
with international organizations to develop common standards
for such data collection.

RECOMMENDATIONS

The panel recommends several major steps to improve the use-
fulness of the existing data and the cost-effectiveness of their
collection.  The success of each step, in turn, will depend on the
concerted efforts, not only of the federal statistical agencies cur-
rently responsible for the collection of the data, but also of finan-
cial regulatory bodies, the accounting profession, myriad financial
institutions, and public and private data users.  International co-
ordination will also be vital to these efforts.

The panel’s most important recommendations are included in
this summary.  They are listed in terms of their relative impor-
tance, with the most important ones listed first in each of five
sections:  closing data gaps, streamlining reporting requirements,
improving coverage of financial derivatives, using alternative data
sources and methods, and expanding international data exchange
and coordination.  The number in parentheses at the end of each
recommendation refers to the chapter in which the recommenda-
tion is discussed.

CLOSING DATA GAPS

Among existing data on U.S. international capital transactions,
direct investment data are generally adequate in coverage but re-
quire constant and careful attention; improvements are most needed
in portfolio investment data.
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• To better assess the debtor/creditor position of the United
States in the world economy, the outbound benchmark survey by
the Treasury Department of U.S. holdings of foreign securities
should be conducted not only in 1994 but also periodically there-
after—at least once every 5 years—to avoid cumulative errors.  It
can and should be carried out more frequently if a system is de-
veloped for collecting data from global custodians and the system
is shown to be cost-effective.  (3-7)

• The Treasury Department and the Federal Reserve Bank of
New York should expand the TIC forms to improve the coverage
of short-term securities, such as commercial paper.  (3-8)

• To improve estimates of U.S. monetary aggregates, the Trea-
sury Department, working with the Federal Reserve, should de-
velop ways to monitor shipments of U.S. currency abroad.  (3-9)

• For its inbound benchmark survey on foreign holdings of U.S.
securities, the Treasury Department should improve the number
of usable initial filings by continued educational efforts and other
means to obtain the cooperation of filers.  (3-10)

• Substitution by the Bureau of Economic Analysis of data from
the Bank for International Settlements for data from U.S. sources
has produced major improvements in coverage of the international
claims and liabilities of U.S. nonbank firms and of investment
income flows.  BEA should continue its process of working with
the BIS, the Federal Reserve, and the statistical authorities of
other countries to seek further improvements in BEA’s coverage
of international transactions through additional use of data col-
lected by international organizations and foreign central banks.
(3-13)

• If resources permit, BEA should either resume collection of
more complete data on sources and uses of funds of multinational
corporations, covering both outward and inward direct investment,
or extract comparable information from the existing data.  The
results should be analyzed and published to inform the public
about this essential operational aspect of multinational corpora-
tions.  (3-1)

• The Treasury Department should continue its efforts to col-
lect more complete data on nonresidents’ holdings of U.S. real
estate in the form of limited partnerships.  (3-2)

• BEA should devote additional resources to analyzing the im-
mense volume of data it collects on direct investment and exam-
ining the economic effects of the growth of multinational enter-
prises on domestic production, employment, and transfer of technology.
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BEA is in the best position to exploit the detailed information it
gathers regularly on the activities of these enterprises.  (3-3)

• BEA should undertake further reviews, by industry, on the
rates of return of foreign direct investment in the United States,
with particular attention to any data or reporting problems that
may contribute to measured differences between rates of return
on U.S. investment abroad and foreign investment in the United
States.  (3-4)

STREAMLINING REPORTING REQUIREMENTS

Because the structure of financial markets and the nature of
financial instruments have changed dramatically over the past
decade and will continue to evolve, a vigorous review of all regu-
latory and statistical reporting forms is urgently needed to ensure
that only relevant data useful for public policy making are col-
lected.  Such a review is critical to enhance the cost-effectiveness
of the existing data collection systems if they are to cover ad-
equately the burgeoning volume of financial transactions in vari-
ous forms and levels of complexity.  Coordinated efforts by regu-
latory and statistical agencies to streamline reporting requirements,
in consultation with filers, are likely to engender cooperation and
compliance from them, yielding more accurate and timely data.

• The Treasury Department and the Federal Reserve Bank of
New York should mount a vigorous publicity campaign to bring
the existence of the reporting requirements to the attention of all
parties active in the international trading of securities, including
pension funds, mutual funds, insurance companies, and individu-
als or businesses that serve as money managers and investment
advisers.  Special attention should be directed to institutional
investors that deal directly in foreign markets.  (3-6)

• In response to the growing complexity of transactions and
organizational structures of financial institutions, the Treasury
Department and the Federal Reserve Bank of New York (FRBNY)
should work together with data filers to streamline TIC reporting
requirements (including level of details, frequency of reports, and
exemption levels), clarify reporting instructions and guidelines,
and determine how particular transactions should be reported.  A
major objective should be to eliminate unnecessary details, ex-
plore the feasibility of obtaining certain data on a quarterly in-
stead of monthly basis (for example, data on country details), and
simplify reporting forms.  Periodic meetings between staff of the
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Treasury Department and the FRBNY and filers should be held for
these purposes.  (3-18)

• The Treasury Department and the Federal Reserve Bank of
New York should conduct an active educational campaign for data
filers covering the purpose and use of the required data.  This
would be especially helpful to foreign-owned financial intermedi-
aries operating in the United States.  (3-19)

• The Treasury Department and Federal Reserve Bank of New
York should formalize their consultation processes with filers.  A
manual of instructions and administrative guidance should be dis-
tributed to filers.  The manual could be in the form of diskettes or
a loose-leaf binder, in which updated instructions would replace
old ones.  (3-20)

IMPROVING COVERAGE OF FINANCIAL DERIVATIVES

• An interagency group led by the Federal Reserve and includ-
ing the Federal Reserve Bank of New York, the Treasury Depart-
ment, the Bureau of Economic Analysis, the Securities and Ex-
change Commission, the Commodity Futures Trading Commission,
and other financial regulatory bodies, should be established to
undertake several tasks.  Specifically, the interagency group should
identify the major participants in financial derivatives markets,
the intermediaries involved, and the various forms of transac-
tions.  It should also examine the coverage, quality, and consis-
tency of the limited data on financial derivatives currently col-
lected by the Federal Financial Institutions Examination Council,
the Commodity Futures Trading Commission, the Securities and
Exchange Commission, and private institutions and determine ways
to expand coverage, eliminate duplication, standardize definitions,
and, whenever appropriate, integrate the data.  The group should
work closely with market participants, industry groups, and the
accounting profession to ensure harmonization of accounting, regu-
latory, and statistical reporting practices, especially for classify-
ing derivatives transactions and recognizing their market values,
income flows, and gains and losses.  It is important that the group
secure the cooperation of filers and that filers have an apprecia-
tion of the purpose and significance of the transactions they are
required to report.  Because many of the fastest growing deriva-
tives transactions are international in nature, consideration should
be given to collecting data on such activities from large financial
institutions and multinational corporations, and to classifying the
data by major financial instruments and in key currencies.  Over

Copyright © National Academy of Sciences. All rights reserved.

Following the Money: U.S. Finance in the World Economy
http://www.nap.edu/catalog/2134.html

http://www.nap.edu/catalog/2134.html


14 / U.S. FINANCE IN THE WORLD ECONOMY

the long term, harmonization of international reporting standards
for derivatives is desirable.  (4-1)

USING ALTERNATIVE DATA SOURCES AND METHODS

In view of the global nature of transactions and their rapid
expansion, improvements in the medium term in coverage and
accuracy of data (in particular, those on portfolio transactions
that bypass traditional financial intermediaries and those that are
conducted directly through computer and telecommunications
networks), without entailing substantial increases in resources,
lie in drawing on information from existing custodians of finan-
cial assets, as well as large payment, clearance, and settlement
systems.  Over the long term, as rising numbers of multinational
corporations and financial institutions commit large sums to de-
veloping in-house international information and communications
systems to meet their operational needs, the possibility of collect-
ing balance-of-payments data electronically will increase.  The
potential use of EDIFACT (Electronic Data Interchange for Ad-
ministration, Commerce, and Trade) for balance-of-payments re-
porting has recently been analyzed by a task force of the Statisti-
cal Office of the European Community (EUROSTAT).

Global custodians are institutions that manage the custody of
financial assets in multiple markets for clients who are largely
institutional investors.  Their main role is that of master record-
keeper and reporter.  Clients are provided monthly or quarterly
reports detailing information on assets held, including value and
transaction date.  Information on the nationality of the clients is
also available.  Data from global custodians should be developed
to improve information, particularly on U.S. holdings of foreign
securities.  The Treasury Department targeted global custodians
as its main source of data in its 1994 outbound portfolio invest-
ment survey of U.S. holdings of foreign securities because of this
potential for improved coverage.

• The potential for using global custodians as a new source of
data appears promising.  In addition to information on securities
holdings, the Treasury Department and the Federal Reserve Bank
of New York should actively explore the feasibility of gathering
flow data on securities transactions from global custodians and
assess its cost-effectiveness.  (5-1)
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Payment, clearance, and settlement organizations are institu-
tions that process financial transactions.  In the United States,
Fedwire and the ClearingHouse Interbank Payments Systems (CHIPS)
are the two large-value payment and clearance networks.  Fedwire
is the Federal Reserve’s wire transfer network.  CHIPS is a private
electronic payment system owned and operated by the New York
Clearing House Association.  The two systems together process
enormous quantities of electronic payments each day.

• On the basis of the information currently available on Fedwire
and CHIPS, it appears that it would be possible to secure statisti-
cal data on U.S. international capital transactions from the two
systems.  The Treasury Department and the Bureau of Economic
Analysis should conduct a rigorous study to explore such feasibil-
ity by undertaking an in-depth analysis of a sample of transac-
tions that pass through Fedwire and CHIPS.  They should also
determine whether cost savings would result from using data from
Fedwire and CHIPS.  If data for analysis cannot be released by
CHIPS or Fedwire to outsiders due to privacy concerns, the Trea-
sury Department and BEA could request the staffs of Fedwire and
CHIPS to devise ways of providing the data without violating
individuals’ privacy.  (5-2)

A EUROSTAT statistical task force is currently working to de-
velop EDIFACT electronic messages for the collection of balance-
of-payments data.  Three factors have provided impetus for this
initiative.  First, the use of EDIFACT is spreading in Europe, and
merchandise exporters and importers and the banking community
are showing interest in pilot projects both nationally and interna-
tionally.  Second, the compilers anticipate that paper recording of
individual transactions may cease as customs barriers are removed
within the unified Europe and as firms become increasingly auto-
mated.  Third, savings will accrue to both customers and firms
when they no longer have to file reports to their national statisti-
cal compilers.

An important aspect of this electronic approach is the develop-
ment of standardized information codes and statistical systems
for information extraction.  Compilers of national statistics will
need to be involved in the development of the coding systems,
which should be designed to minimize retrieval costs.  With re-
gard to extraction systems, a crucial issue is the determination of
how and when to aggregate information.  This will affect costs
because of the huge volume of information available.
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• In the United States, the Federal Reserve, the Treasury De-
partment, and the Bureau of Economic Analysis should allocate
resources to study the systems architecture of information tech-
nology adopted by financial institutions and multinational corpo-
rations and to investigate ways to facilitate the development of
these automated data collection systems to prepare for the emerg-
ing electronic global trading environment.  (5-3)

EXPANDING INTERNATIONAL DATA EXCHANGE AND COORDINATION

Because of the internationalization of financial markets, data
compilers can no longer rely largely on domestic data sources.
Greater coordination and cooperation among countries are needed
to exchange data and thereby improve data coverage.  BEA has
recently increased its utilization of data obtained by the BIS from
central banks, and it also uses data obtained directly from au-
thorities in other countries.

• Data exchanges and the use of the databases of international
organizations require that the data of different countries be com-
parable in coverage, definitions, and concepts.  Despite recent
efforts of various countries to bring about greater convergence,
significant conceptual differences and data inconsistencies among
countries remain.  This circumstance points to the need for care-
ful and systematic comparisons of bilateral data, as well as for
comparisons between national data and information contained in
international databases, before substituting or making adjustments
to national databases.  This process is inevitably labor intensive
and time consuming.  One approach would be to focus on the
countries of greatest quantitative importance and data that offer
the most possibilities for improvement.  Another promising ap-
proach is for U.S. statistical officials to consult closely with sta-
tistical experts in countries with which the United States is en-
gaged in data exchanges.  The aim would be to enhance understanding
of how the bilateral statistical systems, definitions, and concepts
can be modified to make the systems more consistent.  (5-4)

• An essential step toward harmonizing data on international
transactions of various countries is to encourage national compil-
ers to adhere to standards currently being developed by interna-
tional organizations, such as the International Monetary Fund,
the Bank for International Settlements, the United Nations, the
Organization of Economic Cooperation and Development, and other
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international securities and financial groups.  In addition, differ-
ent international organizations need to establish guidelines show-
ing how their different databases can be reconciled.  (5-5)

CONCLUDING OBSERVATION

For fiscal 1992, BEA’s budget for the collection of all U.S. inter-
national transactions was about $12 million.  The Treasury De-
partment does not have a separate budget for its role in the TIC
data system, and the costs to the Federal Reserve banks of collect-
ing the TIC data for the Treasury Department are borne from
their own budgets.  According to the Federal Reserve Bank of
New York, Federal Reserve banks expended about $2 million for
this purpose in 1992.  In view of the importance of capital flows
in the increasingly internationalized U.S. economy, the panel be-
lieves that higher priority should be accorded to the collection of
accurate, timely, and comprehensive data on such activities, par-
ticularly on U.S. holdings of foreign securities and U.S. nonbank
financial transactions.

This report contains a number of recommendations for cost-
effective approaches to obtaining needed statistical information.
In particular, data can be improved and costs contained through
sharing of information among national statistical authorities and
international data-gathering institutions and through effective
use of the data becoming available from the sophisticated elec-
tronic recording systems being adopted for international transac-
tions clearing.  Capitalizing on these opportunities requires im-
mediate investment of the resources necessary to bring about change.
The panel is conscious of the many competing demands on fed-
eral resources and of the need to restrain federal spending.  We
stress, however, that the current opportunities for longer run effi-
ciencies through actions taken now and the urgency of better
information about international capital transactions argue for im-
mediate investment of the resources needed to bring about change.
The funds required are minuscule relative either to the size of the
federal budget or to the importance of a better understanding of
international financial flows, but adequate funding is crucial to
the ability of U.S. statistical agencies to accomplish the work
that is needed.

The challenge facing data compilers is how to improve the data
collection systems to reflect today’s needs and to do so in an
environment of the growing number and diversity of institutional
and private players engaging in international capital transactions,
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the changing roles of intermediaries and financial instruments,
and the complexity of modern financial transactions.  Only when
this challenge is met will U.S. analysts, business people, and policy
makers be in a position to adequately understand the impact of
international financial activity on the U.S. economy and the role
of U.S. financial activity in the world economy.
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1
Globalization of Financial Markets

Even the most cursory review
of major international economic trends over the past several de-
cades shows there have been revolutionary changes in world fi-
nancial markets.   During the 1950s and 1960s, financial institu-
tions and their regulatory structures in major industrial countries
evolved in relative isolation from external developments.  During
those years, most countries, including the United States, imposed
restrictions on international capital movements.  Major interna-
tional institutional agreements after World War II, such as the
Bretton Woods agreement and the General Agreement on Tariffs
and Trade, liberalized world trade but did little to free the move-
ment of international capital.  After the financial disruptions of
the 1930s, many had questioned whether free capital flows and
liberalized capital markets were even desirable.  In the Interna-
tional Monetary Fund, the basic obligation of member nations—
their code of good behavior—was framed exclusively in terms of
avoiding restrictions on current account payments:  that is, pay-
ments for merchandise trade, international services, investment
incomes and payments, remittances, and official government transfers.
Meanwhile, the rules and the philosophy with respect to capital
transactions were far different:  many countries restricted out-
ward capital transfers either because they preferred their capital
to be invested within their domestic economies or because they
wished to prevent downward pressure on their exchange rates.
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That situation and those views changed dramatically in the
1970s, and the pace of change accelerated in the 1980s.1  The
interaction of several powerful forces has produced massive capi-
tal flows across national boundaries.  At the same time, the struc-
ture and operation of world financial markets have been trans-
formed.  Today, world financial markets are highly integrated,
and transactions have become increasingly complex.  These phe-
nomena are reflected in cross-listing of securities in several coun-
tries, cross-country hedging and portfolio diversification, and 24-
hour trading in financial instruments at exchanges around the
world.

Many of the channels used for financial transactions have also
changed.  There has been a major shift, relatively, from banks to
nonbank financial intermediaries, such as brokerage houses, secu-
rities firms, insurance companies, and pension funds.  There has
also been a shift from loans to securities and a rise in the use of
foreign financial centers.  In addition, there has been a surge in
the use of new financial instruments and, in particular, of deriva-
tive products (such as financial options, futures, and swaps on
interest rates, foreign currencies, stocks, bonds, and commodi-
ties).  These instruments have been developed to meet the needs
and preferences of different customers, including their desire to
hedge risks in an environment of fluctuating exchange rates, in-
terest rates, stock prices, and commodity prices.

The unprecedented changes in world financial markets have
had significant implications for public policy and data collection.
Because of international capital movements, policies and develop-
ments in other countries increasingly influence domestic economic
performance.  As a consequence, there is a need for information
about the new and emerging global financial environment.  Yet
changes that have taken place in world financial markets them-
selves compound the difficulty of acquiring the information.

Given the difficulties involved and the budgetary constraints
faced by statistical agencies in the public sector, several questions
arise:  What is the current need for data on international capital
transactions?  In what ways are current U.S. collection systems
adequate or inadequate?  Are there conceptual flaws or data defi-

1A number of significant international financial developments have occurred
over the past half century, including the emergence of the Euromarkets in the
early 1960s, which circumvented domestic financial regulations.  This report
focuses on changes in world capital markets associated with financial deregulations
in major industrial countries since the late 1970s.
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ciencies that should be corrected?  Are there alternative ways to
gather the data that would be more accurate, more useful, more
timely, more technologically advanced, or less burdensome and
costly?

THE STUDY AND THE REPORT

With the support of the Bureau of Economic Analysis (BEA) of
the U.S. Department of Commerce, the Panel on International
Capital Transactions was convened to examine the changes in the
global financial environment, assess public and private needs for
data on international capital transactions, review the adequacy of
existing data, and consider alternative collection methods.  Subse-
quent research grants from the Federal Reserve Board and the U.S.
Department of State also supported the study.  The panel’s goal
has been to develop recommendations for the collection of data
on U.S. international capital transactions to help ensure that the
data are accurate, timely, relevant, cost-effective, and useful for
decision making in the years to come.

This study is a follow-on to the one completed by a previous
panel of the Committee on National Statistics.  That report, Be-
hind the Numbers:  U.S. Trade in the World Economy (Kester,
1992), reviewed the adequacy of data on U.S. merchandise trade
and international services transactions.  It recommended steps to
correct the problems of underreporting of U.S. merchandise ex-
ports and inadequate coverage of U.S. international services trans-
actions.  It also proposed measures to improve monitoring of sales
and purchases by U.S. firms at home and abroad, as well as those
by foreign firms in the United States.  It pointed out that, of all
U.S. international transactions (in goods, services, and capital flows),
transactions representing capital flows are the least adequately
documented.  That report concluded that improving the data on
U.S. international capital transactions would yield high payoffs,
and this report addresses that issue.

Although the changing global trade and financial environment
has led several international organizations to undertake initia-
tives to improve the concepts and methods of compiling interna-
tional economic statistics, none of the resulting studies focuses
specifically on data on U.S. international capital transactions.
Nevertheless, improving the quality of U.S. data would have ma-
jor implications for international financial statistics.  Better U.S.
data would greatly enhance the usefulness of information on glo-
bal capital flows because the United States accounts for a large
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part of all international transactions.  Other countries would also
benefit if improved U.S. statistics were available, since U.S. trans-
actions involve many other developed and developing countries,
and the statistical problems of the U.S. data are not unique.  Re-
fining U.S. data concepts, definitions, and methodologies and har-
monizing them with international ones would promote interna-
tional data comparability.  This improvement in comparability, of
course, would apply to the data of other countries as well.  Data
comparability is important not only for international economic
policy coordination, but also for data exchanges between the United
States and other countries.  The panel believes this report will
contribute to a better understanding of the global financial flows
that have come to characterize the rapidly evolving global economy.

In conducting this study, the panel extensively reviewed exist-
ing literature, including recent studies by the International Mon-
etary Fund (1987, 1992b), the Federal Reserve Board (Stekler, 1991;
Stekler and Truman, 1992), and the Bank for International Settle-
ments (1986, 1992a, 1992b).  It examined the concepts, methods,
and procedures that U.S. federal agencies use to collect data on
international capital transactions, as well as those used by other
industrial countries.  It drew on the insights and expertise of
many individuals in federal agencies, international organizations,
foreign government agencies, businesses, trade associations, and
research organizations, including those from the U.S. Department
of Commerce, the U.S. Department of the Treasury, and the U.S.
Federal Reserve system, as well as the International Monetary
Fund, the Bank for International Settlements, the Bank of En-
gland, the Bank of Japan, and the Deutsche Bundesbank.  It con-
sulted experts in the accounting profession and other expert groups
currently examining the changes in global financial markets and
the treatment of complex financial transactions.  The panel heard
expert testimony and reviewed written comments from numerous
government, academic, and industry users on the adequacy of the
existing data.  The panel also canvassed data filers from commer-
cial and investment banks, securities firms, brokerage houses, and
multinational corporations to learn their views on data reporting
requirements.

In developing its recommendations, the panel took into account
the current budgetary constraints that face statistical agencies, as
well as the rapidly evolving world financial environment and the
advent of innovative information and telecommunications tech-
nologies.  Recommendations in this report are ranked in terms of
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their relative importance; the most important are listed first in
each section.

The rest of this chapter reviews the forces that have dramati-
cally transformed world financial markets over the last decade or
so and their implications for U.S. economic and financial policies.
Chapter 2 describes the existing system for compiling data on
U.S. international capital transactions, noting its concept, cover-
age, and methods of collection.  Chapter 3 examines the adequacy
of the existing system, taking into account the views of data col-
lection agencies, data filers, and data users, and makes recom-
mendations for improvements.  Chapter 4 reviews the surge of
transactions in financial derivatives and discusses their implica-
tions for the coverage and the interpretation of existing data on
U.S. international capital transactions.  Chapter 5 explores the
feasibility of using alternative data sources and collection meth-
ods to improve the coverage and accuracy of existing data, includ-
ing automation, the use of global custodians, exchanges, settle-
ment and clearinghouses, and databases of international organizations.

Appendix A highlights key features of the data collection sys-
tems of the United Kingdom, Germany, and Japan and discusses
actions being taken by these countries to improve information on
their international capital transactions.  Appendix B summarizes
the results of the panel’s canvass of data compilers, filers, and
users on the adequacy of the existing data system.

Throughout this report, following the balance-of-payments frame-
work for current U.S. data, “foreign” means non-U.S. resident,
and international capital transactions are those between residents
and nonresidents (foreigners).  Other terms commonly used in the
field, and in this report, are “offshore,” “abroad,” and “overseas,”
all of which are the same as foreign for purposes of international
capital transactions, which are also sometimes called cross-border
transactions.

FACTORS CONTRIBUTING TO GLOBALIZATION

The rapid expansion and integration of world financial markets
since the late 1970s can be attributed to several factors.  They
include a worldwide move toward deregulation of financial insti-
tutions and transactions; macroeconomic imbalances among coun-
tries, which have induced capital flows; improved knowledge about
market and economic conditions around the world; and break-
throughs in information and communications technology that have
increased exponentially the capacity for handling large volumes
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of financial transactions while significantly reducing unit trans-
action costs and making possible the use of new financial instru-
ments.  In addition, competition has grown among financial insti-
tutions of various types and in various countries, whose portfolio
management strategies in volatile markets have resulted in new
products and new modes of operation.  The development of world
financial markets in response to these forces and the U.S. experi-
ence can be traced back about two decades.

DEREGULATION AND LIBERALIZATION OF FINANCIAL ACTIVITIES

The trend toward financial deregulation accelerated in the early
1970s, when the government controls on financial activities that
had been established in the 1950s and 1960s and earlier were
proving ineffective and causing serious inefficiencies in the allo-
cation of capital and the operation of monetary policy.  The United
States removed its last capital controls in 1973; Germany signifi-
cantly reduced its restrictions on capital movements in the 1970s;
and the United Kingdom dismantled its exchange controls in 1979,
Japan in the early 1980s, and France and Italy in the late 1980s.
Countries embraced deregulation because it was thought that free
flows of capital would open up both saving and investment oppor-
tunities for firms and individuals and better match the changing
needs of suppliers and users of funds, thereby facilitating the effi-
cient allocation of capital and promoting growth in income and
output.

In the United States, the liberalization of domestic financial
markets since the late 1970s has further facilitated international
capital flows.  The phaseout of interest rate ceilings (Regulation
Q),2 the easing of portfolio restrictions on pension funds and in-
surance companies, and the removal of a variety of restrictions on
the permissible activities of banks3 have facilitated large transfers
of money, both within national borders and across them.  The
lowering of institutional barriers was intended to allow firms and
individuals to adjust their claims and liabilities with greater ease
in order to improve the liquidity of their portfolios and diversify

2Regulation Q set the maximum level of interest rates that banks and savings
and loan companies could pay on deposits.

3Banks are still limited in the extent to which they can diversify into insurance,
investment, and underwriting services.  As of mid-1994, banks, unlike enterprises
in other industries, were prohibited from branching freely across state lines.
However, under recently enacted legislation, this prohibition will be removed
over the next few years.
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their risks.  The drive toward international diversification by U.S.
institutional investors (especially pension funds, insurance com-
panies, and mutual funds) has been a major force behind the inter-
nationalization and integration of U.S. financial markets.

The process of integration has also intensified as foreign inves-
tors and financial institutions have been allowed relatively freely
to enter domestic markets in different parts of the world.  Be-
tween 1978 and 1991, for example, the number of foreign banks in
the United States rose from about 122 to 280.  Branches and agen-
cies of foreign banks held aggregate assets of $626 billion in 1991,
up from $90 billion in 1978.  In 1991 foreign banks accounted for
18 percent of total banking assets in this country and operated
565 offices (Federal Reserve Board of Governors, 1993:1).4  Mean-
while, at the time of the “big bang” of 1986—the deregulation of
securities markets in the United Kingdom—many U.S. securities
firms and banks expanded their presence in London through ac-
quisitions and other means.  There are other measures of increased
integration of financial markets:  over the same 1978-1991 period,
the value of U.S. assets abroad rose more than three-fold while
the value of foreign assets in the United States showed an even
more dramatic six-fold increase.  (Bureau of Economic Analysis,
1993a; 1994a).

MACROECONOMIC CONDITIONS

In an environment of deregulated and liberalized financial mar-
kets, international capital movements have been driven mainly
by economic fundamentals.  The macroeconomic conditions of
various countries and their trade and tax policies, for example,
affect the expected rates of return on various investments in dif-
ferent markets.  In the mid- to late 1970s, large capital flows
resulted from the recycling of the oil export surpluses of the Or-
ganization of Petroleum Exporting Countries, many of them through
international banks to sovereign borrowers in the developing countries.
During the late 1970s and early 1980s, there was considerable
capital flight from many developing countries as uncompetitive
interest rates and exchange rates, large fiscal deficits, and high

4Foreign banks with U.S. branches and agencies first became subject to federal
regulation with the adoption of the International Banking Act of 1978.  Additional
regulatory authority was provided by the Foreign Bank Supervision Enhancement
Act in 1991.
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external debt burdens took a toll in those countries.  Beginning in
the early 1980s, large capital inflows into the United States were
an important source of financing for the sizable federal budget
deficits being incurred.

Differences in the mix of fiscal and monetary policies between
the United States and other industrial countries over the past
decade have directly affected exchange rates for the dollar.  The
large movements of the dollar against other major currencies since
the 1980s, in turn, have contributed to increases in sales and
purchases of dollar-denominated securities and the expansion of
foreign-currency trading.

In 1992, differentials approaching 6 percentage points or more
in interest rates between the United States and Germany attracted
capital to Germany from the United States (and other countries).
Following unification, Germany relied on high interest rates to
dampen inflationary pressures arising from the huge costs of revi-
talizing the economy of the former East Germany.  Also in the
early 1990s, rapid economic growth in East Asian countries and
large export surpluses in those countries have generated pools of
savings that flow into the global economy to finance the invest-
ments that offer the highest rates of return.

TECHNOLOGICAL INNOVATIONS

Technology is another force that has changed the operation and
structure of international financial markets.  Information and tele-
communications technologies have greatly increased the speed with
which information is processed and disseminated.  Around the
world, market participants are bombarded with a plethora of in-
formation and a cacophony of opinions, reports, and rumors,
much of which is communicated by computers.

In addition, electronic trading has allowed orders to move across
continents, directly from customers to brokers and dealers.  Auto-
mated trade execution and international clearing and settlement
have also encouraged cross-listing of securities and further inte-
grated world financial markets.  Today, traders have access to
instruments and overseas markets after U.S. trading hours have
ended.  If they choose to, they can also “pass the book” to their
affiliates in foreign markets, who can continue trading in daylight
hours overseas.

Automated trading execution systems provide a 24-hour trad-
ing market, allowing traders to enter buy and sell orders that are
automatically matched according to price and time preferences.
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One example of such systems is GLOBEX, an electronic trading
system launched by the Chicago Mercantile Exchange and the
Chicago Board of Trade in conjunction with Reuter, the British
information services firm.   Key U.S. government securities and
foreign exchange are traded in global markets.  Round-the-clock
trading is expanding because increases in speed and control over
the direction of information flows can result in large profits or
reduced losses in financial markets.  The greater ease with which
financial traders can gain access to different markets and their
reduced costs have enabled them to take advantage of even small
profit margins around the world.

Furthermore, interactions among markets, which have been fa-
cilitated by technological innovations, have provided market par-
ticipants with opportunities to diversify, hedge, and increase prof-
its on their investments, thereby promoting the use of new financial
products and instruments.  Over the past several years, there has
been rapid growth in financial derivatives, such as forwards, fu-
tures, options, swaps, and sophisticated combinations of them on
interest rates, exchange rates, stocks, and bonds.  A primary pur-
pose of these instruments is to hedge exposure against risk, and
many are traded across borders.  Accompanying this rise in de-
rivatives has been the rapid expansion of over-the-counter mar-
kets that involve trading over computer networks in securities
tailored to the specific needs of individual investors, borrowers,
and intermediaries.  (A detailed discussion of financial derivatives
is presented in Chapter 4.)

COMPETITION AMONG FINANCIAL AND NONFINANCIAL INSTITUTIONS

The easing of capital controls, the liberalization of financial
markets, and technological innovations have stimulated competi-
tion among financial and nonfinancial institutions in various coun-
tries.  This, in turn, has further transformed the structure of world
financial markets.

Over the past 25 years, a notable development in international
finance has been the growth of securitization—a process of con-
verting assets that would normally serve as collateral for a bank
loan into securities that are more liquid and can be traded at a
lower cost than the underlying asset.  This process has been fos-
tered, among other things, by technological innovations.  With
computers and electronic record-keeping, financial institutions can
cheaply bundle together a portfolio of loans (originally, mortgage
loans) with small denominations, collect the interest and princi-
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pal payments, and sell the claims to these payments to a third
party as a security.  This process of pooling loans and selling
securities backed by the loans has been found by financial institu-
tions to be more efficient than traditional financing through fi-
nancial intermediaries in certain situations, and it has been used,
for example, for auto loans and credit card obligations.

In an environment of deregulation, nonbank financial compa-
nies have devised new and different ways to move money from
savers to borrowers.  In recent years in the United States, for
example, pension funds, money market funds, and insurance com-
panies, among others, have increasingly lured savings away from
bank deposits.  In turn, these institutional investors, which are
better able than individuals to acquire the needed information for
foreign investment, have heavily invested in foreign securities,
fostering the rapid expansion of international bond and equity
markets.5  Under these circumstances, there now are diverse in-
stitutions competing to provide financial services; securities have
become an increasingly important element in international capi-
tal flows.

Meanwhile, multinational corporations that produce and sell
goods and services on a global scale seek worldwide sources for
their financing and investment needs.  To serve these clients,
financial institutions have diversified the services they offer, among
which are transactions in foreign exchange, money market instru-
ments, and derivative products, all on a worldwide scale.  These
sophisticated financial instruments allow investors an array of
alternatives for hedging and shifting risks, which, at a cost, can
provide greater certainty of international receipts and payments,
or, in some cases, for taking on exposure with a highly leveraged
position.  There is a large market for such instruments in today’s
environment, as international businesses, speculators, and inves-
tors are faced with volatile exchange rates, interest rates, and
commodity prices.

The rise in new financial instruments has added flexibility to

5A 1993 study by a private financial consulting firm estimated that holdings of
foreign stocks by U.S. public pension funds rose from $28.9 billion in 1991 to
$48.1 billion in 1992; those of corporate pension funds rose from $59.3 billion to
$70.7 billion during the same period.  In 1992, foreign stocks accounted for
almost 8 percent of assets of corporate pension funds and about 5.6 percent of
assets of public pension funds.  A survey of pension funds reported in the study
showed that public and corporate pension funds expected to increase their holdings
of foreign stocks to $100 billion and $116 billion, respectively, by 1995 (Greenwich
Associates, 1993).
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portfolio management operations.  As a result, more and more
debt and equity products now originate and are traded in several
world financial centers and in different currencies.  For example,
hedging and other position taking can be carried out with finan-
cial and commodity futures and options; they can also be under-
taken with interest rate swaps and forward agreements for major
exchange rates and commodity prices.  Hedging operations can
also be combined with other lending arrangements (for example,
in a commodity swap) to secure—at a cost—both access to addi-
tional funds and greater protection from changing international
interest rates and commodity prices.  In addition, some multina-
tional corporations act, in effect, as their own in-house financial
intermediaries, raising funds wherever they are cheapest and moving
them through diverse channels (including offshore—foreign—holding
companies) to where they are needed.  To some extent, these
organizations can be thought of as arbitraging national financial
markets.   Overall, these private firms, both financial and nonfinancial,
now rely heavily for their funding on marketable instruments; the
use of commercial paper,6 floating rate notes, bonds, convertible
bonds, shares, and related instruments has grown rapidly in re-
cent years at the expense of traditional bank deposits and loans in
financing big businesses.

According to a recent Federal Reserve study (Post, 1992), the
U.S. commercial paper market since the early 1980s has become
an important source of short-term funds for manufacturers, com-
mercial concerns, and utilities to finance increased production,
new inventories, or new receivables.  Business enterprises turned
to commercial paper to avoid high interest rates on long-term
funds and bank loans in an expanding economy.  Two other devel-
opments in the late 1980s also increased the issuance of commer-
cial paper:  the numerous mergers and acquisitions and the expan-
sion of the swaps market, as borrowers combined commercial paper
with swaps to create liabilities in other currencies.  Asset-backed
commercial paper also came into use, providing off-balance-sheet
financing for trade and credit card receivables.7  Money market

6Commercial paper consists of short-term unsecured promissory notes, which
are issued mostly by corporations.

7Off-balance-sheet activities are business transactions that do not generally
involve recording assets or liabilities in the balance sheet:  examples include
trades in swaps, options, futures, and foreign exchange forwards and the granting
of standby commitments and letters of credit.
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mutual funds provided the largest source of funds to this market
in the 1980s.

Over the past decade, commercial paper outstanding grew at an
average annual rate of about 17 percent.  In 1988 the size of the
commercial paper market even temporarily surpassed that of the
market in U.S. Treasury bills.  The issuers of commercial paper in
the United States have included foreign corporations and foreign
financial institutions.  According to the Federal Reserve study
(Post, 1992), commercial paper will remain a major source of short-
term funds for corporations in the 1990s.  High-rated foreign cor-
porations in the United States, attracted by the liquidity and the
low cost of the market, are likely to be among the new issuers.

While foreign corporations have been raising capital in the United
States, the use of foreign financial centers by U.S. businesses has
also been extensive.  The Federal Reserve Bank of New York (1992a)
estimates that loans to U.S. commercial and industrial companies
that originated offshore rose from $37 billion in 1983 to $174 bil-
lion by the end of 1991.  Offshore bank loans to U.S. businesses
surged in the 1980s as foreign banks availed themselves of the
opportunity to avoid the reserve cost of making loans in the United
States.8  The fastest growth in these offshore loans to U.S. com-
mercial and industrial businesses has occurred in the Cayman
Islands and in industrial countries, such as Japan.

In this competitive environment, banking activities have also
significantly changed.  During the late 1970s and the early 1980s,
large commercial banks in many countries, including those in the
United States, sought to boost their profits by lending large sums
to developing countries.  Since then, although deposit-taking and
lending have remained the core business of commercial banks, an
increasing portion of their income has come from sources other
than the differentials between the interest they pay on deposits
and the interest they charge on loans.  To improve profit margins,
in addition to offering fee-paying business advisory services, banks
have increasingly packaged assets not traditionally traded (such as
mortgage loans, car loans, corporate receivables, and credit card
receivables) into tradable securities.  They also have turned to
derivative instruments as opportunities have declined in tradi-
tional interbank deposit markets.9  Banks have also pursued off-

8The growth of offshore loans declined after the Federal Reserve removed the
relevant reserve requirements in 1990.

9The sharp cutback in interbank business has been attributed to the low returns
and potentially large counterparty risks related to this type of business (Bank for
International Settlements, 1992a).
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balance-sheet activities to shift assets off their balance sheets and
thereby improve their capital ratios.  Currently, an increasing pro-
portion of banks’ credit and liquidity exposures has been incurred
off their balance sheets (see Chapter 4).  With the growth of nonbank
financial institutions, banks have also offered backup lines of credit
or guarantees to these institutions, such as the backing of com-
mercial paper issues.  Under the 1988 Basle Capital Accord, banks’
recommended capital requirements for these activities are much
lower than for regular loans.10  One major role that large commer-
cial banks have retained is to provide payments and clearing mecha-
nisms for most financial transactions.

Yet another development in the structure of world financial
markets is that, with the rise in the use of derivative instruments
by both bank and nonbank financial institutions, securities, for-
wards, futures, and options markets have become increasingly linked.
Advances in telecommunications technologies have facilitated in-
teractions among these markets.

POLICY ISSUES ARISING FROM GLOBALIZATION

Several benefits have been cited as a result of the changes in
the structure and operation of international financial markets.
Capital mobility and financial innovations are credited with hav-
ing provided savers and borrowers with a wider range of invest-
ment alternatives and easier and cheaper access to external fi-
nancing.  They are also believed to have facilitated greater
diversification of portfolios and increased the size of markets.
Internationalization of capital markets is said to have facilitated
the financing of global payments imbalances and encouraged more
efficient allocation of global resources.

Nonetheless, there has also been a widespread perception that
deregulation, globalization, and financial innovations have com-
plicated the formulation and the implementation of monetary and
fiscal policies, led to greater volatility in financial markets, and
introduced new and highly complex elements of risk that can

10The Basle Capital Accord refers to the minimum capital standards agreed to
by the Basle Committee on Banking Supervision for the supervision of international
banking groups and their cross-border establishments.  The Basle Committee is
made up of the banking supervisors of the Group of Ten industrial countries and
Luxembourg.  The 1988 accord called for a minimum 8-percent ratio of a bank’s
capital to its risk-weighted exposure to credit risk, which was to be attained by
the end of 1992.  Proposals for capital standards covering market risks are under
discussion.
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cause major disruptions in international financial systems.  Inter-
national capital mobility not only has led to growing linkages of
world financial markets, but also has increased the extent to which
macroeconomic policies and market conditions of one country
can significantly affect those of others.  Meanwhile, the securitization
of transactions and growth in the use of financial derivative in-
struments have made international financial flows more complex
and less transparent, complicating supervision of financial insti-
tutions.  This section discusses several aspects of the effect of
new global realities in financial markets on a nation’s economic
policies and financial oversight.

MACROECONOMIC POLICIES

Interest rates and the availability of capital in an industrial
country are now much more influenced than in the past by inter-
est rates and credit availability in other countries.  A corollary is
that monetary (and fiscal) developments in a major industrial country
have larger macroeconomic effects on other countries than they
did when capital was less mobile internationally.  A vivid ex-
ample was the effect in 1992 of high interest rates in Germany on
other members of the European Monetary System, as well as on
other industrial countries, including the United States.  The freer
flow of funds among countries does not necessarily bring their
interest rates into line with one another.  Interest rates can differ
among countries when there exists an expectation that exchange
rates will change or when there is a premium related to other
types of risk.  Nonetheless, a change in interest rates in a major
industrial country can strongly affect both interest rates and ex-
change rates in other countries.

The growth in cross-border deposits also has implications for
monetary policies.  When cross-border deposits were small and
relatively stable, they could be ignored when examining the be-
havior of domestic monetary aggregates.  In recent years, how-
ever, the growth in these deposits has added to questions about
the usefulness of monetary aggregates as indicators of the tight-
ness or slack of U.S. monetary conditions, in part because mea-
sures of U.S. monetary aggregates do not fully capture deposits
held by U.S. residents in banks located in foreign countries.11  In

11The three major measures are M1, M2, and M3.  M1 includes currency outside
the Treasury Department, Federal Reserve banks, and the vaults of depository
institutions; traveler’s checks of nonbank issuers; demand deposits at all commercial
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addition, because of foreign offerings of dollar-denominated obli-
gations, net U.S. international capital flows do not fully indicate
exchange market pressures on the dollar (Cooper, 1986).

Furthermore, it is argued that under floating exchange rates,
increased international capital mobility can quicken the speed
with which tight monetary policies slow inflation, since curren-
cies tend to appreciate in response to higher interest rates.  The
unusual speed of the U.S. disinflation in the early 1980s is an
example (Willett and Wihlborg, 1990).

Enhanced capital mobility also affects fiscal policy.  In the past,
when a country’s fiscal policy led to a large budget deficit, the
effect was primarily domestic, in the form of more rapid expan-
sion of national income and output and possibly also in some
crowding out of private investment as the government borrowed
more and interest rates rose.  Now a significant result may be a
large trade deficit, if high interest rates attract funds from abroad
and the exchange rate appreciates.  This phenomenon was evident
in the United States in the 1980s, when large federal budget defi-
cits were accompanied by large trade deficits.

Today, external imbalances are in many cases more easily fi-
nanced than in the past by movements of foreign capital.  As a
result, large trade surpluses and deficits may cause less concern
to market participants and to policy makers.  From another per-
spective, the more ready availability of international capital may
provide domestic officials with more time to undertake the ad-
justments needed to correct domestic and external imbalances.
Changes in current account balances do, of course, affect domes-
tic income and employment.  And sustained imbalances can lead
to the buildup of large international debtor and creditor positions
that affect the real incomes and debt burdens of future genera-
tions.

Yet another effect of capital mobility on domestic macroeconomic
policies is that tax incentives to boost domestic savings (for ex-
ample, through increased tax deductions for individual retirement
accounts) may be less likely than in the past to generate a rise in
capital for domestic investment.  Uncertainty about effects has

banks other than those due to depository institutions, the U.S. government, and
foreign banks and official institutions; and other checkable deposits including
share draft accounts in credit unions and demand deposits at thrift institutions.
Overnight Eurodollar deposits of U.S. residents at foreign branches of U.S. banks
are included in M2.  Term Eurodollar deposits held by U.S. residents at foreign
branches of U.S. banks and at all banking offices in the United Kingdom and
Canada are included in M3.
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risen because institutional investors and other professional money
managers can move large pools of savings abroad.  They increas-
ingly do so when they calculate they can earn higher rates of
return, after allowing for exchange risk.

ASSESSING THE STABILITY OF FINANCIAL MARKETS

As funds move more easily and more readily from one country
to another, the prices of financial instruments (for example, secu-
rities and foreign exchange) may be subject to greater volatility.
Increasingly, exchange rates (the prices of foreign exchange) are
affected by “news”—the flow of new information—and by the
expectations it engenders.  The prices of bonds and stocks are
similarly influenced.  And exchange rates and securities prices
interact with each other.  Hence, securities prices in one country
can now be affected by the behavior of foreign as well as domestic
lenders and investors, although the degree of influence differs from
one situation to another, depending on a variety of circumstances.
Thus, when the U.S. stock market declined sharply in October
1987, there were worldwide effects, but the large drop in the prices
of Japanese stocks in 1991-1992 had little discernible impact on
stock markets in the United States and other countries.

In principle, enhanced capital mobility could lead to more stable
markets rather than to greater volatility of securities prices and
exchange rates, since it makes markets less “thin” in terms of
numbers of participants and potential flows of funds.  Nonethe-
less, the information revolution, which has increased familiarity
with economic, financial, and political conditions around the world
and thereby encouraged international lending and investing, also
brings a constant flow of news that can cause lenders and inves-
tors to make abrupt changes in their holdings in their own and
other countries.  Thus, markets are vulnerable to larger swings—
both in the short and medium term—in a world of integrated
financial markets and enormous worldwide liquidity.12

12The price dynamics created by derivative instruments can also exacerbate
this potential.  In foreign exchange markets, such swings in prices have led at
times to coordinated intervention by central banks aimed at dampening the short-
and medium-term volatility of exchange rates.  Since the February 1987 meeting
of the Group of Seven finance ministers and central bank governors at the Louvre,
the monetary authorities of those countries have attempted to maintain their
exchange rates within broad ranges.
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MONITORING THE SOLVENCY AND LIQUIDITY OF

MARKET PARTICIPANTS

The enormous volume of funds flowing across national bound-
aries and from one currency to another creates a risk that a break-
down in one financial system could spread across the world.  The
U.S. stock market crash of October 1987 demonstrated the speed
with which major financial shocks can reverberate across global
markets, and it drew attention to the types of liquidity, settle-
ment, and clearance problems that can arise in money and equity
markets.13  Many financial intermediaries receive and send ex-
tremely large sums, relative to their capital and liquid assets,
through payments networks.  To make the required payments,
they are dependent on receipts from others.  If one intermediary
in the payments mechanism finds itself unable, for whatever rea-
son, to make the payments for which it is liable and others will
not lend to it, problems for other institutions and in other centers
can develop quickly.

In the commercial banking system, central banks have long
been prepared to act as lenders of last resort to enable banks to
cope with liquidity problems.  The bank examination process also
aims to guard against insolvency in commercial banks, and there
is close international cooperation among supervisors of commer-
cial banks, who meet regularly at the Bank for International Settle-
ments at Basle.  But there are questions as to whether nonbank
financial intermediaries—including brokers and dealers and in-
vestment banks—are equally well supervised and, if these nonbank
institutions are adequately supervised, whether central banks should
also act as their lenders of last resort.14

13There have been some initiatives in the United States and abroad to improve
the clearing and settlement systems since then.

14The Technical Committee of the International Organization of Securities
Commissions has been working toward international risk-based capital adequacy
standards for securities firms.  Efforts are being made to reconcile the differences
between the capital requirements applicable to nonbank securities firms and
those applicable to banks that engage in securities activities.  In the United
States, Congress recently provided authority to the Commodity Futures Trading
Commission to more fully share information and cooperate with foreign regulators.
In addition, the Securities and Exchange Commission is considering adjusting
U.S. securities firms’ capital standards to recognize more foreign markets and to
collect data necessary to assess the need for additional regulation of the financial
activities of U.S. securities firms’ unregulated affiliates and broker-dealer holding
companies.
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Central banks and financial regulators have also become con-
cerned about the risk exposure of participants engaging in deriva-
tives transactions.  Risks are posed in many ways, including by
the volatility of the underlying markets.  A market participant’s
exposure can change drastically with fluctuations in interest rates
or equity prices:  a small shift in share prices, for example, can
result in a big change in the value of a stock-index option.  Other
risks pertain to the management of sizable positions by large fi-
nancial institutions and the credit quality of these “wholesale”
enterprises and their customers.  Still another risk concerns illi-
quidity.  Although derivatives traded on exchanges have many
buyers and sellers, those tailored to specific customers’ needs (such
as those traded in the over-the-counter markets) are more difficult
to liquidate since they are more difficult to value and to hedge
against.  In addition, the opaqueness of some of these transac-
tions, especially over-the-counter contracts, compounds the diffi-
culty for regulators of monitoring market participants in deriva-
tives.  Furthermore, as more and larger traders, driven by technical
trading methods, seek to move increasingly large sums between
markets, market volatility is likely to increase.  The closer link-
ages among markets that are fostered by the growth of derivatives
mean that financial shocks can be transmitted across markets
quickly.

The growth in derivative instruments has created not only complex
chains of counterparty (buyer or seller) exposures but also, in the
case of exchange rate contracts, a significant expansion of inter-
national payment and settlement activities.  To reduce risks and
guard against payment “gridlock,” the Federal Reserve and other
central banks are closely monitoring their payment and settle-
ment mechanisms.  In addition, the Basle Committee has focused
on ways of expanding the Basle Capital Accord to cover credit
risk and various types of market risks, such as foreign exchange
rate risk, interest rate risk, and position risks in traded equity
securities.   (For a discussion of the various types of risks arising
from derivatives transactions, see Federal Reserve Board of Gover-
nors et al., 1993; Bank for International Settlements, 1992b; Group
of Thirty, 1993.)

In sum, the interactions among countries’ interest rates, ex-
change rates, and securities prices, hastened by the increase in
capital mobility and the linkages of world financial markets, have
major policy implications.  The economic performance of one coun-
try—especially an industrial one with high capital mobility—will
be affected by policies and market developments in other coun-
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tries.  There is a blurring of the traditional distinction between
domestic and international economic policy.  Policy makers in
major industrial countries need to take account of policies and
policy intentions elsewhere.  In a world of growing interdepen-
dence among nations, enhanced capital mobility will, in some
cases, help policy makers achieve their domestic macroeconomic
objectives; in other cases, however, it may undercut the effect of
national policies on domestic economic performance.

IMPLICATIONS OF GLOBALIZATION FOR
DATA COLLECTION

In this new global economic environment, to better formulate
U.S. macroeconomic policy, monitor financial market performance,
and oversee the stability of the domestic financial system, com-
prehensive information on U.S. international capital transactions
will be required.  At the same time, the unprecedented changes in
global financial markets have reduced the effectiveness of tradi-
tional data collection methods and the adequacy of the existing
data.  This section provides an overview and some examples of
the deficiencies of the existing data.  The rest of the report ad-
dresses the shortcomings in detail and presents the panel’s recom-
mendations for data improvement.

The present U.S. data collection system for international capi-
tal transactions originated some 50 years ago (see Chapter 2).  At
that time, portfolio investment was largely channeled through
such traditional financial instruments as bank loans and deposits,
denominated mostly in U.S. dollars, and handled by a relatively
small number of large banks and financial institutions.  The cur-
rent system, as it has evolved, still emphasizes the collection of
data on traditional international banking transactions.  But the
rise in nonbank market participants (in particular, institutional
investors), the surge in international financial flows and their di-
versification across currencies, the increase in offshore financial
activities, and the burgeoning international trade in derivative
financial instruments have outstripped the coverage of the U.S.
data system.  Rapid technological innovations have also allowed
numerous transactions to bypass domestic financial intermediar-
ies, and such transactions are beyond the reach of the traditional
reporting mechanisms, thus raising questions about the adequacy
of relying largely on domestic data filers.  Meanwhile, as U.S.
international capital transactions have proliferated and become
more complex, the work required to compile comprehensive in-
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formation on them has greatly expanded and become much more
costly for both statistical agencies and those who report the raw
data.

The conceptual framework under which the existing data are
collected, that of the balance of payments, defines U.S. interna-
tional transactions as those between U.S. residents and those out-
side U.S. boundaries.  (See Chapter 2 for a detailed discussion of
the U.S. balance-of-payments accounts.)  The purpose of this framework
is to compile information on economic exchanges that cross the
border between the United States and the rest of the world.  These
data provide vital information needed to understand the external
sector of the economy and how it affects domestic economic ac-
tivity.  International transactions, defined in this way, are a com-
ponent of the national accounts (which include the national in-
come and product accounts, the flow-of-funds accounts, and the
balance sheets of the U.S. economy).  However, as financial ac-
tivities have become global in nature, the resident-nonresident
distinction has become inadequate to fully depict all facets of
these activities.  Increasingly, cross-border financial exchanges rep-
resent capital transfers among the worldwide offices and branches
of U.S. financial institutions, rather than transactions largely be-
tween U.S. firms and foreign firms.  There is also a growing pres-
ence of foreign-owned firms in the U.S. domestic markets and of
U.S.-owned firms in markets abroad.  These developments have
complicated the identification of resident versus nonresident trans-
actions.  More important, as discussed above, internationalization
of financial transactions has given rise to policy concerns about
the liquidity, solvency, and stability of the U.S. financial system
insofar as it is affected by foreign markets.  These are issues the
balance-of-payments framework was not designed to treat.  There
is need to supplement the existing balance-of-payments data with
other information on U.S. financial activities to guide the deci-
sions to be made on myriad emerging public policies.

In its report (Kester, 1992), the Panel on Foreign Trade Statis-
tics recommended supplementing the existing trade statistics, collected
under the balance-of-payments framework, with economic infor-
mation collected outside it to better depict the globalized U.S.
business activities in goods and services.  Such a broader frame-
work would greatly assist in addressing such issues as U.S. inter-
national competitiveness and the impact of foreign trade and di-
rect investment on U.S. employment and production.  This report
makes recommendations to improve the coverage and accuracy of
the existing data, but it also proposes ways to supplement them
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with data on the burgeoning financial derivatives transactions collected
outside the traditional balance-of-payments framework.

The need for improved data is further evidenced by the incom-
plete accounting of the sizable U.S. international capital flows in
recent years and the uncertainty associated with it about the U.S.
financial position in the world economy and other economic and
financial developments.  A few examples follow.

• U.S. statistics for 1982 indicate that the rate at which non-
residents were acquiring assets in the United States was less than
the rate at which U.S. residents were securing assets abroad.  But
the statistical discrepancy of the U.S. balance-of-payments accounts
in that year was larger than the difference between these two
totals:  current account receipts or net inflows of capital of about
$41 billion were not identified or recorded.  Thus, the direction of
the net capital flow could have been the opposite of that reported
in the 1982 U.S. balance-of-payments accounts.

•  When initially released, data for 1985 on the U.S. net inter-
national investment position showed that foreign assets of U.S.
residents were less than their liabilities to foreigners.  The press
referred to the United States as being “a debtor nation” for the
first time since before World War I.  The cumulating liabilities,
whose burden could fall on the next generation as well, were
deemed to imply the obligation to pay future interest, dividends,
profits, and amortization to foreign investors.  However, the U.S.
data on U.S. residents’ direct investments and claims on foreign-
ers was listed at book value, omitting any increase in market
value of the investment over time.  Some analysts believed that
this source of understatement in the U.S. international invest-
ment position was so large that U.S. liabilities to foreigners for
1985 were, in fact, smaller than U.S. holdings of foreign assets.
Yet others pointed out a measurement error in the other direc-
tion:  the cumulative statistical discrepancy in the U.S. balance-
of-payments accounts as reported at the same time totaled $117
billion for the years 1981-1985 alone, indicating possibly sizable
unreported capital inflows.

These data have subsequently undergone several revisions, and
BEA has also begun publishing market value as well as historical
cost estimates of total asset values.  According to recently pub-
lished data (Bureau of Economic Analysis, 1994a:71), foreign as-
sets owned by U.S. residents in 1985 exceeded foreigners’ owner-
ship of U.S. assets, measured either by historical cost or market
value.  Since 1989 however, foreigners’ ownership of U.S. assets
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has exceeded the foreign holdings of U.S. residents’, using either
the historical cost or market value measures.

Even the revised data may tend to more closely track foreign-
ers’ investments in the United States than U.S. residents’ invest-
ments abroad, however.  Until 1994, U.S. holdings of foreign se-
curities had not been comprehensively surveyed since World War
II.15  In addition, despite the recorded “net indebtedness,” official
statistics show that U.S. earnings (interest and profits) on invest-
ments abroad continue to be larger than the earnings paid by the
United States to foreigners on their U.S. investments.

•  Until the 1980s, as noted above, banks dominated the inter-
national financial system, but securitization has occurred rapidly
since then.  U.S. official statistics show foreign purchases of U.S.
securities as exceeding bank-reported liabilities as the largest com-
ponent of the capital inflow in 1985.  But a recent study by the
Federal Reserve Bank of New York (1992a) indicates that as much
as $70 billion of foreign lending to U.S. business that took place
offshore in the 1980s was not included in the official statistics of
U.S. international capital transactions.  This funding raises the
question of whether official statistics have overstated securities
as a source of financing and understated the major role still played
by banks.16

•  U.S. statistics show that 1985 sales of U.S. Treasury securi-
ties to foreigners, although many times greater than those in 1980,
were still relatively small ($20.5 billion, of which 83 percent was
sold to Japanese residents) (Frankel, 1988:592).  Yet official Japa-
nese statistics show that the value of U.S. Treasury securities
bought by Japanese residents was much larger than was shown in
the U.S. data.  For 1986, the discrepancy between U.S.-reported
sales of U.S. Treasury securities to Japan and Japanese-reported
purchases of U.S. Treasury securities was $37 billion ($12.8 bil-
lion and $49.4 billion, respectively).  Since U.S. Treasury securi-
ties are sold in global markets and the U.S. official data do not
identify the ultimate owner of the securities, the holdings of U.S.

15The survey was conducted in 1994, but as of mid-1994 there was no firm
schedule for data release.

16Recently published revised data (Bureau of Economic Analysis, 1994a) contain
dramatic upward revisions in estimates of U.S. nonbanks liabilities to foreigners
for the years 1983-1993.  These revisions result largely from BEA’s continuing
program to use data reported by foreign banks.  Much of the revision is based on
data from the Bank for International Settlements (BIS) on bank claims reported
in Caribbean and Asian banking centers.
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Treasury securities held by particular countries remain unclear.
In addition, U.S. data on capital transactions do not identify the
extent to which U.S. assets held by foreigners are in practice hedged
in foreign currencies.  This deficiency has hampered the analysis
of the vulnerability of the dollar to foreign portfolio shifts.

•  The United States was able to continue financing large trade
deficits in 1987 and thereafter without major depreciation of the
dollar:  one explanation is that foreign central banks stepped in to
buy dollars when private investors had become wary of trading.
Although official statistics on central bank transactions are be-
lieved to be better than those on private transactions, even the
official statistics are problematic.  When a foreign central bank
acquires dollars and deposits them in a commercial bank abroad,
the dollar holdings will not show up in the U.S. statistics as
foreign official holdings of dollars.  They will appear as U.S. li-
abilities to foreign commercial banks.  The published figures
of foreign official holdings of dollars, therefore, may understate
the extent of foreign government intervention in foreign exchange
markets; this happened in 1987.  The Federal Reserve Bank of
New York, using its own data and other sources, has estimated
that foreign official purchases of dollars in 1987, including the
private channeling of official capital, may have been almost three
times higher than the $45 billion that was recorded in the U.S.
balance-of-payments accounts.

•  In the late 1980s, Americans became more concerned about
another sizable component of the capital inflow:  foreign direct
investment in the United States.  The news media carried stories
that Japanese and other foreign investors were building factories
and buying assets in the United States, including such national
symbols as Rockefeller Center and the Seattle Mariners baseball
team.  How extensive is foreign direct investment in the United
States and what is its economic impact?  The availability of data
bearing on these questions has expanded in the last few years, but
gaps remain (see Chapter 3).

•  In 1990 and 1991, with the American economy in recession,
the question arose as to whether monetary policy had been too
tight.  During 1990, M1 grew at 4.0 percent, and it grew 8.7 per-
cent in 1991.  On the face of it, this might have appeared to be
adequate money growth to finance the economy.  In 1990, how-
ever, an increase in currency outstanding constituted three-quar-
ters of the increase in M1 ($24.2 billion of $32.0 billion).  Some
estimates suggest that over half of U.S. dollar currency outstand-
ing is held in Latin America and other foreign countries, where it
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is often a good shelter from local inflation and taxation.  A Fed-
eral Reserve analysis suggests that there was a large unmeasured
outflow of U.S. currency in 1990 (perhaps $15 billion of the $47.4
billion errors and omissions in the U.S. international transaction
accounts17) and that, as a result, the observed M1 growth gave a
misleadingly expansionary indication of monetary conditions (Stekler
and Truman, 1992:5).  In 1991, the increase in currency explains
only 28 percent of the increase in M1 ($20.5 billion of $72.0 bil-
lion).  Clearly, better data on international shipments of U.S. cur-
rency would help the Federal Reserve to design monetary policies
for the goals it seeks.

In summary, U.S. financial activities are becoming increasingly
globalized.  The formulation of U.S. macroeconomic and financial
supervisory policies and the public debate over U.S. external in-
debtedness depend on reliable statistics that accurately depict the
nature and extent of U.S. international financial transactions.  They
are also needed to evaluate exchange market conditions and po-
tential pressures, to examine the risk exposure of U.S. financial
institutions, and to assess foreign ownership of U.S. business.  Without
such statistics, informed decisions will be difficult to make and
sound policies will at times be lacking.

It should be noted here that the United States produces as much
detailed data on its international capital transactions as any coun-
try in the world.  The United States is not alone in facing prob-
lems of collecting and integrating data on such transactions.  Other
countries are confronted with similar problems and are working
to improve their data (see Appendix A).  In principle, global out-
flows should equal global inflows.  However, as reported by the
International Monetary Fund (1993b), the statistical discrepancy
in the global capital account averaged nearly $120 billion a year
during 1989-1992:  that is, recorded capital inflows exceeded out-
flows by that amount, on average, for every year during that pe-
riod.

17The errors and omissions for 1990 have since been revised downward to $40
billion (Bureau of Economic Analysis, 1994a:95).
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2
Current U.S. Data Systems

Information on U.S. international
capital flows is published on a quarterly basis in the U.S. interna-
tional transaction accounts (commonly referred to as the U.S.
balance-of-payments accounts), along with data on U.S. merchan-
dise trade, international services transactions, investment incomes
(and payments), and unilateral transfers.1  The balance-of-pay-
ments accounts represent a summary statistical statement of trans-
actions in goods, services, incomes, unilateral transfers, and capi-
tal flows between U.S. residents and nonresidents (foreigners) during
a given period.  Residents and nonresidents are distinguished by
geographical boundaries.2

This chapter discusses concepts underlying the balance-of-pay-
ments accounts, describes the methods used to collect data on
U.S. international capital transactions and the major sources of

1Unilateral transfers cover international transactions in which goods, services,
or financial assets are transferred between U.S. residents and residents of other
countries with no requirement for payment.  U.S. government grants are examples
of unilateral transfers.  Also included are private remittances by individuals and
institutions.

2Under the balance-of-payments framework, the terms residents and nonresidents
are broadly defined to include individuals, business establishments, governments,
and international organizations.  A nonresident (foreign) business establishment
is any plant, office, branch, or other entity that is physically located outside the
geographic boundaries of the United States, irrespective of the nationality of its
owners.
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the published information.  Its purpose is twofold:  to set the
stage for the analysis in Chapter 3 and to note the use of the
information required of data filers and how it is compiled into
national statistics.  In its survey of filers and users of currently
required data, the panel found that filers were not familiar with
the purposes of the data required of them and that users were
uncertain about the quality of the published data.  In addition,
data filers and, to a certain extent, data users were not fully aware
of the various published sources of information on U.S. interna-
tional capital transactions (see Appendix B).  The panel believes
that accurate knowledge of the system will encourage accurate
and timely reporting by filers and will enhance users’ knowledge
of the availability of the data and an understanding of its limita-
tions.

BALANCE-OF-PAYMENTS FRAMEWORK:
CONCEPTS AND USES

The basic assumption underlying the balance-of-payments frame-
work is that receipts equal payments.  Just as, in business ac-
counting, debits equal credits, the same principle applies to the
transactions of a nation.  By definition, total receipts on current
account items are necessarily equal to current account payments
plus the net increase in claims on foreigners.  The current ac-
count of the U.S. balance of payments covers exports and imports
of goods and services, unilateral transfers, and incomes on invest-
ment, while the capital account records financial transactions.
Data for these accounts for 1990-1993 are shown in Table 2-1.
The Bureau of Economic Analysis (BEA) of the Department of
Commerce is responsible for the compilation of the U.S. balance-
of-payments accounts.

In principle, the balance of the current account equals that of
the capital account because the underlying framework is the double-
entry accounting concept.  Under this concept, it is assumed that
when merchandise is exported (a credit), the exporter receives a
payment either in a foreign bank (a capital outflow debit) or in a
domestic bank (a debit as a foreign account is drawn down) or
extends credit to the importer (a capital outflow debit).  It is an
accounting convention that an export is treated as a credit or a
plus entry; an import, a debit, is represented by a minus entry.
For financial transactions, decreases in an economy’s foreign as-
sets or increases in an economy’s foreign liabilities are treated as
credit entries.  Conversely, debit entries reflect increases in for-
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TABLE 2-1 U.S. International Transactions, Current and Capital
Accounts, 1990-1993  (in millions of dollars)

Category 1990 1991 1992 1993

Current account
Exports of goods, services,

and income 696,841 717,041 731,373 755,533
Merchandise 389,303 416,913 440,361 456,866
Services 147,239 163,215 176,563 184,811
Income 160,300 136,914 114,449 113,856

Imports of goods, services,
and income –754,926 –730,680 –767,217 –827,312
Merchandise –498,336 –490,981 –536,458 –589,441
Services –117,016 –117,618 –120,850 –127,961
Income –139,574 –122,081 –109,909 –109,910

Unilateral transfers
(excluding military grants
of goods and services, net) –33,663 6,687 –32,042 –32,117

Current account balance –91,748 –6,952 –67,886 –103,896
Capital account

U.S. assets abroad, net –70,363 –51,512 –61,510 –147,898
U.S. official reserve assets –2,158 5,763 3,901 –1,379
U.S. government assets

other than official
reserve assets 2,307 2,900 –1,652 –306

U.S. private assets –70,512 –60,175 –63,759 –146,213
Foreign assets in the U.S., net 122,192 98,134 146,504 230,698

Foreign official assets
in the U.S. 33,910 17,199 40,858 71,681

Other foreign assets
in the U.S. 88,282 80,935 105,646 159,017

Capital account balance 51,829 46,622 84,994 82,800
Statistical discrepancy 39,919 –39,670 –17,108 21,096

SOURCE:  Data from Bureau of Economic Analysis (1994a:94-95).

eign assets or decreases in foreign liabilities.  This concept is
useful because people want to know both the size of the trade
balance and how it is financed.  Or they want to know why a
country is gaining or losing official reserves.

Under the double-entry concept, the sum of all transactions
should be zero:  both sides of each transaction should offset one
another and the balance of the current account should equal that
of the capital account, with opposite signs.  However, unlike the
internal consistency of ordinary business accounts, the compilers
of the balance-of-payment accounts must gather information from
a variety of independent sources:  merchandise trade is based on
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customs data, and the entries in banking or other financial ac-
counts are derived from a variety of sources.  Since the data or
estimates used are from diverse sources, they usually cannot be
reconciled exactly, leading to a balancing item representing the
net errors or omissions, denoted as “statistical discrepancy” in
the accounts.  The statistical discrepancy represents only the ar-
ithmetical difference between the balances of the current and the
capital accounts; it does not reflect the gross errors and omissions
of the different types of transactions, which may be larger than
the statistical discrepancy.  Gross errors and omissions in differ-
ent accounts may offset one another.

An important purpose of the balance-of-payments data is to
provide information needed to understand the impact of the exter-
nal sector on the domestic economy.  The balance-of-payments
data form a key component of the national accounts, which also
include the national income and product accounts (NIPA) com-
piled by BEA, and the flow-of-funds accounts and the balance
sheets of the U.S. economy, both prepared by the Federal Reserve.
The balance-of-payments data enter into these other components
of the accounts; Figure 2-1 shows the sources and uses of the
balance-of-payments data.

The NIPA measures the production, distribution, and use of
output in the United States by four economic groups:  persons,
business, government, and “the rest of the world.”  It would be
impossible to have a complete set of NIPA for an open economy
without taking account of net exports and their composition.  Ex-
ports of goods and services are part of the gross domestic product
(GDP).  Imports are part of consumer expenditures, gross domes-
tic investment, and the other components of gross national ex-
penditure.  The difference between a nation’s saving and its in-
vestment has to include net foreign investment (positive or negative)
to be complete.3    During the past decade, for example, the United
States financed an important part of its federal budget deficit by
incurring a current account deficit, which showed up, cumula-
tively, as a reduction in net foreign assets.  This development is
reflected in the balance-of-payments accounts.4

3Consider the basic equation:  (I – S) + (G – T) + (X – M) = 0, where I is gross
domestic investment, S is gross private saving, G is government spending, T is
tax revenue (G – T is the budget deficit), X is exports of goods and services, and
M is imports of goods and services (so that X – M is the current account position).
That is, if the federal deficit is not offset by net saving in the private sector, the
current account will be in deficit.  This is a useful way of analyzing what is
happening in a country, and it involves the balance-of-payments data.
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BEA Bureau of Economic Analysis

BIS Bank for International Settlements

BOPs Balance-of-payments accounts

BPD Balance-of-Payments Division in BEA

CBO Congressional Budget Office

CEA Council of Economic Advisers

FRB Federal Reserve Board

FRBNY Federal Reserve Bank of New York

IID International Investment Division in BEA

IMF International Monetary Fund

NIPA National income and product accounts

OECD Organization of Economic Cooperation and

 Development

SCB Survey of Current Business

BEA data on
direct investment

capital flows

Treasury data
on portfolio investment

capital flows

Data on U.S. official
reserves and other U.S.
government capital flows

BPD prepares the
capital account of

the U.S. BOPs

IID and BPD produce
annual estimates of

investment positions,
reconciling stocks and

flows and related
investment incomes

Current account
data and estimates

BPD combines capital account
with current account data to

produce the U.S. BOPs

BOPs are used
in NIPAs

BOPs are used in flow of funds
accounts (FRB) and the balance

sheets of the U.S. economy

BEA publishes BOPs in SCB and in
other publications and provides

data to users

Policy makers and
researchers in U.S.

government agencies
(CEA, FRB, 

Treasury, etc.)

International
organizations (IMF,
OECD, BIS, etc.)

Private organizations
(Research firms, banks,
forecasting groups, etc.)

Congressional
committees, CBO

National Trade
Data Bank Users

abroad

FIGURE 2-1 Sources and uses of U.S. balance-of-payments data on capi-
tal accounts.
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The flow-of-funds accounts detail the sources and uses of sav-
ings in the U.S. economy by sector and by type of transaction.
They are useful in assessing the effect of monetary policy and the
general financial conditions of various domestic sectors.  The bal-
ance sheets of the U.S. economy show the assets and liabilities of
the country.  These data, together with other information gath-
ered for regulatory purposes, are used in monitoring the safety
and soundness of U.S. financial systems.

Another use of the balance-of-payments data is to show the
external financial position of the nation as reflected in its net
foreign investment position and how this position is changing
over time.  If the United States is increasingly becoming a net
debtor to the rest of the world, that has implications for the wel-
fare of future generations.  Similarly, the trends of trade and capi-
tal flows, as displayed by the current and the capital account data
over time, are intended to guide assessments about the nation’s
foreign exchange rate, whether the rate is likely to change or
should be changed, and whether the country’s external trade im-
balance can be sustained.

BEA publishes U.S. balance-of-payments data quarterly in its
Survey of Current Business.  Figure 2-2 (box) lists selected publi-
cations prepared by BEA on U.S. international transactions.

In addition to providing an important data source for the prepa-
ration of the national accounts, various components of the U.S.
balance of payments are used by both the public and the private
sectors, as well as by international organizations and abroad.  Re-
searchers and policy analysts extensively use the direct invest-
ment data collected by BEA, as well as other available data sources,
in their analysis of the effects of foreign direct investment in the
United States on U.S. production and employment and the com-
petitiveness of U.S. firms in global markets.  Data on interna-
tional transactions in U.S. and foreign securities, as well as other

4Note that the identity, S – I = X – M, fundamental to the balance-of-payments
framework, implies that to the extent domestic saving is not matched by an
increase in domestic capital accumulation, there will be an increase in U.S.
private or official claims on the rest of the world.  By the same token, a deficit in
the current account must be financed by some combination of a decrease in
claims on nonresidents and an increase in liabilities to nonresidents so that the
result is a decline in net foreign assets held by the domestic economy.

The identity defines the relationship among the variables.  It does not, however,
describe the behavior of economic agents.  By itself, the equation cannot provide
a comprehensive analysis of the forces behind the developments in the current
account.
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available data sources, inform market research.  Data on short-
and long-term international capital transactions, by country, are
examined to assess market pressures and determine worldwide
capital flows.  Data on cross-border deposits are analyzed to deter-
mine their significance for implementation of monetary policy.
The data are also reviewed to assess the long-term sustainability
of the U.S. external imbalances and their relationship to domestic
saving and investment.  In short, the balance-of-payments data
are used in both the public and private sectors to analyze the
nation’s short-term external payment imbalances, its longer term
structural finance, exchange rate movements, and sources of credit
and liquidity creation, among others.

The statistical discrepancy in the U.S. balance-of-payments ac-
counts grew significantly during the 1970s and 1980s, both in
absolute and relative terms.  It was also marked by large fluctua-
tions; see Figure 2-3:  it surged from a cumulative total of –$5.5
billion for 1960-1969 to +$36.9 billion for 1970-1979 and to +$221.6
billion for 1980-1989.  In 1989 alone, the statistical discrepancy
was +53.1 billion, or more than 8 percent of exports plus invest-
ment income.  In 1992 and 1993 however, the discrepancy dropped
to between 2 and 3 percent of exports plus investment income.

The striking difference in the magnitudes, variations, and trends
between the statistical discrepancy before and after the early 1970s
suggests that the net errors and omissions in the U.S. balance-of-
payments accounts since the early 1970s have not resulted largely
from random events.  In its report (Kester, 1992), the Panel on
Foreign Trade Statistics found that U.S. exports of goods and ser-
vices have been persistently underreported.  Complex develop-
ments in U.S. international financial transactions since the 1970s,
coupled with a data collection system that lagged behind those
changes, also led to increasingly inaccurate valuations, growing
inadequacies in coverage, and errors in estimation procedures of
capital flows and investment incomes that affected the size of the
statistical discrepancy (see also Stekler, 1991).  To understand
how the adequacy of the existing data on U.S. international capi-
tal transactions has been affected by changes in the world finan-
cial markets, the next section describes how these data are col-
lected.

CAPITAL ACCOUNT DATA

Capital flows in U.S. balance-of-payments accounts refer to trans-
actions in financial assets between U.S. residents and nonresi-
dents (foreigners).  Financial assets include loans, bank deposits,
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GENERAL

The Balance of Payments of the United States: Concepts, Data Sources, and
Estimating Procedures
Survey of Current Business (monthly)

U.S. international transactions (March, June, September, and December)
The international investment position of the United States (June)
Foreign direct investment in the United States

Direct investment position and related flows of capital, income, and
royalties and license fees (June)

Operations of U.S. affiliates of foreign companies (May)
U.S. business enterprises acquired or established by foreign direct

investors (May)
U.S. direct investment abroad

Direct investment position and related
flows of capital, income, and royalties and license fees (June)

Operations of U.S. parent companies and their foreign affiliates (June)
Capital expenditures by majority-owned foreign affiliates of U.S.

companies (March and September)

U.S. DIRECT INVESTMENT ABROAD

Gross Product of U.S. Multinational Companies, 1977-91
U.S. Direct Investment Abroad: 1989 Benchmark Survey, Final Results
U.S. Direct Investment Abroad: Operations of U.S. Companies and Their

Foreign Affiliates.  Annually from 1990
U.S. Direct Investment Abroad: Balance of Payments and Direct Investment

Position Estimates,1977-81
U.S. Direct Investment Abroad, Country by Industry Estimates. 1950-91

(only on computer tape)

FOREIGN DIRECT INVESTMENT IN THE UNITED STATES

A Guide to BEA Statistics on Foreign Direct Investment in the United States
Characteristics of Foreign-Owned U.S. Manufacturing Establishments
Foreign Direct Investment in the United States: Operations of U.S. Affiliates

of Foreign Companies. Annually from 1989
Foreign Direct Investment in the United States. 1987 Benchmark Survey.

Final Results; 1992 preliminary result
Foreign Direct Investment in the United States: Establishment Data for 1987

(also available on diskette). Establishment data for manufacturing available
annually from 1988

Foreign Direct Investment in the United States: Balance of Payments and
Direct Investment Position Estimates. 1980-86

Foreign Direct Investment in the United States: Direct Investment Position
and Related Capital and Income Flows.  Annually from 1980 (only on
diskette)

1992 Benchmark Survey Results
U.S. Business Enterprises Acquired or Established by Foreign Direct Investors.

Supplementary Tables
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drafts, acceptances, notes, government and private debt, equity
securities, trade finance, and direct investments.  When U.S. resi-
dents increase their financial assets abroad or foreigners decrease
their financial assets in the United States, a capital outflow takes
place and should be recorded.  The converse is true for capital
inflows.

There are two major types of capital flow transactions:  private
and official.  Private capital flows include direct investment and
portfolio investment (banking, securities, and other commercial
and financial transactions).  U.S. official capital flows include changes
in the reserves of U.S. monetary authorities—monetary gold, for-
eign exchange, special drawing rights at the International Mon-
etary Fund (IMF)—and loans and credits to foreigners by U.S. gov-
ernment agencies.  These capital flows are reported in the capital
account of the balance of payments (see Table 2-2).  Incomes (earnings
and profits) on direct and portfolio investment are reported in the
current account.5

Among private capital flows, portfolio investments have far ex-
ceeded direct investment in recent years; see Figures 2-4 and 2-5.
For example, in 1993, net private capital flows pertaining to in-
ward and outward direct investment activities totaled approxi-
mately $79 billion in absolute terms ($21.4 billion and $57.9 bil-

5Also included in the current account are government grants and private remittances,
which are considered unilateral transfers.

OTHER RECENT STUDIES

Gross product of U.S. affiliates of foreign direct investors, 1987-90, Survey of
Current Business, November 1992 (updates data in June 1990 Lowe
article, below)

Rates of return on direct investment, by J. Steven Landefeld, Ann M. Lawson,
and Douglas Weinberg, Survey of Current Business, August 1992

U.S. direct investment abroad: 1989 benchmark survey results, by Jeffrey
Lowe and Raymond Mataloni, Survey of Current Business, October 1991

Valuation of the U.S. net international investment position, by J. Steven
Landefeld and Ann M. Lawson, Survey of Current Business, May 1991

Gross product of U.S. affiliates of foreign direct investors, 1977-87, by Jeffrey
Lowe, Survey of Current Business, June 1990

FIGURE 2-2 Selected BEA publications and articles on balance-of-pay-
ments data by topic.
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lion, respectively); those that were induced by international port-
folio transactions amounted to $226 billion in absolute terms (Table
2-2).

As noted above, the value of accumulated stocks of U.S. assets
abroad and of foreign assets in the United States—resulting from
capital flows in and out of this country over time (as adjusted for
factors affecting their values)—is annually compiled and published
in the statement of U.S. international investment position; see
Table 2-3.

FIGURE 2-3 Statistical discrepancy of U.S. balance-of-payments accounts,
1960-1993.

1960 1965 1970 1975 1980 1985 1990 1993

15

10

5

0

–5

–10

–15

P
er

ce
nt

ag
e

b. Discrepancy as percentage of U.S. exports of goods, 
    services, and investment income

Copyright © National Academy of Sciences. All rights reserved.

Following the Money: U.S. Finance in the World Economy
http://www.nap.edu/catalog/2134.html

http://www.nap.edu/catalog/2134.html


CURRENT U.S. DATA SYSTEMS / 53

TABLE 2–2 U.S. Capital Account Transactions (in millions of
dollars)

Transaction 1991 1992 1993

U.S. assets abroad, net –51,512 –61,510 –147,898
U.S. official reserve assets, net 5,763 3,901 –1,379

Gold 0 0 0
Special drawing rights –177 2,316 –537
Reserve position in the

International Monetary Fund –367 –2,692 –44
Foreign currencies 6,307 4,277 –797

U.S. government assets, other than
official reserve assets, net 2,900 –1,652 –306
U.S. credits and other long-term assets –12,874 –7,392 –6,024
Repayments on U.S. credits and

other long-term assets 16,776 5,805 6,026
U.S. foreign currency holdings and

U.S. short-term assets, net –1,002 –65 –308
U.S. private assets, net –60,175 –63,759 –146,213

Direct investment –31,295 –41,004 –57,870
Foreign securities –44,740 –45,114 –119,983
U.S. claims on unaffiliated foreigners

reported by U.S. nonbanking concerns 11,097 45 –598
U.S. claims reported by U.S. banks,

not included elsewhere 4,763 22,314 32,238
Foreign assets in the United States, net 98,134 146,504 230,698

Foreign official assets in the
United States, net 17,199 40,858 71,681
U.S. government securities 16,147 22,403 52,764
    U.S. Treasury securities 14,846 18,454 48,702
    Other 1,301 3,949 4,062
Other U.S. government liabilities 1,177 2,572 1,666
U.S. liabilities reported by U.S. banks,

not included elsewhere –1,484 16,571 14,666
Other foreign official assets 1,359 –688 2,585

Other foreign assets in the
United States, net 80,935 105,646 159,017
Direct investment 26,086 9,888 21,366
U.S. Treasury securities 18,826 36,857 24,849
U.S. securities other than U.S.

Treasury securities 35,144 29,867 80,068
U.S. liabilities to unaffiliated

foreigners reported by U.S.
nonbanking concerns –3,115 13,573 14,282

U.S. liabilities reported by U.S. banks,
not included elsewhere 3,994 15,461 18,452

SOURCE:  Data from Bureau of Economic Analysis (1994a:94–95).
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DATA COLLECTION SYSTEM

With regard to capital flow data, there are three main elements
in the present system (see Figure 2-1):

1. BEA collects information on U.S. direct investment abroad
and foreign direct investment in the United States using a series
of questionnaires completed by the U.S. parent companies that
invest abroad and the U.S. affiliates of foreign companies in the
United States.

2. The Treasury Department, using the Federal Reserve banks

FIGURE 2-5 Private portfolio investment flows, 1980-1993.
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FIGURE 2-4 Direct investment flows, 1980-1993.
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TABLE 2-3 International Investment Position of the United States,
December 31, 1993, preliminary figures (in billions of dollars)

Type of Investment Position

Net international investment position of the United States
With direct investment positions at current cost –556
[With direct investment positions at market value] [–508]

U.S. assets abroad
With direct investment positions at current cost 2,370
[With direct investment positions at market value] [2,647]

U.S. official reserve assets 165
Gold 103
Special drawing rights 9
Reserve position in the International Monetary Fund 12
Foreign currencies 42

U.S. government assets, other than official reserve assets 81
U.S. credits and other long-term assetsa 79

Repayable in dollars 78
Otherb 1

U.S. foreign currency holdings and U.S. short-term assets 2
U.S. private assets

With direct investment at current cost 2,125
[With direct investment at market value] [2,402]

Direct investment abroad
At current cost 716
[At market value] [993]

Foreign securities 518
Bonds 221
Corporate stocks 298

U.S. claims on unaffiliated foreigners reported by
U.S. nonbanking concerns 255

U.S. claims reported by U.S. banks, not included elsewhere 635
Foreign assets in the United States

With direct investment at current cost 2,926
[With direct investment at market value] [3,155]

Foreign official assets in the United States 517
U.S. government securities 389

U.S. Treasury securities 371
Other 18

Other U.S. government liabilitiesc 23
U.S. liabilities reported by U.S. banks, not included elsewhere 70
Other foreign official assets 36

continued on next page
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Other foreign assets
With direct investment at current cost 2,409
[With direct investment at market value] [2,638]

Direct investment in the United States
At current cost 517
[At market value] [746]

U.S. Treasury securities 254
U.S. securities other than U.S. Treasury securities 733

Corporate and other bonds 393
Corporate stocks 340

U.S. liabilities to unaffiliated foreigners reported by
U.S. nonbanking concerns 233

U.S. liabilities reported by U.S. banks, not included elsewhere 672

aAlso includes paid-in capital subscriptions to international financial institutions
and outstanding amounts of miscellaneous claims that have been settled through
international agreements to be payable to the U.S. government over periods in
excess of one year.  Excludes World War I debts that are not being serviced.

bIncludes indebtedness that the borrower may contractually, or at its option,
repay with its currency, with a third country’s currency, or by delivery of materials
or transfer of services.

cPrimarily U.S. government liabilities associated with military sales contracts
and other transactions arranged with or through foreign official agencies.

SOURCE:  Bureau of Economic Analysis (1994a:71).

TABLE 2-3 Continued

Type of Investment Position

as agents, collects data on portfolio investment, including inter-
national banking, securities, commercial, and miscellaneous capi-
tal flows and positions.  These data are collected on a number of
reporting forms called the TIC (Treasury International Capital)
reports, and data aggregates are provided to BEA.

3. BEA obtains data from relevant U.S. government agencies
on their international capital transactions.  It also compiles data
on the international official reserve assets and liabilities of the
United States from the Treasury Department and the Federal Re-
serve system.

BEA is responsible for collating data from all these sources to
construct the data for the U.S. balance of payments and U.S. in-
ternational investment position.  BEA’s budget for these func-
tions was about $12 million for fiscal 1992, of which about $8
million was allocated for the collection of data on foreign direct
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investment in the United States and U.S. direct investment abroad.6

The Treasury Department has no separate budget for its TIC data
program.  The costs to the Federal Reserve banks of collecting the
TIC data are borne by their own budgets.  The Federal Reserve
Bank of New York (FRBNY) estimated that for 1992 Federal Re-
serve banks expended approximately $2 million for this purpose.
To put these budget figures in perspective, one needs to note that,
in the same year, the Bureau of the Census expended approxi-
mately $20 million in compiling data on U.S. merchandise ex-
ports and imports.  In that year, federal funding for major statisti-
cal programs was about $2.4 billion, of which $944 million was
allocated to ten major statistical agencies.7

Much of the data collection system on U.S. international capi-
tal transactions, which has been developed and refined over the
years, depends on collaboration between BEA, the Treasury De-
partment, and the Federal Reserve system.8  For instance, it is
essential that all definitions used be consistent, that the coverage
of respondents not be duplicated, that there not be major gaps due
to missing potential respondents or to new or unusual types of
international transactions or market participants, and that require-
ments of timeliness be met.  Since June 1992 BEA has also moved
to coordinate data on direct investments with data collected by
the Bureau of the Census and the Bureau of Labor Statistics to
develop more detailed information by industry and employment
on foreign investment in the United States.  Recently, BEA and

6BEA’s fiscal 1993, 1994, and 1995 requests for additional funding for improving
balance-of-payments and international investment data were not approved.  Late
in fiscal 1994, BEA found it necessary to shift $750,000 from its other work to
the international area, in part to support processing of the Treasury Department’s
1994 benchmark survey of U.S. holdings of foreign securities.

7The ten statistical agencies were the Bureau of the Census and the Bureau of
Economic Analysis in the U.S. Department of Commerce; the Bureau of Labor
Statistics of the U.S. Department of Labor; the Statistics of Income Office of the
Internal Revenue Service of the U.S. Department of the Treasury; the National
Agricultural Statistics Service and the Economic Research Service of the U.S.
Department of Agriculture; the Energy Information Administration of the U.S.
Department of Energy; the National Center for Health Statistics of the U.S.
Department of Health and Human Services; the National Center for Education
Statistics of the U.S. Department of Education; and the Bureau of Justice Statistics
of the U.S. Department of Justice.  Figures exclude Census Bureau periodic programs
(U.S. Office of Management and Budget, 1994).

8A detailed description of the methods of collecting these data can be found in
Bureau of Economic Analysis (1990).  Recent revisions of the collection procedures
are reported in Bureau of Economic Analysis (1992a; 1993a; 1994a).
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the Treasury Department have embarked on a data-sharing pro-
gram intended to improve capital flow data.  In all these collabo-
rative efforts, strict confidentiality of individual reports is pre-
served.

All of the direct and portfolio investment reports are manda-
tory, although some exemption levels are set to avoid unduly
burdensome reporting of relatively insignificant amounts.  Cur-
rent legal authority for the collection of data on international
capital flows and investment positions is provided by the Interna-
tional Investment and Trade in Services Survey Act of 1984.  As
stated in the act, direct investment is defined as “the ownership
or control, directly or indirectly, by one person of 10 per centum
or more of the voting securities of an incorporated business enter-
prise or an equivalent interest in an unincorporated business en-
terprise.”  Portfolio investment is defined as all investment that
is not “direct investment.”  These definitions conform to the
general guidelines provided by the International Monetary Fund
(1993a).9

DIRECT INVESTMENTS

The BEA system for collecting data on direct investment, which
has been developed since World War II, uses several sets of sur-
veys to collect the data; see Table 2-4.  Separate quarterly surveys
are conducted to gather data on capital flows between U.S. parent
companies and their foreign affiliates and between foreign compa-
nies and their U.S. affiliates.  Data cover intracompany accounts,
changes in holdings of equity or debt securities, and changes in
capital employed out of undistributed profits (reinvested earnings).
These data are tabulated in extensive geographic and industry de-
tail.  Data are collected from all known significant investors.  For
U.S. direct investment abroad, reports are required from U.S. companies
that hold 10 percent or more of voting stock or equivalent inter-
est in a foreign business enterprise (affiliate) when the affiliate’s
total assets, annual sales, or annual net income exceed $15 mil-

9This fifth edition of the Manual provided new guidelines for countries to
reclassify transactions under the current account and the renamed “capital and
financial account.”  The U.S. balance-of-payments accounts, like those of most
other countries, are still prepared under the general guidelines of the fourth
edition of the IMF Manual.  U.S. conformance to the fifth edition guidelines is
expected to take some time.
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lion.  For foreign direct investment in the United States, reports
are required from U.S. business enterprises (affiliates) in which a
foreign company holds 10 percent or more of voting stock or equivalent
interest when the affiliate’s assets, annual sales, or annual net
income exceed $20 million.   Annual reports are required from all
significant direct investors to confirm the quarterly data and pro-
vide additional operating data.  At approximately 5-year intervals,
BEA conducts benchmark surveys (or censuses) of all outward and
inward direct investments covering not only the data needed for
the capital account, but also other economic data on each signifi-
cant affiliate.  These additional data are derived from the affili-
ates’ balance sheets, profit and loss statements, and other operat-
ing accounts.  They cover, for example, the book values of the
enterprises, sales (local and exported), trade with the United States,
wages paid and other operating expenses, taxes paid, and other
information.  With respect to inward direct investment, BEA also
requires notification of any new acquisitions by foreigners (non-
residents) of direct investments in the United States.

Most U.S. outward and inward direct investments involve own-
ership of more than 50 percent, and certain types of data are re-
quired to be reported only when a majority ownership is held.
When calculating the amount of earnings on direct investment in
the international accounts, BEA makes allowance for the extent
of partial ownerships.  In addition, quarterly earnings data ob-
tained by BEA are adjusted to allow for the relatively small amounts
(below the exemption levels) not covered by the quarterly report-
ing system.  Since 1992 BEA has made a similar adjustment to
capital flow data to account for amounts below the exemption
level and for delinquent reporters (see Bureau of Economic Analy-
sis, 1992a:75).  The process BEA uses in compiling direct invest-
ment data is illustrated in Figure 2-6.

By its nature, direct investment tends to be large, especially
when the transaction involves the acquisition of an existing en-
terprise or the initiation of a new project.  In order to maintain as
complete coverage of each investment as possible, BEA actively
seeks out all available sources of information—including the fi-
nancial press and financial periodicals, among others—on new U.S.
affiliates of foreign firms and new foreign affiliates of U.S. firms
to identify new reporters.

According to BEA, reports by U.S. companies on their direct
investment abroad in 1991 covered 9,200 affiliates in the quar-
terly reports (BE-577) and 10,800 in the annual reports.  For the
same year, 3,325 U.S. affiliates of foreign companies filed quar-
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                  Outside contractor keypunches reported data
                                     IID analysts perform electronic editing:

                  Mechanical blowup reviewed for nonreporters for
earnings and distributed earnings (from which reinvested
earnings are derived)–mechanical blowup ratios replaced
with judgmental estimates, if warranted

                  Estimates made of equity capital increases and decreases
for delinquent reports–estimates evaluated and added to
reported data

                  No blowup for intercompany debt capital flows
undertaken at present–research under way

                  BPD adjusts data for capital consumption allowance,
nonresident taxes, and seasonal variation

                                     Make quality checks against past reported data
                                     Evaluate data on basis of industry trends, special

factors, etc., known to analysts–initiate telephone
                                     queries on questionable data
                                     Manually include data from late reporters (large

firms)

1.
2.

a.
b.

c.

3.

4.

5.

6.

BEA Bureau of Economic Analysis
BOPs Balance-of-payments accounts
BPD Balance of Payments Division in BEA
IID International Investment Division in BEA

IID provides final quarterly estimates to
BPD for incorporation into capital 

account of BOPs

BE-12 (every 5 years) benchmark
survey, used to estimate data

for nonsample companies

BE-10 (every 5 years) benchmark
survey, used to estimate data

for nonsample companies

BE-15 (annual sample survey)
used to revise and update

quarterly surveys

IID begins production
cycle

BE-11 (annual sample survey)
used to revise and update

quarterly surveys

BE-13 filed when U.S. business
is newly acquired or established

Foreign-owned U.S. companies file
BE-605 and 606B (quarterly sample

survey) with BEA

U.S. direct investors file
BE-577 (quarterly sample

survey) with BEA

Inward InvestmentOutward Investment

FIGURE 2-6 Direct investment data:  sources and output.
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terly reports (BE-605/606B), and 5,100 of them filed annual ones
(BE-15).

The value of the U.S. direct investment position abroad at the
end of 1993 (historical cost basis) was $549 billion.  Of this amount,
36 percent was in manufacturing; 33 percent in banking and other
finance, insurance and real estate; and the remainder spread over
other industries.  The foreign direct investment position in the
United States was $445 billion, of which 37 percent was in manu-
facturing and 28 percent in finance (including banking), insurance
and real estate (Bureau of Economic Analysis, 1994a).

PORTFOLIO INVESTMENTS

In principle, all international capital flows other than direct
investment between private U.S. residents and nonresidents are
covered by the Treasury Department’s TIC reporting system.  The
TIC system also covers all foreign purchases or sales of U.S. gov-
ernment securities.  The Treasury Department has been respon-
sible for collecting data on capital movements between the United
States and foreign countries in some form since 1935.  The legal
authority to collect these data is vested in the Treasury Depart-
ment, which maintains an oversight of the system.  Operation-
ally, the 12 district Federal Reserve banks, principally the Federal
Reserve Bank of New York, collect the data, maintain contact
with respondents, and ensure the accuracy and integrity of the
data.  The Treasury Department also maintains contact with re-
spondents and is responsible for resolving reporting issues, han-
dling policy questions, and pursuing data enhancement efforts.
The FRBNY consolidates the data from various Federal Reserve
banks, but it does not tabulate the data for publication.  The data
remain in the FRBNY’s computers in databases to which the Treasury
Department has access.  The Treasury Department publishes the
aggregate data in its quarterly Treasury Bulletin.  It also transmits
the aggregate TIC data to BEA on a magnetic tape.  In addition,
the TIC data are provided to the Federal Reserve Board for inter-
nal use and for publication of selected aggregates in the monthly
Federal Reserve Bulletin.10

10Specialized summaries of the data are sent to the IMF; to the Bank for International
Settlements (BIS) for use in monthly meetings of central bank representatives
and for their quarterly analysis of international banking developments; to the
Organization for Economic Cooperation and Development (OECD); and to the
Bank of England, the Bank of Canada, and the Bank of Mexico.
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Under the TIC system, information on international portfolio
transactions is collected from both financial and nonfinancial in-
stitutions; see Figure 2-7.  There are three main elements in the
system; see Table 2-5.  First, U.S. banks, other depository institu-
tions (including the U.S. branches and agencies of foreign banks),
bank holding companies, and securities dealers located in the United
States are required to file a combination of monthly, quarterly,
and semiannual B-series reports (B forms) on U.S. claims on and
liabilities to foreign residents.  The amounts of claims and liabili-
ties outstanding, including short-term instruments held in cus-
tody for domestic customers, are reported by major types of claims
and liabilities (such as deposits, loans, and U.S. government short-
term obligations), by major types of foreign residents (such as
official institutions, unaffiliated foreign banks, own foreign of-
fices, and other foreign parties as a group), and by an extensive
list of partner countries.  Reports are required from entities whose
aggregate claims on or liabilities to foreigners amount to at least
$15 million as of the end of the month.  About 950 institutions
report monthly.  Claims and liabilities denominated in foreign
currencies are shown in a separate category as aggregate amounts
in dollar-equivalent values, but not in separate foreign currencies.
At the end of 1993, aggregate claims and liabilities reported on
the B forms totaled $587 billion and $992 billion, respectively.

FRBNY’s task of validating the B form data is facilitated by the
fact that the Federal Reserve system has a supervisory relation-
ship with the banking industry:  all banks are required to file
with banking regulators the quarterly Consolidated Reports of
Condition and Income (commonly known as the Call Reports).
These reports provide FRBNY with data to assess banks’ TIC re-
porting compliance.

A second part of the TIC system is designed to capture all
significant transactions between U.S. residents and nonresidents
in domestic and foreign long-term securities.  All banks, securi-
ties dealers, investment firms, and, in principle, any person in the
United States conducting such transactions above a certain mini-
mum amount ($2 million or more in the aggregate during a re-
porting month) directly with foreigners are required to report such
transactions monthly on the S form to the Federal Reserve.  The
gross (turnover) value of reported securities transactions on the S
forms in 1993 was $8.6 trillion.  As of 1993, there were about 475
S form respondents.  The data are broken down into domestic and
foreign securities and into equity and debt securities.  Domestic
debt securities are further differentiated by type, including gov-
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FIGURE 2-7 Portfolio investment data:  sources and output.

1.  TIC data are received by BEA electronically (magnetic tape,
     diskettes); other data arrive through electronic means, telephone, etc.
2.  BPD analysts begin editing process:

                     a. Develop flow data from stocks and gross trading of securities
                     b. Classify data by BOP areas
                     c. Identify and separate official from private transactions
                     d. Examine large transactions to ensure proper recording of offsets
                     e. Compare data with alternative data sources (e.g., FRB, bank reports,

           foreign governments)
3.  Adjust TIC data to BOP concepts:

                     a. Develop separate estimates for newly issued securities in U.S. and abroad;
           estimate securities redemptions

                     b. Develop estimates for significant categories of assets not separately
           available, e.g., floating-rate notes, zero-coupon bonds, conversions,
           writeoffs, etc.

                     c. Examine data for omissions and duplications with direct investment
           reporting

                     d. Confirm and include special transactions not covered by TIC
4.  For current account items:

                     a. Prepare income estimates by applying appropriate yields to various
           categories of stocks and bonds

                     b. Prepare estimates for financial services using stock data, transaction
           turnover, gross trading data
5.  For annual investment position, prepare estimates involving valuation and other
     adjustments

       6.  Prepare bilateral presentations for reconciliation with Canada and selected
     comparisons with other countries

       7.  Analyze data and develop analytical tables for BOP presentation in SCB

BEA Bureau of Economic Analysis
BOP Balance of payments
BOPs Balance-of-payments accounts
BPD Balance of Payments Division in Bureau 
of Economic Analysis

FRB Federal Reserve Board
FRBNY Federal Reserve Bank of New York
SCB Survey of Current Business
TIC Treasury International Capital

Provide data on portfolio capital
for incorporation into capital

account of BOPs

Foreign central banks (Canada,
United Kingdom) provide data on

certain bank liabilities to 
U.S. nonbanks

Private sources (financial services
firms, financial press, business

periodicals, etc.) are used to adjust
data for omissions and special factors

BPD begins
production cycle

Other U.S. government agencies
and the FRBNY provide data used

to adjust estimates of some 
transactions

U.S. banks, nonbanks, and securities
firms report on foreign claims,

liabilities, and securities transactions
through the Treasury's TIC reporting

system (B, C, and S forms)
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ernment obligations.  The countries for which detail is provided
are the same as for the banking data.  Respondents do not report
individual transactions; the monthly reports are a combination of
all their transactions in the period.

Under the balance-of-payments framework, the geographic allo-
cations of these data are based on the place of residence of the
foreign transactor.  A recorded transaction with Britain, for ex-
ample, does not necessarily mean that the trade is in British secu-
rities, or that the ultimate buyer or seller is British.  It can mean
that a French broker, acting on behalf of a Japanese investor, car-
ries out a transaction with a U.S. firm in London.  This problem
of geographic allocation applies to all balance-of-payments data
compiled under the concept of residents and nonresidents as a
basis of distinction between the United States and foreign coun-
tries.  This distinction, however, is particularly problematic for
securities transactions, as discussed in Chapter 3.11

This part of the TIC system currently covers only long-term
securities (those with original maturities of longer than 1 year).
For domestic securities, these include Treasury bonds and notes,
federal agency issues, corporate bonds, and corporate stocks.  For
foreign long-term issues, the major categories are foreign bonds
and foreign stocks.  Warrants and options are covered only when
the underlying security is a stock or long-term bond; the sales and
purchases of such derivative instruments are not separately re-
ported from purchases and sales of the underlying securities.  Short-
term securities (maturity of 1 year or less) are reported on either
the B form or the C form, depending on type.

Unlike the B form data, which provide positions of claims and
liabilities, S form data are flows, covering transactions each month.
They do not provide information directly on U.S. holdings of for-
eign securities or foreign holdings of U.S. securities.  Estimates
for holdings (or investment positions) are derived by aggregating
the annual flow data over time and adjusting for changes in secu-
rities prices.  For foreign holdings of U.S. securities, the Treasury
Department also conducts periodic benchmark surveys.  As noted
above, however, for U.S. holdings of foreign securities, there were
no surveys between 1943 and 1994.

11For foreign holdings of U.S. securities, the Treasury Department conducts
periodic benchmark surveys (described below) that gather information on the
ultimate holders of U.S. securities.  This information, while imperfect, does
permit construction of estimates of the country distribution of the ultimate
holders of U.S. securities for the years between benchmark surveys.
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To validate the completeness and accuracy of the S reports, the
FRBNY regularly compares the reported data with available infor-
mation on international securities offerings, purchases, and re-
demptions.  Since borrowers and lenders now have ready direct
access to foreign markets and can easily bypass domestic finan-
cial intermediaries, it has become increasingly difficult for the
FRBNY to ensure complete coverage and accuracy of the S form
data.

The third major element in the TIC system covers the foreign
claims and liabilities of U.S. nonbanks (other than those classi-
fied as direct investment or securities).  Nonbanking enterprises
in the United States include importers, exporters, industrial and
commercial firms, and financial entities other than depository
institutions and securities firms.  A monthly report (CM) is re-
quired for dollar denominated deposits abroad (such as Eurodollar
deposits and certificates of deposit), and quarterly reports (CQ-1
and CQ-2) are required, respectively, for financial claims and li-
abilities (deposits, loans, and borrowings abroad) and for commer-
cial or trade-related claims and liabilities (such as international
trade receivables and payables).  The reporting threshold for these
C forms is $10 million with respect to claims or liabilities on the
bases of closing balances.  In principle, all U.S. residents with
foreign claims and liabilities that exceed the exemption level are
required to report.  The reports contain a limited amount of detail
on the types of claims and liabilities.  The geographic information
is the same as in the other TIC reports; financial claims and li-
abilities denominated in foreign currencies are shown separately.

At the end of 1993, aggregate claims and liabilities shown on
the C forms totaled $43 billion and $50 billion, respectively (see
Table 2-5).  In that year, about 400 nonbanking entities in the
United States filed C forms.  Since the universe of potential re-
porters of the C form is large and diverse, data validation for these
forms is particularly difficult for the FRBNY.  The possibility of
missing some relevant potential reporters is high (see Chapter 3).
Comparisons of the TIC data with data from other countries indi-
cate that substantial amounts of foreign claims and liabilities by
U.S. nonbanks are not reported in the TIC system.

On receipt of the TIC data from the Treasury Department, BEA
collates the data with all other available information.  It checks
for internal consistency and consistency with other elements of
the balance-of-payments accounts, makes adjustments, whenever
necessary, to comply with the balance-of-payments definitions and
concepts, and enters the data into the accounts; see Figure 2-8.
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REPORTING INSTITUTION
Sends completed TIC report(s) by mail, messenger, 

or fax to International Reports Division of FRBNY

FEDERAL RESERVE BANK OF NEW YORK
Reports are received by the International Reports Division of FRBNY

CLERICAL STAFF
Reports are assigned ID numbers according 

to reporting institution and distributed to analysts

REPORTS ANALYSTS
Analysts briefly review reports for clerical errors prior to data entry

DATA ENTRY
Data are entered and stored in computer prior to analysis

ANALYSIS OF REPORTS
Analysts, using computer output, review and document discrepancies, 

errors, abnormal fluctuations, etc., which may affect data accuracy  

CONTACT REPORTING INSTITUTION
Reporting institutions are questioned by analysts on reporting problems and issues

RESEARCH OF QUESTIONS BY INSTITUTIONS

ANSWERS PROVIDED TO ANALYSTS 
Analysts review and record answers

DATA TRANSMITTED TO TUA DATABASEb

GENERATION OF TAPES AND RECORDS
From TUA, tapes and reports on nationwide aggregates are mailed to 

the Board of Governors and the Treasury Department for analysis and publication

TREASURY DEPARTMENT AND BOARD OF GOVERNORS
Treasury sends certain aggregates to the Commerce Department 

and other agencies for analysis and publication

BUREAU OF ECONOMIC ANALYSIS
BEA reviews data, checks them against other relevant data, and adjusts 

them to conform to balance-of-payments definitions before publishing them

aThe other Federal Reserve banks follow a similar process from receiving reports to analyst validation of reported data.
bTUA is an alternate database to which the Treasury Department and Federal Reserve Board staff have on-line access.

BEA Bureau of Economic Analysis
FRBNY Federal Reserve Bank of New York
TIC Treasury International Capital Transactions

DATA TRANSMITTED 
FROM OTHER 

RESERVE BANKSa

fig 2-8
job # 5183
3rd proof

FIGURE 2-8 Treasury International Capital (TIC) reports:  data sources
and output.

Copyright © National Academy of Sciences. All rights reserved.

Following the Money: U.S. Finance in the World Economy
http://www.nap.edu/catalog/2134.html

http://www.nap.edu/catalog/2134.html


70 / U.S. FINANCE IN THE WORLD ECONOMY

For example, for the B form banking data, BEA converts the posi-
tion figures into flow data by “differencing” the positions reported
between two consecutive months and by making adjustments for
changes in coverage and in the dollar equivalents of claims and
liabilities items denominated in foreign currencies.  For the S
form securities data, BEA makes an adjustment to exclude fees
and other charges, which are included in the reported transac-
tions to account for capital flows in securities transactions.12  BEA
also compares the TIC securities data with data on direct invest-
ment or any other information that might be available.  With
regard to the C form data, as in the case of the banking data, BEA
converts the position data into flow data.  BEA also compares
these data with those received on direct investment flows.  In
view of the weakness in the C form coverage, BEA has begun to
use banking data from the Bank for International Settlements and
from some foreign central banks to supplement the C form data
(see Bureau of Economic Analysis, 1994a:79ff).

U.S. GOVERNMENT CAPITAL FLOWS

The other major segment in the U.S. capital account is the
financial activity of U.S. government agencies and the interna-
tional reserves of the U.S. government.  BEA compiles quarterly
data on the lending activity and foreign asset and liability posi-
tions of the many federal government agencies involved in such
activities; see Figure 2-9.  These data are obtained through direct
contact with the agencies involved.  There is a wide range of such
activities, which include the lending by the Export-Import Bank,
military loans accounted for by the Defense Department, foreign
currencies held by the Agency for International Development (AID),
foreign Persian Gulf war pledges to the United States, and U.S.
grants to foreign countries to pay off their outstanding debts.  In
addition to the data on loans and credits that BEA collects from
U.S. government agencies, BEA compiles data on all other U.S.
foreign grants and aid.  BEA also includes in the balance-of-pay-
ments accounts the changes in U.S. international official reserves
as reported by the Treasury Department, including changes in the
gold stock, foreign currencies held, and special drawing rights and
the reserve position with the IMF.  As with other position data,

12Fees and other charges are reported as international financial services transactions
in the current account of the balance of payments.
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     1.  Monthly and quarterly stock/flow
 data are received from Treasury,
 FRB, FRBNY, IMF (monthly in
 hard copy format)

     2.  Develop flow data for four reserve
 components (gold, SDR, Reserve
 position in the IMF and foreign
 currencies)

     3.  Examine details to isolate valuation
 adjustment components

     4.  Adjust data for gain/loss by
 currency and unit of account

     5.  Develop transactions data
     6.  Compare results with data in

 Treasury's monthly reports
     7.  Review and analyze transactions
     8.  Produce estimates of changes in

 official reserves

     1.  Receive data from agencies under
 OMB Directive 19 (flows), Treasury
 Circular 1080 (stocks), and internal
 reports of agencies

     2.  Calculate flows
     3.  Compare with expected values and

 information from other sources (e.g.,
 agency annual reports, U.S. budget,
 legislation, agreements treaties, Paris
 Club minutes, telephone queries, cable
 traffic, press sources)

     4.  Research new, unusual, and unexpected
 results

     5.  Clarify data by program, time period,
 purpose, geographic area, etc.

     6.  Consolidate final details
     7.  Provide estimates of other U.S.

 government capital flows

BOPs Balance-of-payments accounts
BPD Balance of Payments Department in BEA
FRB Federal Reserve Board

Provide data on flows involving
U.S. official reserves and other

U.S. government capital for
incorporation into capital 

account of BOPs

BPD begins production cycle
to estimate U.S. government

capital flows (other 
than reserves)

BPD begins production 
cycle to estimate U.S. 

        official reserves

          U.S. government agencies          IMFFederal ReserveU.S. Treasury

FRBNY Federal Reserve Bank of New York
IMF International Monetary Fund
OMB Office of Management and Budget
SDR Special drawing rights

FIGURE 2-9 U.S. official reserves and other U.S. government capital
flow data:  sources and output.
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BEA makes adjustments to derive the flow amounts.  Statistical
Directive 19, from the U.S. Office of Management and Budget
(OMB), provides the authority for collecting this information.

The information collected by BEA from the various government
agencies is primarily in the form of government records.  The
great majority of these records are the accounting records that
must be maintained to accomplish the various agencies’ missions,
to report to Congress, or to report to OMB.  Those uses are differ-
ent from BEA’s uses.  An example is loans to developing coun-
tries.  An agency making a loan has a function that directly paral-
lels that of a commercial bank:  there is a need to service the
loan, and data must be maintained on payments and disburse-
ments as well as on closing balances.  In contrast, BEA is prima-
rily concerned with the flows between two consecutive closing
balances.  BEA computes the flow for balance-of-payments pur-
poses by looking at the difference between the balance of the loan
reported for the current quarter and that reported for the previous
quarter.  (As noted above, grants are classified as unilateral trans-
fers and shown in the current account of the balance of payments,
not the capital account.)

Reporting on government international capital transactions is
expected to be comprehensive and complete; the information is
not collected using sample surveys.  Data cover all programs and
subprograms that involve sending dollars overseas or receiving
them from abroad.  All transactions are reported on a cash basis
and are, at least in theory, reported when they occur.  More than
150 agencies typically report on U.S. government international
capital transactions.  Among the largest are the Department of
State, the Export-Import Bank, AID, and the Departments of De-
fense and Agriculture.  The organizations report on a quarterly
basis.  Unlike data on private capital flows, these transactions are
reported in almost any format convenient to the provider.

Data editing and verification are accomplished in a number of
ways.  Historical comparisons are frequently made to determine
whether information from a particular agency is out of the usual
pattern.  BEA maintains reported data from as far back as 1945.
In addition, BEA monitors legislation and tracks changes—for ex-
ample, when new programs begin, when programs are merged, or
when programs are discontinued.  In addition, budget statements
and reports to Congress by the various agencies are compared
with what is reported to BEA.
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INTERNATIONAL INVESTMENT POSITION

BEA prepares an annual statement on the international invest-
ment position (assets and liabilities) of the United States and rec-
onciles the changes in the investment position with the flow data
shown in the capital account of the U.S. balance of payments (see
Table 2-3).  There are several factors other than capital flows that
affect the value of outstanding assets and liabilities.  Changes in
exchange rates, for example, have an impact on the value of assets
overseas.  Changes in market prices of assets and capital gains
and losses (including writeoffs) can also influence the market value
of assets.  To take into account these and other relevant factors,
BEA includes in the U.S. international investment position a number
of elements excluded from the balance-of-payments data:

• for direct investment, capital gains and losses from exchange-
rate translations or disposition of fixed assets;

• also for direct investment, estimates of changes in market
value or replacement cost;

• for securities, estimates of changes in market value and ex-
change rates;

• for banking positions, allowances for writeoffs, breaks in se-
ries, or other factors affecting reported positions; and

• for U.S. government assets, any changes in reported amounts
outstanding that do not result from actual transactions.

The basic data for the annual statement on U.S. international
investment position are derived from the BEA and TIC systems
described above.  However, some flow data are supplemented by
the collection of data on outstanding positions, as in the case of
direct investment, and other banking and nonbank data are de-
rived from original position statements as reported by banks and
nonbanks.  For securities, however, as indicated above, there are
recent stock data, compiled from benchmark surveys, only for
foreign holdings of U.S. securities.  These data, which are col-
lected on a 5-year schedule and are relatively comprehensive, pro-
vide a check at intervals on the accuracy of the flow data.  Cur-
rent position estimates for these holdings are essentially the
summations of flow data and price and exchange rate changes
over the years.

These data on the magnitude of U.S. international assets and
liabilities are important in at least three respects:  (1) they reflect
the net external position of the United States (net debtor or net
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creditor) with the rest of the world economy; (2) they are used to
calculate the investment income flows (earnings) on portfolio claims
and liabilities, which are reported in the current account of the
balance of payments; and (3) insofar as they are generated by sepa-
rate benchmark surveys, they serve as one of the few available
checks on the accuracy of the flow data shown in the U.S. bal-
ance-of-payments accounts.

Rapid changes in world financial markets have strained the coverage
of the existing data system, rendering some of the data inaccurate
and incomplete in depicting U.S. international capital transac-
tions.  Chapters 3 and 4 discuss these issues in detail.
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3
Capital Account Data:  Gaps and Needs

In response to changes in world
financial markets, the Bureau of Economic Analysis (BEA) in the
U.S. Department of Commerce, the U.S. Department of the Trea-
sury, and the Federal Reserve Bank of New York (FRBNY) have
made significant strides over the past several years to improve
U.S. capital flow data.  At the same time, the Federal Reserve
Board has taken steps complementing their efforts.  Nonetheless,
existing data on U.S. international capital transactions remain of
varying quality.  For financial transactions that have changed most
in form and character and for which adjustments in data collec-
tion systems have lagged behind, the quality of data have been
adversely affected.  The accuracy and coverage of some data can
be improved with changes in current methods and procedures at
minimal additional cost.  For other data, new initiatives and de-
velopment efforts are required, as well as international coordina-
tion.

This chapter examines in detail the adequacy of the capital
account data in the U.S. balance of payments and addresses ways
to improve them.  The types of data are discussed in the same
order as they are presented in Chapter 2.

DIRECT INVESTMENT AND RELATED DATA

As discussed in Chapter 2, BEA conducts separate outward and
inward surveys on direct investment.  Comprehensive benchmark
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surveys covering the universe of filers are undertaken every 5
years.  In other years, samples of companies are surveyed on a
quarterly and an annual basis to update the benchmark surveys.
Compilers and users familiar with the direct investment data,
including the related statistics on capital expenditure, produc-
tion, and employment, appear generally satisfied with them (see
Appendix B).  BEA has addressed a problem frequently raised about
these data in the past—the need to update asset values:  beginning
in 1991, BEA reported the value of direct investment positions
using three alternative methods.  In addition to the traditional
historical-cost basis, two current-price bases were introduced:  current
cost and market value.  Under the current-cost valuation, direct
investment stock figures are adjusted to reflect changes in the
average price of affiliates’ tangible assets.  Under the market-
value basis, the adjustments reflect changes in estimated market
prices of affiliates, based on changes in equity market indices (see
Landefeld and Lawson, 1991).1

In addition, under the Foreign Direct Investment and Interna-
tional Financial Data Improvements Act of 1990, BEA has begun
linking its direct investment database to the Bureau of the Census’s
establishment (plant) data to produce detailed industry data on
foreign investment in the United States.  For example, BEA re-
cently produced detailed data covering the number, employment,
payroll, and shipments or sales of the establishments (plants) of
U.S. affiliates of foreign companies for 1987 (Bureau of Economic
Analysis/Bureau of the Census, 1992).  The data show the activi-
ties conducted by affiliates in over 800 industries.  Foreign-owned
establishments (excluding banks) accounted for 1 percent of U.S.
business establishments and 4 percent of U.S. nonbank business
employment.  In manufacturing, the employment share of for-
eign-owned establishments was 8 percent.2  Although foreign-owned
companies accounted for a small share of the overall U.S. economy,
they had significant shares of employment in a few industries:
hydraulic cement manufacturing, 61 percent; polyester and nylon
manufacturing, 60 percent.  More than one-fourth of the employ-
ment of foreign-owned establishments was in California, New York,

1These alternative valuation methods are imprecise and cannot be applied to
adjust data on individual countries and industries.

 2Data from the 1992 benchmark survey show U.S. nonbank affiliates of foreign
firms accounting for 5.1 percent of U.S. nonbank business employment and 11.6
percent of manufacturing employment in 1992 (Bureau of Economic Analysis,
1994b:161).
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and Texas, but the share of total state employment was largest in
Delaware (13 percent) and Hawaii (7 percent).

Foreign-owned establishments tended to be in capital-intensive
industries, although foreign firms also own financial, insurance,
and other business services establishments in the United States.
BEA and the Census Bureau have also published expanded infor-
mation for 1988 through 1991 on the manufacturing establish-
ments of foreign-owned companies, including value added, capital
expenditures, and other details (Bureau of Economic Analysis/Bu-
reau of the Census, 1994).  Under the same act, BEA is also autho-
rized to give the Bureau of Labor Statistics (BLS) access to its
foreign direct investment data so BLS can identify foreign-owned
establishments in its database.  BLS released data on the number,
employment, and payroll of foreign-owned establishments in 1992
(Bureau of Labor Statistics, 1992).  Additional BLS data on occupa-
tional structure in foreign-owned manufacturing establishments
was released in 1993 (Bureau of Labor Statistics, 1993).

Despite these expansions in data and analysis, concerns have
been expressed about the definition of direct investment and in-
adequate data in several major areas.

DEFINING DIRECT INVESTMENT

Investments by foreigners are treated as direct investments if
10 percent or more of the equity in a firm is owned by a single
nonresident.  In some instances, however, a single nonresident
can hold 10 percent of the equity without exercising effective
control.  For example, Du Pont is treated as a U.S. subsidiary of a
foreign firm because of the minority equity interest held by Seagrams
(Canada), and some well-known financial institutions are treated
as foreign-owned firms because of the minority equity interests
held by Japanese institutions.

The 10 percent cutoff is an international standard adopted by
the International Monetary Fund (IMF) and used by most coun-
tries.  This dividing line is not intended to represent a controlling
interest; it was adopted mainly to separate investments represent-
ing an active voice in the management of an enterprise from pas-
sive investments, for which the primary objective is capital gain
or dividend income.

There is a question of whether the arbitrary statistical defini-
tion of direct investment (10 percent) causes problems with data
collection and analysis.  As the percentage of ownership declines,
the ability of parent companies to comply with requests for de-
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tailed information on the operations of their minority-owned af-
filiates also may decline.  In the United States, the capital flow
data between a parent and its affiliate (essentially transactions in
the debt or equity securities of the affiliate, together with intracompany
accounts) are available to the creditor-entity at any level of own-
ership.  The parent also has information on dividends received.
At levels below 20 percent of ownership, however, the parent
company may have difficulty in obtaining information on earn-
ings and, therefore, reinvested earnings, because under U.S. ac-
counting rules, if the reporting entity owns less than 20 percent
of a foreign affiliate, it does not have to maintain detailed infor-
mation on its investment.  Also, the lesser detail available on
U.S. minority-owned foreign affiliates reflects the difficulty U.S.
parent companies face in obtaining detailed operational informa-
tion from foreign affiliates over which they do not have majority
control.

Certain distortions can arise due to the treatment of minority
ownerships.  For instance, when a foreign investor acquires as
much as a 10 percent interest in a U.S. enterprise, BEA begins to
include the entire operation of that enterprise as part of the aggre-
gate of the foreign share of U.S. employment, production, exports,
imports, etc.  BEA also publishes limited data on majority-owned
affiliates of foreign firms:  that is, affiliates for which foreign
direct investors own more than 50 percent. In 1992 majority-owned
nonbank affiliates accounted for about four-fifths or more of the
gross product, total assets, sales and employment of all nonbank
U.S. affiliates (Bureau of Economic Analysis, 1994b).  Thus, in the
aggregate, the distortion introduced into the data by the inclusion
of minority-owned affiliates is modest.

There are some industries in which minority-owned affiliates
represent an important share of total direct foreign investment.
In 1992 minority-owned affiliates accounted for more than one-
half of the gross product of all foreign affiliates in three indus-
tries:  primary ferrous metals, transportation, and communication
and public utilities.  In the latter two of these industries, how-
ever, employment by all foreign affiliates accounted for only 5.1
and 2.2 percent of total employment, respectively (Bureau of Eco-
nomic Analysis, 1994b).

BEA’s ability to publish detailed data about minority-owned
U.S. affiliates of foreign firms is to some degree restricted by the
need to preserve the confidentiality of individual respondents.
Publication of separate information about majority- and minority-
owned affiliates, to the extent that confidentiality requirements
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permit, is helpful in better understanding the role of foreign own-
ership in the U.S. economy.

DATA GAPS AND PROBLEMS

Income Reported by U.S. Affiliates of Foreign Firms

The rates of return on investments earned by foreign direct
investors in the United States are markedly lower than those earned
by U.S. investors on direct investments abroad.  At one time, this
gap was commonly ascribed to the undervaluation of U.S. assets
abroad, which are older on average than foreigners’ assets in the
United States.  But the difference has persisted, although it is
reduced when assets are revalued by BEA under the current-cost
and market-value bases.  Moreover, the difference is pervasive,
showing up in bilateral comparisons as well as in the global data.
The difference in rates of return is frequently cited to support the
assertion that foreign firms are evading U.S. taxes by manipulat-
ing transfer prices to minimize the amounts of income attribut-
able to their U.S. operations.  That allegation has spawned pro-
posals to impose higher taxes on those firms.

Several explanations have been offered for the difference in rates
of return (see Landefeld et al., 1992; KPMG Peat Marwick, 1992;
Grubert et al., 1991; Graham and Krugman, 1991).  It has been
suggested, for example, that many foreign investments in the United
States are still relatively new, so that earnings are reduced by
start-up costs, and that the United States is a safe place in which
to invest, so that earnings on foreign investments in the United
States do not have to earn as large a risk premium as U.S. invest-
ments in many other countries.  The first explanation may apply
when a foreign investment in the United States represents con-
struction of a completely new industrial facility.  The second
hypothesis is called into question by the pervasive character of
the difference in rates of return, which holds in cases of both safe
and risky foreign locations.  Another possibility relates to ex-
change rates.  When the dollar is depreciating, charges billed (in-
cluding goods imported by affiliates from parent firms) by foreign
parent companies to their U.S. affiliates in appreciating curren-
cies can reduce the affiliates’ rate of return.

BEA recently examined why the rates of return on foreign di-
rect investment in the United States are so low relative to the
rates of return on comparable U.S. domestic investment.  The
study provided interesting insights, but the findings were incon-
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clusive.  BEA observed that the low returns on foreign direct in-
vestment in the United States appear to reflect certain long-term
factors associated with the operations of multinational companies
and the effect of a number of transitional factors that led to a
surge of foreign direct investment in the United States in the
1980s.  Multinational corporations may accept low returns in the
United States in order to take advantage of economies of scale,
gain access to a large U.S. market, or secure raw materials.  The
study also noted that current account surpluses in Japan and sev-
eral other countries in the 1980s generated excess funds available
for investment.  Funds were attracted to the United States by
average yields on U.S. investments that were higher than those on
home-country investments.  This spread allowed foreign investors
to accept yields below the average yield on U.S. investments.
Nonetheless, BEA cautioned, underlying economic conditions and
motivations for direct investment vary markedly among coun-
tries, and it is difficult to generalize about the factors leading to
low returns of foreign direct investment in the United States (Landefeld
et al., 1992).

Late Reporting

Late filings by U.S. affiliates of foreign firms affect data on
foreign direct investment in the United States.  Late reporting
imparts a bias to the direct investment data.  The first figures
released for any quarter, for example, can show that direct invest-
ment flows are falling, or rising less rapidly, because coverage is
incomplete.  The impression is corrected by subsequent revisions,
but it is a source of concern.  While knowledgeable users under-
stand the limitations of the preliminary numbers, unsuspecting
users can be misled by them.

Until recently BEA did not estimate capital flows of late filers
in the quarterly surveys, which resulted in large annual revisions
for foreign direct investment in the United States and for U.S.
direct investment abroad.  In June 1992 BEA introduced a meth-
odology that uses matched sample data from filers on changes in
direct investment equity positions to estimate equity capital flows
for late filers.  Nonetheless, direct investment flows can be lumpy,
and there may thus be no stable relationship between the figures
of firms that report promptly and those that do not.  BEA has
been regularly monitoring the results of its estimates of equity
capital flows for delinquent reporters and will continue to do so
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and adjust estimating procedures if experience shows adjustment
to be desirable.

Financing of Multinationals

One aspect of the activities of multinationals that is not pres-
ently contained in BEA’s published data is a presentation of sources
and uses of funds.  Information about sources and uses was col-
lected for several years during the 1970s in an annual BEA survey,
using a simple reporting form, but that survey was eliminated in
the late 1970s.

Since 1982 BEA has instead conducted regular annual surveys
of foreign direct investment in the United States and U.S. direct
investment abroad.  Data collected in these surveys includes items
such as retained earnings, depreciation, capital expenditure, in-
ventories, receivables and other assets.  The data are published in
balance sheet and income statement formats (see, for example,
Bureau of Economic Analysis, 1994c).  These data could be used
to present information on sources and uses of funds, and it would
be useful for BEA to do so.  Data on sources and uses of funds of
multinational enterprises would shed light on the extent to which
they are financed by the local economy, as well as their contribu-
tions to the domestic sector.  Such information is needed for ana-
lyzing the effect of foreign direct investment on the financial sec-
tor of the U.S. economy and that of U.S. direct investment abroad
in host countries.

Real Estate Transactions

It is likely that foreign (nonresident) investment in U.S. real
estate is not fully captured in the U.S. balance of payments.  First,
many of these transactions are in the form of limited partner-
ships.3  Limited partnerships are considered portfolio investment,
not direct investment, and should be captured under the Treasury
International Capital (TIC) system.  Presently, however, they are
covered only if they are listed on organized stock exchanges.  Thus,
large transactions representing the bulk of foreign investment in
limited partnerships are covered, but smaller transactions may
not be.  Second, data on purchases of U.S. residential real estate
by nonresidents for their personal use are not collected.  Because

3Non-U.S. citizens are prohibited by law from investing in certain types of
limited partnerships (such as oil and gas exploration partnerships).
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of the large number and the difficulty in identifying and locating
potential respondents, it appears that it is impractical to obtain
such information as a part of BEA’s data collection system on
foreign direct investment in the United States.  Nor does BEA’s
present legal authority cover such transactions.  Nonresident pur-
chases of residential real estate for personal use are thought to be
a relatively small component of foreign investment in the United
States as a whole, but are of interest to some states, such as
Hawaii.  Efforts to date to collect such information at the state
level have encountered difficulties in separating resident from non-
resident transactions.

RECOMMENDATIONS

• If resources permit, BEA should either resume collection of
more complete data on sources and uses of funds of multinational
corporations, covering both outward and inward direct investment,
or extract comparable information from the existing data.  The
results should be analyzed and published to inform the public
about this essential operational aspect of multinational corpora-
tions.   (3-1)

• The Treasury Department should continue its efforts to col-
lect more complete data on nonresidents’ holdings of U.S. real
estate in the form of limited partnerships.  (3-2)

• BEA should devote additional resources to analyzing the
immense volume of data it collects on direct investment and ex-
amining the economic effects of the growth of multinational en-
terprises on domestic production, employment, and transfer of
technology.  BEA is in the best position to exploit the detailed
information it gathers regularly on the activities of these enter-
prises.  (3-3)

• BEA should undertake further reviews, by industry, on the
rates of return of foreign direct investment in the United States,
with particular attention to any data or reporting problems that
may contribute to measured differences between rates of return
on U.S. investment abroad and foreign investment in the United
States.  (3-4)

• BEA should continue to regularly review its new estimation
procedure for late reporting in its direct investment surveys to
ensure its reliability and cost-effectiveness.  (3-5)
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TRANSACTIONS IN SECURITIES

CURRENT PRACTICES

Banks, brokers, and dealers in the United States (and, in prin-
ciple, other U.S. transactors) make monthly reports on U.S. secu-
rities bought and sold by foreigners (nonresidents) and on foreign
securities bought and sold by U.S. residents.  The transactions are
classified geographically by the country of residence of the foreign
party, although that party is often a financial intermediary rather
than the ultimate owner or issuer.  These flow data are reported
in the balance of payments.  In addition, they are used in conjunc-
tion with separate benchmark survey data to estimate holdings of
securities, which, in turn, are used to estimate investment in-
come flows.

This methodology produces three problems.  First, when
nonfinancial U.S. residents use brokers and dealers abroad to trade
U.S. and foreign securities with foreigners, the transactions may
not be recorded in the U.S. balance-of-payments statistics.  Sec-
ond, transactions in U.S. and foreign securities conducted in Lon-
don and other foreign financial centers are reported as transac-
tions for the countries in which the centers are located, not those
in which the ultimate buyers and sellers reside.  This has made it
difficult to reconcile, for instance, U.S. and Japanese data on Japa-
nese holdings of U.S. securities.4  Third, data on stocks of foreign
securities held by U.S. residents are difficult to interpret or use to
estimate income flows because they are based on flow data classi-
fied geographically by the counterparty (buyer or seller), not by
the issuing country.

There are fewer problems associated with the flow, stock, and
income figures pertaining to transactions in U.S. securities than
with the figures pertaining to transactions in foreign securities.
Although there is uncertainty about the geographic location of
foreign holdings of U.S. securities, there is no doubt about the
issuing country of the stocks and bonds involved.  As a result,
there is good information about the interest rates, dividend pay-
ments, and yields when estimating income flows and adjusting

4Under the TIC system, Japanese sales and purchases of U.S. securities are
based on transactions that have taken place within the United States, while
Japan’s records include its worldwide transactions in U.S. securities.  However,
this does not necessarily result in a mismeasurement of net global transactions
in U.S. securities.
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the values of holdings of U.S. securities by foreigners.  When
dealing with U.S. holdings of foreign securities, by contrast, there
is no way to determine which countries’ stocks and bonds are
being traded.  In addition, foreign holdings of U.S. securities are
regularly surveyed, most recently in 1989, providing an up-to-date
benchmark which can be used to make adjusted estimates for
intermediate years.  As noted above, until 1994 U.S. holdings of
foreign securities had not been surveyed in a half century.

The Treasury Department has conducted benchmark surveys of
foreign portfolio investment in the United States (inbound sur-
veys) at least once every 5 years.  These surveys collect informa-
tion on foreign holdings of U.S. securities on a security-by-secu-
rity basis.  Approximately 4,000 U.S. firms that issue securities
were included in the 1989 survey.  The results of these bench-
mark surveys are intended to serve several purposes.  First, they
are used to update the cumulative transactions data with respect
to both levels of foreign holdings and country of foreign investors.
Second, they are used to improve estimates of the resulting in-
come flows linked to the estimated stock of outstanding invest-
ment.  Third, they are used to analyze foreigners’ investment pat-
terns in order to determine if these investments are of policy
concern.  Unfortunately, according to the Treasury Department,
there are typically many errors in the initially submitted responses.
In contrast to the regular TIC S forms, of which 80-90 percent are
usable as submitted, only about 1 percent of submissions in the
inbound survey can be used without extensive follow-up inquiries
of the filers.  The data eventually produced correspond well with
position estimates based on the S form data, but the workload and
reporting burden are substantially increased by the need for so
much follow-up.

To improve data on transactions in foreign securities, the Trea-
sury Department and FRBNY in recent years have undertaken
several steps, the most important of which was a new outbound
survey.  The Treasury Department, in close consultation with
BEA, the Federal Reserve Board, FRBNY, the Securities and Ex-
change Commission, and other government agencies, undertook a
1994 benchmark survey of the magnitude and composition of U.S.
holdings of foreign securities.  The survey collected detailed in-
formation on individual, foreign, long-term securities—both debt
and equity—held by U.S. residents.  When available, the results
should improve estimates of the U.S. international investment
position, as well as those of investment incomes associated with
U.S. residents’ investments in foreign long-term securities.  They
will also be a check on the accuracy of securities flow data.  The
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outbound survey will focus on three types of institutions:  (1) a
small number of banks and brokerage firms operating as global
custodians;5 (2) a number of U.S. banks that may be operating as
intermediary custodians for U.S. institutional and high-net-worth
individual investors; and (3) large U.S. institutional investors ac-
tive in international securities markets.

In addition, the FRBNY is undertaking a broad-based survey of
U.S. holdings of short-term foreign securities to complement the
outbound survey of long-term securities.  The plan is to survey all
current respondents to selected TIC forms on their foreign short-
term assets.6  Specifically, respondents will be asked about their
foreign assets of both negotiable and nonnegotiable short-term
instruments, their foreign currency denominated assets, and short-
term assets they hold in custody.  Short-term instruments will
include commercial paper; short-term marketable notes; bankers
and trade acceptances; certificates of deposits; short-term federal,
state, and local government paper; and account receivables.

The Treasury Department also plans to include U.S. currency
flows in the TIC reporting system.  This information will im-
prove U.S. international capital flow data, as well as estimates of
U.S. monetary aggregates.  This work is being carried out jointly
by the Treasury Department’s data management group, its finan-
cial enforcement offices (which are responsible for currency re-
ports), and the Federal Reserve Board (see Chapter 5).

The Treasury Department, prompted by BEA’s research, com-
pleted a small survey of international transactions by U.S. pen-
sion funds in 1991.  This was followed by a broader survey for
1992-1993 by the Treasury Department and the FRBNY.  Both
surveys have helped the Treasury Department’s efforts to expand
the S form reporting panel.  The pension fund survey suggested
that many transactions had been carried out by offshore money
managers and so had not been captured by the reporting system.
The 1992-1993 effort also uncovered a large number of nonreporters
and generated additional data.  The inclusion of transactions un-
dertaken by U.S. pension funds resulted in a 25 percent increase
in the gross value of reported securities transactions for the 17
months ending May 1993, a total of about $170 billion.

5Global custodians are institutions that manage the custody of financial assets
for clients; see Chapter 5.

6The survey will also include a sample of nonreporters who are thought to be
actively engaging in these activities.
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UNRESOLVED ISSUES

The present method of classification of securities transactions
by country is appropriate for balance-of-payments estimates, but
it leads to flaws in the data on transactions and holdings of secu-
rities and the corresponding estimates of income.  When a U.S.
resident buys a Japanese bond from a Canadian, the transaction
appears, correctly, in the Canadian column of the U.S. balance-of-
payments table, not the Japanese column.  If it appeared in the
latter, an error would be introduced into both countries’ columns;
there would be a payment to a Canadian with no capital flow to
match it, and there would be a capital outflow to Japan with no
payment to match it.  However, the present method of classifica-
tion does not provide estimates of holdings by the originating
country of the security.  In the absence of information on the
nationality of the bond, it will be treated as a Canadian bond and
thus added to U.S. holdings of Canadian securities.  U.S. invest-
ment income from Canada will be overstated thereafter, and U.S.
investment from Japan will be understated.

A similar problem exists regarding the treatment of foreign trans-
actions in U.S. securities.  A Japanese purchase of a U.S. bond in
London does not and should not appear as a flow of Japanese
capital into the United States.  But Japanese holdings of U.S. bonds
will be understated thereafter, along with Japanese earnings of
investment income from the United States.  Meanwhile, holdings
and investment income earnings for the United Kingdom will be
overstated.

There is no easy way to directly obtain correct, current infor-
mation on the geographic classification of U.S. securities held by
foreigners and the corresponding estimates of investment income,
but use of the periodic benchmark survey results to make esti-
mates for intermediate years could greatly reduce the problem.
For foreign securities held by U.S. entities, there are two ways of
getting more information:  by supplementing the present monthly
reports on purchases and sales of securities and by amplifying
that system with periodic surveys on U.S. holdings of foreign se-
curities, as is done for foreign holdings of U.S. securities.  For
example, institutions that currently report purchases and sales of
foreign securities could be asked to file two sets of numbers—
transactions classified by counterparty, like those now filed, and
transactions classified by issuing country.  The latter could be
used to build more accurate estimates of stocks and thus to pro-
duce more accurate estimates of income.

Copyright © National Academy of Sciences. All rights reserved.

Following the Money: U.S. Finance in the World Economy
http://www.nap.edu/catalog/2134.html

http://www.nap.edu/catalog/2134.html


CAPITAL ACCOUNT DATA:  GAPS AND NEEDS / 87

In the process of designing the new outbound survey of foreign
securities owned by U.S. residents, the Treasury Department con-
cluded that most of the foreign stocks and bonds owned by U.S.
residents are held with a small number of banks and brokerages
that act as global custodians.  It proposes to concentrate on them
rather than the ultimate owners of the securities.  If this method
is successful, it may be possible to obtain quarterly data on actual
holdings from the global custodians and use them to derive quar-
terly flow estimates for the balance-of-payments accounts, rather
than basing the flow estimates on reported purchases and sales.

At least two problems would arise, however, if quarterly esti-
mates of stocks were used to estimate net purchases and sales.
First, it would be necessary to correct for price changes and ex-
change rate changes.  That is necessary now, when estimates of
holdings are built up year by year from estimates of previous
holdings and transactions during the year.  Under the present
system, however, errors made in adjusting for price changes affect
the stock and income estimates, but they do not affect the esti-
mates of capital flows; the opposite would be true if quarterly
estimates of stocks were used to estimate flows.  Second, net
changes in holdings, for example, of Canadian securities, would
appear as transactions with Canada, even when the securities were
not bought from a Canadian, and the errors in attribution would
affect the estimates of the geography of capital flows rather than
the stock and income estimates, as they now do.  Consequently,
it may be more appropriate to consider dual reporting of transac-
tions in foreign securities, classified by country of the  counterparty
and by issuing country, although that may be burdensome to fil-
ers since it would entail doubling the number of reports they
would have to file.

In June 1992 BEA introduced methodological changes intended
to improve its estimates of income earned on U.S. holdings of
foreign securities.  The new method applies updated dividend yields
by major countries to outstanding U.S. holdings of stocks in these
countries.7  However, its accuracy depends on accurate informa-
tion about the nature of the foreign securities held.  A different
method seems possible:  developing annual and benchmark esti-
mates of income by gathering such data directly from the global

7The previous methodology was based on a cumulated flow of dividend receipts
from the outdated 1943 benchmark survey and outdated dividend rates, both of
which severely underestimated the flow of dividend receipts to the United States
(Bureau of Economic Analysis, 1992a:73).
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custodians.  Since most interest and dividend payments must be
made to them in the first instance, they should be able to supply
more accurate income data than those presently or potentially
obtainable by any indirect method.

RECOMMENDATIONS

• The Treasury Department and the Federal Reserve Bank of
New York should mount a vigorous publicity campaign to bring
the existence of the reporting requirements to the attention of all
parties active in the international trading of securities, including
pension funds, mutual funds, insurance companies, and individu-
als or businesses that serve as money managers and investment
advisers.  Special attention should be directed to institutional
investors that deal directly in foreign markets.  (3-6)

• To better assess the debtor/creditor position of the United
States in the world economy, the outbound benchmark survey by
the Treasury Department of U.S. holdings of foreign securities
should be conducted not only in 1994 but also periodically there-
after—at least once every 5 years—to avoid cumulative errors.  It
can and should be carried out more frequently if a system is de-
veloped for collecting data from global custodians and the system
is shown to be cost-effective.  (3-7)

• The Treasury Department and the Federal Reserve Bank of
New York should expand the TIC forms to improve the coverage
of short-term securities, such as commercial paper.  (3-8)

• To improve estimates of U.S. monetary aggregates, the Trea-
sury Department, working with the Federal Reserve, should de-
velop ways to monitor shipments of U.S. currency abroad.  (3-9)

• For its inbound benchmark survey on foreign holdings of U.S.
securities, the Treasury Department should improve the number
of usable initial filings by continued educational efforts and other
means to obtain the cooperation of filers.  (3-10)

• To improve coverage of nonfinancial transactors, the Trea-
sury Department and the Federal Reserve Bank of New York should
change the language of the S form to make it clear that reporting
is required not only of banks, brokers, and dealers, but also of
U.S. residents who have reportable transactions with nonresidents
in either U.S. or foreign securities, especially those through in-
vestment advisers and money managers.  (3-11)

• The Bureau of Economic Analysis, the Treasury Department,
and the Federal Reserve Bank of New York should explore the
possibility of developing annual or benchmark estimates of in-
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come from U.S. holdings of foreign securities and foreign holdings
of U.S. securities by gathering such income data directly from
global custodians, instead of relying on indirect estimates based
on security holdings.  These agencies should also examine the
feasibility of requiring filers to report an additional set of num-
bers, reflecting transactions by issuing country.  Such data would
be used to build more accurate estimates of stocks and to produce
more accurate estimates of income.  (3-12)

CLAIMS AND LIABILITIES

REPORTS OF U.S. BANKS

Except for the large potential for undercounting banks’ custody
transactions, as noted by BEA analysts, compilers and users of
the TIC bank-reported data on U.S. bank transactions find no
other glaring gaps or defects, and a recent study addressing the
reliability of these data confirms this observation (Cayton, 1992).
Since the current system emphasizes the transactions of banks,
the compilers work closely with the reporting institutions, and
they monitor and edit the data carefully.

It has been suggested, however, that the quarterly reports on
foreign-currency claims and liabilities should be expanded to pro-
vide a currency-by-currency breakdown, at least for a few major
currencies.  As noted above in the discussion of transactions in
securities, a breakdown by country is also needed.  Without
it, changes in claims and liabilities might be geographically mis-
allocated, which will cause errors in the balance-of-payments ac-
counts.  Hence, a new breakdown by currency cannot replace the
present one by country.  For research and policy purposes, how-
ever, it may be important to know what currencies are held and
owed as well as to know the geographic distribution of foreign-
currency claims and liabilities.

Another vexing problem, which is not new but has become
much more pervasive, concerns changes in official reserves, which
have become a highly visible part of international capital move-
ments.  The most important component of official reserves is
foreign exchange assets.  Foreign exchange here refers to gross
claims (securities, bank deposits, and the like) held by monetary
authorities of one country and for which other countries have
counterpart liabilities.  Under the Balance-of-Payments Manual
(International Monetary Fund, 1993a), external claims held by de-
posit money banks and readily available to authorities to meet a
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balance-of-payments need also may be counted as reserves.  Many
foreign central banks deposit their foreign-currency reserves in
private institutions abroad or in domestic commercial banks.  Those
holdings, however, appear in U.S. statistics as liabilities to pri-
vate institutions.  This practice has sometimes led to serious in-
terpretation problems of the reserves figures.  Since the problem
is one of interpretation and not a statistical one, it would be
wrong to rearrange the data to deal with it.  The United States has
recently begun to publish data on its foreign-currency reserves, by
currency (see Federal Reserve Board of Governors, 1994:587), but
most other countries do not.  It would be helpful if other coun-
tries published data on their reserves, showing currency composi-
tion.

REPORTS OF U.S. NONBANK INSTITUTIONS

There are serious and complex problems with regard to infor-
mation on claims and liabilities of nonbank U.S. institutions, such
as exporters and industrial and commercial firms.  Other indus-
trial countries have similar problems (see Appendix A).  Nonbanks
and individuals in the United States that have foreign claims and
liabilities (above a certain reporting threshold level), other than
holdings of long-term foreign securities, are supposed to report
them on the TIC C forms.  The amounts reported, however, ap-
pear to fall far short of the actual amounts—as measured by refer-
ence to the Bank for International Settlements (BIS) data—despite
several attempts by the Treasury Department and FRBNY to in-
crease the number of reporters.  Data collected by the BIS, for
example, suggest that foreign bank deposits held by U.S. residents
are far larger than reported in the U.S. data, and Bank of England
data indicate that U.K. banks hold large quantities of certificates
of deposit in custody for U.S. residents.  The difficulty of collect-
ing comprehensive data on these claims and liabilities argues strongly
for the use of partner country data, after careful analysis, for rec-
onciliation and substitution purposes.

The IMF Report on Measurement of International Capital Flows
(International Monetary Fund, 1992b) notes that there are particu-
larly large differences for the United States between balance-of-
payments data on nonbank capital outflows and inflows and those
flows as calculated by reference to the banking statistics assembled
by the BIS and by the IMF in its International Banking Statistics
(IBS) series.  For U.S. nonbanks, the differences between flows
recorded in U.S. balance-of-payments compilations and flows de-
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rived from BIS and IBS figures averaged $20-25 billion per year
during 1986-1989.  These differences are attributable to the fact
that, in the U.S. statistical system for balance of payments, re-
ports on nonbank capital transactions are filed by only a few hun-
dred large companies.  “A large volume of transactions by indi-
viduals and by large and small businesses escape the [nonbank]
reporting system entirely” (International Monetary Fund, 1992b:125).
The IMF (p. 127) recommends that countries “systematically compare
national data on nonbank capital flows with ‘other party’ mea-
sures of these items that can be derived from foreign-bank reports
in the BIS/IBS system” in compiling balance-of-payments statis-
tics, since almost all countries have good records of foreign trans-
actions of their banks.  Countries that have used international
banking statistics (BIS/IBS figures) as a source for balance-of-pay-
ments data on assets of nonbanks include Canada, Germany, Ire-
land, Mexico, and the United Kingdom.

The Treasury Department and FRBNY have long been aware of
shortcomings in U.S. statistics on nonbanks’ international capital
transactions reported on the C forms because of the difficulty of
identifying reporters.  A survey of 8,000 nonreporting firms in
1978 resulted in an addition of only about 1 percent to the report-
ing universe (in numbers) on the C forms.  As discussed above,
the Treasury Department recently surveyed pension funds to ex-
pand coverage of securities transactions.  In this process, the pen-
sion funds were also asked about their short-term investments
abroad that might be reportable on the C form.  Even if it were
possible to achieve relatively adequate coverage of sizable nonbank
financial institutions, however, there is little likelihood that the
system could be expanded to cover all significant capital transac-
tions by nonfinancial companies and by individual investors.  Thus,
there is clearly a need to examine whether the records of financial
institutions abroad could be used as a source of statistical data on
international capital transactions by nonfinancial U.S. institutions.

Because of inadequacies of coverage in the nonbank data, BEA,
in its compilation of U.S. nonbank claims on unaffiliated foreign-
ers in the U.S. balance of payments, has begun to use BIS data.
BEA also uses the data collected by the Federal Reserve Board on
liabilities of foreign branches of U.S. banks in the Bahamas and
the Cayman Islands to supplement the TIC data on U.S. nonbanks.
BEA also has begun to use BIS data to estimate bank claims on
U.S. nonbanks from Caribbean and Asian banking centers.  The
adjustments made by BEA resulted in an increase of $212 billion
in the estimated outstanding claims of U.S. nonbanks on unaffili-
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ated foreigners at the end of 1993.  U.S. source data recorded
these claims at $43 billion; with the substitution of BIS data this
figure rises to $255 billion.  U.S. nonbank liabilities to unaffili-
ated foreigners were adjusted upward for 1993 by $178 billion,
from $55 billion to $233 billion (Bureau of Economic Analysis,
1994a:84).

An approach of using figures from international organizations
and foreign central banks to improve current U.S. figures on inter-
national capital flows of nonbanks (actual or potential reporters
on the C forms) does not eliminate the need for improving the
coverage of the C form report, as well as of other reports.  The C
forms will be needed, in any event, to provide coverage of claims
on and liabilities to countries that are not adequately covered in
the international banking statistics.  In addition, international
banking statistics do not always conform to the balance-of-pay-
ments concept.

The Federal Reserve recently has begun to collect balance-sheet
information for offshore branches of foreign-owned banks when
these offshore offices are effectively managed by a U.S. agency or
branch of a foreign bank.8  The reports show claims on and liabili-
ties to U.S. residents, by different types of claims and liabilities.
Since Caribbean offices of foreign-owned banks have made most
of the loans to U.S. nonbank customers from the Caribbean area
(see Federal Reserve Bank of New York, 1992a:54), use of these
new data should permit a major improvement in coverage of both
the external assets and liabilities of U.S. nonbanks.

RECOMMENDATIONS

• Substitution by the Bureau of Economic Analysis of data from
the Bank for International Settlements for data from U.S. sources
has produced major improvements in coverage of the international
claims and liabilities of U.S. nonbank firms and of investment
income flows.  BEA should continue its process of working with
the BIS, the Federal Reserve, and the statistical authorities of
other countries to seek further improvements in BEA’s coverage

8Foreign banks’ offices in the Cayman Islands report claims on U.S. nonbanks
of $130 billion (see Federal Reserve Bank of New York, 1992a) and liabilities to
U.S. nonbanks of about the same magnitude.  These figures, which are collected
annually by Cayman’s authorities on report forms that have no reporting instructions,
suggest that there is a substantial U.S. banking business being conducted through
these branches that can be estimated only very roughly.
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of international transactions through additional use of data col-
lected by international organizations and foreign central banks.
(3-13)

• The panel endorses the general recommendation of the IMF
Working Group that foreign banks’ liabilities to U.S. nonbanks be
considered for substitution for reported U.S. nonbanks’ claims on
foreign banks.  However, the panel stresses that U.S. programs to
obtain data in this area from U.S. sources should be maintained
and strengthened, even when partner country data are used in-
stead of U.S. data, because U.S. compilers otherwise might be-
come too reliant on the quality of other countries’ data, over
which they would have little control, and might be unable to
detect new data needs and problems.  (3-14)

• Following the current U.S. practice to publish data on the
foreign exchange holdings of its monetary authorities, by currency,
it would be helpful if other countries were to provide similar
information.  (3-15)

OFFICIAL GOVERNMENT TRANSACTIONS

CURRENT PRACTICES AND PROBLEMS

In general, problems in coverage of government international
capital transactions appear less serious than those of private ones.
Accounting systems in the federal sector have not greatly changed
over the past 30 years, although significant changes have occurred
in the composition of programs and how the programs are classi-
fied.  A major difficulty with the government data is that a sub-
stantial number of agencies do not submit data in time for them
to be included in current reports:  most of them report after the
close of the current quarter but before the next quarter.  BEA
believes that it can do a reasonably good job of estimating the
transactions of the missing quarter accurately as long as it has the
previous quarter’s information, but not when data from two quar-
ters are unavailable.  To reinforce the need for timely reporting,
BEA reminds delinquent agencies of their obligation to report in a
more timely manner, and it has requested that the U.S. Office of
Management and Budget (OMB) reinforce this effort by reissuing
Directive 19.  BEA has also asked OMB to “beat the drums” to
emphasize the importance of these data.

The majority of the large agencies provide their data directly to
the BEA on tape; small agencies with one or two programs pro-
vide their data on paper.  All of the data are stored in a database
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whose managers must be flexible enough to adjust to a variety of
events, such as the rescheduling of developing country debt by
Congress.  Moreover, since many government agencies report to
Congress and OMB at the end of each quarter, there are other
significant reporting requirements that coincide with BEA data
needs.  Reporting due to BEA invariably is not at the top of most
agencies’ lists of priorities; Congress and OMB come first.  In
addition, each agency may have a slightly different way of ac-
counting for specific transactions, introducing another potential
source of difficulty for BEA’s compiling effort.  For the most part,
these differences are structural, in terms of the accounting sys-
tems and the accounts associated with the transactions.  None-
theless, some agencies clearly follow different accounting conven-
tions, and they use varying definitions in defining transactions.
Because agencies provide information in a consolidated format,
they necessarily omit some data on individual programs.  Some of
these differences and omissions can be identified and corrected,
however, when comparisons are made with the detailed account-
ing records the agencies produce for other purposes.

The number of transactions currently reported to BEA, even in
a consolidated manner, is in the hundreds of thousands for every
quarter.  Thus, when performing edit checks, which require com-
paring current data with those of the previous quarter, BEA must
make cross-comparisons among several hundred transactions.  Types
of transactions and their characteristics change over time.  BEA
follows two rules to ensure that transactions are properly listed in
the accounts:  comparison with other transactions and creating a
new kind of transaction.  Consider, for example, special assis-
tance to a developing country for flood relief.  If such a transac-
tion appeared in a new quarter’s report, BEA would search among
the current transactions to find other instances of flood relief and
to classify the new transaction consistently.  If a new type of aid
arose, such as assistance to Russia to set up a central bank, a new
category of transaction would be set up.  For the Persian Gulf war
pledges to the United States, for example, one can find in the
Survey of Current Business (Bureau of Economic Analysis, 1992a)
a separate line for reporting of negative grants from countries
supporting the United States in the Desert Storm operation.

RECOMMENDATIONS

• The panel recommends that the Office of Management and
Budget reissue its Statistical Policy Directive 19 in the expecta-
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tion that this action will help promote the objectives of more
accurate and timely reporting.  Increased emphasis on the impor-
tance of this reporting, coupled with electronic reporting, should
enhance the accuracy and timeliness of the statistics on official
government capital transactions.  (3-16)

• The Bureau of Economic Analysis should examine the differ-
ences between the accounting reports submitted by federal agen-
cies on their various military and foreign assistance programs to
Congress and the Office of Management and Budget and the re-
ports on official government international capital transactions they
file with BEA.  BEA should assess whether it can use the federal
agencies’ reports to Congress and OMB for balance-of-payments
purposes.  (3-17)

REPORTING BURDEN AND COMPLIANCE

A key to timely and accurate reporting of capital flow data is
securing the cooperation of filers.  Whether their reporting is complete
and consistent depends on the manner in which their records are
kept, their clear and uniform understanding of the types of trans-
actions to be included, and their willingness to comply with the
reporting requirements.  The panel’s canvass of data filers showed
that they have a number of concerns about the reporting system
(see Appendix B).  With an understanding of filers’ impressions of
the reporting requirements, BEA, the Treasury Department, and
FRBNY can better develop incentives to enhance compliance and
to devise methods to improve the collection process.

TREASURY INTERNATIONAL CAPITAL SYSTEM

Table 3-1 shows the forms required under the TIC reporting
system.  In filing the B, S, and C forms, filers have to know the
residence of the transactors in order to identify transactions be-
tween residents and nonresidents (foreigners).  They also have to
know whether the securities are domestic or foreign issues, whether
the reportable transactions are debt or equity issues, and whether
the financial instruments are short or long term.  In addition,
filers are required to provide a list of geographic allocations, based
on the residence of the immediate transactors.

Given the dramatic changes in financial market practices and
facilities in recent years, financial intermediaries now engage in a
much more complicated business.  A multitude of specialized de-
partments and offices conduct transactions in many countries around
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TABLE 3-1 Treasury International Capital (TIC) Forms

Form and
Frequency Who Must Report Coverage Currency

BC All banks, other depository Bank’s own U.S. dollars
Monthly institutions (including claims, and

commercial banks; banking selected claims
Edge Act and Agreement of brokers or
Corporations; branches, dealers, on
agencies, and banking foreigners
subsidiaries of foreign banks;
building or savings and loan
associations; mutual or stock
savings banks; cooperative
banks; credit unions;
homestead associations; and
consumer banks), International
Banking Facilities (IBFs), bank
holding companies, brokers
and dealers located in the
United States

BC All banks, other depository Bank’s own U.S. dollars
(SA) institutions, IBFs, bank holding claims, and
Semi- companies, brokers and dealers selected claims
annually who are required to report on of broker or

Form BC as of June 30 and dealer, on
December 31 foreigners in

countries
not listed
separately on
Form BC

BL-l All banks, other depository Bank’s own U.S. dollars
Monthly institutions, IBFs, bank liabilities,

holding companies, brokers and selected
and dealers who borrow liabilities of
federal funds from broker or dealer,
unaffiliated foreigners to foreigners

BL-2 All banks, other depository Custody U.S. dollars
Monthly institutions, IBFs, bank liabilities of

holding companies, brokers banks, brokers,
and dealers located in the and dealers
United States to foreigners
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TABLE 3-1 Continued

Form and
Frequency Who Must Report Coverage Currency

BL-3 Any intermediary, i.e., any bank, Intermediary’s U.S. dollars
Monthly other depository institution, notification

IBF, bank holding company, of foreign
broker or dealer located in the borrowing
United States, that knows that
it is being used as the U.S.
address of foreigners in
connection with the servicing
of their loans to nonbank
borrowers in the United States
may be required to report on this
form. For instance, a bank in the
United States may be an
intermediary for reportable foreign
borrowings that are carried on
the books of a “shell” branch or
other related foreign office

BQ-l All banks, other depository Reporting U.S. dollars
Quarterly institutions, IBFs, bank bank’s own

holding companies, brokers claims, and
and dealers located in the selected claims
United States that on their of broker or
own account have claims on dealer, on
foreigners reportable on foreigners;
Form BC or on the account of domestic
their domestic customers have customers’
claims on foreigners claims on

foreigners held
by reporting
bank, broker,
or dealer

BQ-2 All banks, other depository Liabilities to, U.S. dollar
Quarterly institutions, IBFs, bank and claims equivalents

holding companies, brokers on, foreigners
and dealers located in the of reporting
United States that, on their bank, broker
own account, have liabilities or dealer;
to or claims on foreigners domestic
denominated in foreign customers’
currencies, or on the account claims on
of their domestic customers foreigners held
have claims on foreigners by reporting

bank, broker,
or dealer

continued on next page
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BL-l All banks, other depository Bank’s own U.S. dollars
(SA) institutions, IBFs, bank liabilities,
Semi- holding companies, brokers and selected
annually and dealers who are required liabilities

to report on Form BL-l as of of broker or
June 30 and December 31 dealer, to

foreigners in
countries
not listed
separately on
Form BL-l

BL-2 All banks, other depository Custody U.S. dollars
(SA) institutions, IBFs, bank liabilities of
Semi- holding companies, brokers reporting
annually and dealers who are required banks,

to report on Form BL-2 as of brokers, and
June 30 or December 31 dealers to

foreigners in
countries
not listed
separately on
Form BL-2

CM All U.S. persons other than Dollar deposit U.S. dollars
Monthly banks and other depository and certificate

institutions; IBFs; bank of deposit
holding companies and their claims on
domestic, majority-owned banks
subsidiaries; security brokers abroad
and dealers; savings and loans
and other thrift institutions;
and the U.S. government and
its agencies, corporations and
other instrumentalities who
on their own account or on

CQ-l the account of other U.S. Financial U.S. dollars
Quarterly persons, have liabilities to, liabilities

or claims on, unaffiliated to unaffiliated
foreigners, unless the amounts foreigners;
fall below exemption levels financial
specified for each form. claims on
Among the types of persons to unaffiliated
whom this reporting requirement foreigners
applies are exporters, importer,
 industrial concerns, nonbank
holding  companies, nonbank

TABLE 3-1 Continued

Form and
Frequency Who Must Report Coverage Currency
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TABLE 3-1 Continued

Form and
Frequency Who Must Report Coverage Currency

CQ-2 financial institutions (e.g., Commercial  U.S. dollars
Quarterly insurance companies and liabilities

money market funds), leasing to unaffiliated
concerns, nonprofit foreigners;
institutions, trading commercial
companies, charitable claims on
organizations or foundations, unaffiliated
foreign sales corporations foreigners
incorporated in the United
States or its possessions,
whether sole proprietorships,
partnerships, associations or
corporations, and the
agencies, branches, subsidiaries
and other affiliates of foreign
business enterprises located in
the United States.

(The exemption level for C forms
is aggregate levels of reportable
claims or liabilities of $10 million
or more.)

S All banks, other depository Purchases and U.S. dollars
Monthly institutions IBFs, bank holding sales of

companies, brokers, dealers, long-term
nonbanking enterprises or securities by
other persons in the United foreigners
States who on their own behalf,
or on behalf of customers,
engage in transactions in
long-term securities directly
with foreigners (i.e., do not use a
bank, broker, dealer, or other
intermediary located in the U.S.);
institutions that execute
transactions by order of their
domestic clients, who, in turn, are
acting on behalf of foreigners;
brokers who clear for other brokers
and dealers who engage in long-term
securities transactions with
foreigners.
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the clock.  Under these circumstances, filers may not have avail-
able the information required for TIC forms, or they may have to
expend considerable effort in order to report timely and accurate
data.  Specifically, most of the TIC reporting is prepared by comp-
trollers of financial intermediaries.  To prepare the TIC reports,
they have to accumulate, review, and process information obtained
from offices in many different locations.  They also have to iden-
tify the types of securities, a task that has become increasingly
difficult in modern markets.  The reporting of zero-coupon bonds
or repurchase agreements, for example, is particularly difficult.
The securitization of items traditionally on banks’ balance sheets
has created further possibilities for ambiguity and misunderstand-
ing.  There are also difficulties in recognizing international trans-
actions in the newer, short-term financial instruments and de-
rivatives.  These problems can lead to incorrect reporting by filers,
as can other difficulties discussed in the rest of this section.

Filers’ Understanding of TIC Reporting

     According to filers, they are unfamiliar with the purpose and
the use of the required data, and they complain about the long
time lag for the Treasury Department and FRBNY to respond to
their requests for guidance on treatment of new financial instru-
ments.  To assist them in completing the forms, filers would like
an understanding of the objectives and specific uses of the re-
quested data.  In addition, filers would find it useful if additional
examples of transactions were included in the instructions.

Number of Reports and Data Consolidations

Depending on the organizational structure of a filer’s opera-
tions and the level of automation, reporting entities frequently
experience difficulty in compiling data at the required consolida-
tion level—for example, bank, nonbank, and international bank-
ing facilities.  In some instances, financial institutions find it
easier to submit one consolidated report for a bank holding com-
pany than multiple reports.  Other institutions find it easier to
submit data by legal vehicle, business segment, or division or
department.  Filers stated that currently, for example, there are
ten separate TIC forms applicable to banking institutions.  Since
separate reports are required for several consolidation levels, there
may be an annual requirement of numerous forms, many of which
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are prepared manually.  Filers would like to reduce this burden by
eliminating some forms.

Inconsistencies Between TIC and Accounting Systems

Filers said that the TIC reporting requirements are often im-
practical, in that they exceed the capabilities of financial institu-
tions to capture and report data.  A bank’s automated system is
generally geared to one set of reporting criteria or classifications.
Filers pointed out that inconsistencies between TIC reports and
their own accounting systems make it difficult to construct crite-
ria that can be uniformly applied.  For example, many operating
systems do not contain information that distinguishes a customer
by location.  A system may have been devised only to name the
holdings of the bank’s customer (for example, Bank of Tokyo) and
not to distinguish between that bank’s New York agency and its
parent bank in Japan.  Thus, to respond to the TIC reporting
requirements that make the residence distinction is often a bur-
densome manual process.  Even when a system has an address
field, the instrument may only give the name of the organization
and cite a U.S. or foreign paying agent.  Thus, it is not known
whether the issuer is the U.S. branch or agency of the foreign
organization or the foreign parent.

Filing Deadlines

Filers also indicated that the 15-calendar-day period for filing
reports is inadequate because operating systems and financial staffs
in the reporting institutions are fully occupied with their own
accounting tasks from the end of one month through the first ten
business days of the next one.  In addition, information from
branches and subsidiaries located outside the United States is gener-
ally mailed to the reporting institution and may not be available
by the reporting deadline.  Moreover, the process of compiling
data in the required format generally is a manual one.  Filers
would like to have at least 15-20 business days or 20 calendar
days.

FRBNY Questions on TIC Reports

According to filers, FRBNY frequently queries them about the
reported TIC data after it has compared entries on the TIC reports
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with those on other Federal Reserve reports.  The time required of
filers to respond to such queries often takes longer than to pre-
pare the original report.  This FRBNY follow-up is a necessary
part of the effort to obtain accurate and complete data, but to the
filers, this represents an additional reporting burden.  According
to filers, the queries raised often are due to definitional and tim-
ing differences between the TIC and other Federal Reserve report-
ing requirements.

In addition, although FRBNY frequently advises filers on the
application of particular reporting requirements to specific capital
transactions and provides interpretations to the instructions, these
interpretations are not always formalized, standardized, and dis-
tributed regularly to all filers.  To ensure consistent application
of reporting requirements in comparable situations, filers would
like FRBNY to document and periodically distribute such supple-
mentary reporting guidance.

BEA DIRECT INVESTMENT REPORTING SYSTEM AND

OTHER REPORTING REQUIREMENTS

Table 3-2 shows the forms required by BEA on direct invest-
ment.  In response to the panel’s survey, several large U.S.-based
multinational enterprises with numerous foreign affiliates indi-
cated that reporting requirements for the 5-year benchmark sur-
veys are particularly burdensome.  Several employee-years may be
required to complete these forms (see Appendix B).  These U.S.
firms have to submit individual reports to BEA for their subsidiar-
ies overseas, which often involves reviewing different sets of company
accounts and in different languages.  At the same time, few re-
spondents to the panel’s survey were familiar with BEA publica-
tions on direct investments.  Nonetheless, they expressed interest
in knowing how the data they report are tabulated by BEA and
what the final products look like.

Respondents reported that the instructions for the BEA forms
are fairly clear and that sufficient help can be obtained by calling
the assistance number.  Their views, however, were divided re-
garding whether the data required of them are generally available
from their accounting and management records.  Most did agree
that providing information by geographic allocations is difficult
due to differences between their accounting systems and the sta-
tistical reporting requirements.  It should be noted that some
companies establish and maintain supplementary data systems
for statistical reporting purposes.  Most respondents would like
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TABLE 3-2 Direct Investment Data Forms, Bureau of Economic
Analysis

Report and
Frequency Who Must Report Coverage

BE-11 Nonbank U.S. persons having U.S. direct investment
(all forms) a  nonexempt nonbank abroad, including current
Annually foreign affiliate. An affiliate economic data on the

is exempt if none of its operations of U.S. parent
exemption level items companies and their
exceeds $15 million, if it is foreign affiliates
less than 20-percent-owned,
directly and/or indirectly, by
all U.S. reporters of the
affiliate combined, if its U.S.
parent is a bank, or if it is a
bank

BE-11A U.S. reporters meeting Financial and operating data
Annually requirements for filing form of U.S. reporters,

BE-ll (see above) report data including information on
for consolidated domestic balance sheet items,
enterprise distribution of sales or

gross operating revenues,
and U.S. merchandise
trade

BE-11B U.S. reporters meeting Financial and operating data
Annually requirements for filing of majority-owned

Report BE-11 (see above) foreign affiliates, including
report data on majority- information on balance
owned affiliates sheet items, income

statement, composition of
external finances,
distribution of sales or
gross operating revenues,
and U.S. merchandise
trade

BE-11C U.S. reporters meeting Financial and operating data
Annually requirements for filing of minority-owned

Report BE-11 (see above) foreign affiliates, including
report data on minority- information on total
owned affiliates assets, annual sales or

gross operating revenues,
net income (loss), U.S.
merchandise trade, and
employment and employee
compensation

continued on next page
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TABLE 3-2 Continued

Report and
Frequency Who Must Report Coverage

BE-13 A U.S. business enterprise Information related to
Upon when a foreign person initial foreign direct
acquisition establishes or acquires investment transaction,

directly or indirectly including identification
through an existing U.S. and ownership structure of
affiliate a 10 percent or new U.S. affiliate or
more voting interest in that newly merged portion of a
enterprise, including an U.S. affiliate, financial
enterprise that results from and operating data,
the direct or indirect investment and services
acquisition by a foreign provided by state of local
person of a business segment governments, and
or operating unit of an identification of foreign
existing U.S. business parent and ultimate
enterprise that is then beneficial owner, and cost
organized as a separate legal of investment
entity or an existing U.S.
affiliate of a foreign person
when it acquires a U.S.
business enterprise, or a
business segment or operating
unit of a U.S. business
enterprise, that the existing
U.S. affiliate merges into its
own operations rather than
continuing or organizing as
a separate legal entity

BE-14 A U.S. person—including, but Information related to
Upon not limited to, an purchase or sale
direct intermediary, a real estate transactions or related to
investment broker, business broker, and joint ventures

a brokerage house—who
assists or intervenes in the
sale to, or purchase by, a
foreign person or a U.S.
affiliate of a foreign person,
of a 10 percent or more
voting interest in a U.S.
business enterprise, including
real estate or a U.S. person
who enters into a joint
venture with a foreign
person to create a U.S.
business enterprise
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TABLE 3-2 Continued

Report and
Frequency Who Must Report Coverage

continued on next page

BE-15 Each nonbank U.S. business Covers financial and
(long enterprise that was a U.S. operating data of U.S.
and affiliate of a foreign person affiliate, including
short at the end of its fiscal year, information on balance
forms) if on a fully consolidated, or, sheet items and schedule
Annually  in the case of real estate of employment, land and

investments, an aggregated other property, plant, and
basis, one or more of the equipment, changes in
following three items for the retained earnings or
U.S. affiliate (not the foreign incorporated U.S. affiliate
parent’s share) exceeded or in total owner’s equity
cutoff levels at the end of unincorporated U.S.
of its fiscal year: total assets, affiliate, distribution of
sales or gross operating sales or gross operating
revenues, excluding sales revenues, employee
taxes, or net income after compensation, taxes and
provision for U.S. income research and development,
taxes. Cutoff levels are as and merchandise trade
follows: less than $10 million, of U.S. affiliate
exempt; between $10 and $20
million, file short form;
greater than $20 million, file
long form

BE-133B Each nonbank majority-owned Schedule and follow-up
and foreign affiliate of a  nonbank schedule of expenditures
BE-133C U.S. parent, if any of the for property,  plant, and
Semi- following three items for equipment of U.S.
annually the affiliate is expected to direct investment abroad

be outside the range of
negative $10 million to
positive $10 million in any
of the years to be reported:
total assets, annual net sales
or gross operating revenues,
excluding sales taxes, or
annual net income (loss) after
foreign income taxes

BE-507 Each foreign affiliate newly Industry classifications of
Upon established or acquired by a U.S. reporter and
acquisition U.S. person and required to foreign affiliates
or change be reported on form BE-577,
of industry BE-133B, or BE-133C; each
classifi- U.S. person who becomes a
cation new U.S. reporter by virtue

of establishing or acquiring a
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TABLE 3-2 Continued

Report and
Frequency Who Must Report Coverage

foreign affiliate; or existing
foreign affiliate or U.S.
reporter whose industry
classification has changed
from that on a previous form

BE-577 U.S. persons who hold 10 U.S. reporter’s equity in
Quarterly percent or more of voting foreign affiliate’s,

stock or equivalent interest receipts and payments
in a nonexempt foreign between U.S. reporter and
business enterprise. If none foreign affiliate during
of the three items listed quarter, debt and other
below for a foreign business intercompany balances
enterprise are outside the between foreign affiliate
range of negative $15 million and U.S. reporter, change
to positive $15 million, that during the quarter in
enterprise is exempt from U.S. reporter’s equity in
reporting capital stock and/or

additional paid-in  capital
of incorporated foreign
affiliate or equity
investment in
unincorporated foreign
affiliate, and U.S.
reporter’s share in
annual income and equity
position

BE-605 Every U.S. business enterprise, Foreign parent’s direct
Quarterly except an unincorporated equity in U.S. affiliate’s,

bank, in which a foreign direct payments to and
person had a direct and/or receipts from foreign
indirect ownership interest parent by U.S. affiliate, as
of 10 percent or more of the consolidated, during
voting stock if an quarter, intercompany debt
incorporated business balances between
enterprise or an equivalent U.S. affiliate and foreign
interest in an unincorporated parent, change during
business enterprise at any the quarter in foreign
time during the reporting parent’s equity in U.S.
period affiliate, annual income

and equity position,
direct transactions or
accounts between U.S.
affiliate and foreign
affiliates of the foreign
parent
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TABLE 3-2 Continued

Report and
Frequency Who Must Report Coverage

BE-606B Every unincorporated U.S. Changes during quarter in
Quarterly banking branch or agency in foreign parent’s

which a foreign person had permanent invested
a direct and/or indirect capital, certain realized
ownership interest of 10 and unrealized gains
percent or more at any time (losses), net of tax effect,
during the reporting period. and foreign parent’s
The report is to cover charges to U.S. affiliate,
direct transactions and net  of U.S. affiliate’s
positions between the charges to the foreign
unincorporated U.S. banking parent during the quarter
branch or agency (U.S.
affiliate) and the foreign parent

BE-10A, U.S. persons who hold 10 Complete financial and
BE-10A- percent or more of voting operating data for U.S.
Bank, stock or equivalent interest persons who are direct
BE-10B, in a foreign business investors abroad for each
BE-10B- enterprise and foreign foreign affiliate; data on
Bank affiliates of U.S. direct investment position and
Benchmark investors transactions between

foreign affiliates and
U.S. direct investors

BE-12 U.S. business enterprises Complete financial and
Benchmark (affiliates) in which one operating data for each

foreign person holds 10 U.S. affiliate of foreign
percent or more of voting direct investors; data on
stock or equivalent interest investment position and

transactions between
U.S. affiliates and foreign
direct investors

more time to file the forms.  They also would like BEA to consoli-
date forms with other federal ones that collect the same data.

As can be seen in Tables 3-1 and 3-2, BEA and the Treasury
Department use many forms to collect data on direct and portfo-
lio investment transactions between U.S. residents and foreign-
ers.  In addition, other federal agencies that have oversight, super-
visory, and regulatory responsibilities for the nation’s financial
systems require financial institutions to report certain data on
their business activities.  (There are also state agencies that moni-
tor financial institutions.)  Federal banking regulatory agencies
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include the Federal Reserve Board, the Federal Deposit Insurance
Corporation (FDIC), and the Office of the Comptroller of the Cur-
rency.  These three regulatory authorities also act through the
Federal Financial Institutions Examination Council (FFIEC).  Other
regulatory agencies include the Securities and Exchange Commis-
sion, which oversees the nation’s securities markets, and the Com-
modities Futures Trading Commission, which regulates activities
in futures exchanges.   Table 3-3 shows the reports required by
the Federal Reserve Board and the FFIEC; Table 3-4 shows those
required by other federal and some state agencies.

ASSESSMENT

According to respondents to the panel’s survey of filers of BEA
and Treasury Department reports, it is not uncommon for an in-
ternationally active financial institution to file almost all of these
forms, and sometimes multiple copies of each, for their various
affiliates and subsidiaries.  One such institution reported that it
files 1,300 statistical and reporting forms annually.  Filers, in
general, find the statistical and regulatory data reporting burden-
some.  They also complain about inconsistencies in reporting re-
quirements, duplicative efforts, and the high costs of compliance.
Respondents also note that they find little direct benefit to the
management of their complex businesses from the required re-
porting.

The panel’s survey of BEA, Treasury Department, and FRBNY
staff to ascertain their perspectives on the efficiency of the exist-
ing data collection system on U.S. international capital transac-
tions yielded similar observations.  All recognized there is need to
improve the existing system to close data gaps.  In particular, BEA
staff noted that the U.S. system suffers from gaps in coverage,
duplication of effort, increasing respondent burdens, outdated data
processing and collection methods, and inadequate or outdated
estimation methodologies.  BEA staff also noted that improve-
ments in the efficiency of the existing data systems would be
possible through access to banking and credit card clearance in-
formation; increased use of publicly available financial data; and
increased use of regulatory information from agencies such as the
Federal Reserve, the Securities and Exchange Commission, and
the Commodities Futures Trading Commission (see Appendix B).

The panel agrees with the above assessment.  It believes that
an effective response to the growing reporting burden and dimin-
ishing usefulness of some of the reported data requires three steps:
(1) to reexamine vigorously the various statistical and regulatory
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reports; (2) to identify and eliminate duplications and inconsis-
tencies; and (3) to the extent possible, combine similar reports
and simplify others.  The goal is to redirect the systems to collect
data that are of maximum use at minimum cost to both filers and
compilers.  Toward this end, federal regulatory and statistical agencies
will have to work together to streamline existing reporting sys-
tems and to eliminate low-priority programs.  This is in line with
the mandates of the FDIC Improvement Act, which encourages
the FFIEC to consider eliminating the numerous differences be-
tween regulatory accounting principles (RAP) and the generally
accepted accounting principles (GAAP) used in the preparation of
corporate financial statements.  Streamlining of reporting require-
ments will not only ease the reporting burden, but will also re-
duce the need to reconcile different databases.  The resulting sav-
ings can be used to improve data quality, enforce reporting compliance,
and strengthen data analysis efforts.

Data filers also report that disparate statistical and regulatory
reports have hampered their electronic reporting; it is difficult to
develop in-house automated data recording, management, and re-
porting systems to meet different reporting requirements.  Coor-
dinated efforts by federal regulatory and statistical agencies to
develop consistent approaches to their data collection methods
could greatly help the nation to move toward an electronic data
collection system (see Chapter 5).

Since the 1987 stock market crash, federal regulatory agencies
have worked together more closely on their supervisory responsi-
bilities.  Further coordination of these agencies with their statis-
tical counterparts on data reporting will strengthen the effective-
ness of both the regulatory and the data reporting systems, essential
for monitoring the financial conditions of U.S. economy.

Because the structure of financial markets and the nature of
financial instruments have changed dramatically over the past
decade and will continue to evolve, a vigorous review of the dis-
parate regulatory and statistical reporting forms is needed to en-
sure that only relevant data useful for public policy making are
collected and that irrelevant data are not.  Such a review is criti-
cal to enhance the cost-effectiveness of the existing data collec-
tion systems to cover adequately the burgeoning volume of finan-
cial transactions in various forms and levels of complexity.
Coordinated efforts by regulatory and statistical agencies to streamline
reporting requirements in consultation with filers is likely to en-
gender filers’ cooperation and compliance, yielding more accurate
and timely data.
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TABLE 3-3 Forms on Activities of Financial Institutions, Federal
Reserve Board, and Federal Financial Institutions Examination Council

Report Frequency Coverage

FC-l Weekly Foreign currency report of banks in the United
States

FC-2 Weekly Consolidated foreign currency report on foreign
branches and subsidiaries of U.S. banks

FC-3 Monthly Assets, liabilities, and positions in specified
foreign currencies of firms in the United States

FC-4 Quarterly Consolidated report of assets, liabilities, and
positions in specified currencies of foreign
branches and subsidiaries of firms in the United
States

FFIEC 004 Annually Indebtedness
FFIEC 009 Quarterly Country exposure report of banks in the United

States
FFIEC 019 Quarterly Country exposure report of foreign branches and

subsidiaries of U.S. banks
FFIEC 030 Annually Foreign branch report of condition
FFIEC 031 Quarterly Consolidated Reports of Condition and Income

(Call Report)
FFIEC 032 Quarterly Consolidated Reports of Condition and Income

(Call Report)
FFIEC 033 Quarterly Consolidated Reports of Condition and Income

(Call Report)
FFIEC 034 Quarterly Consolidated Reports of Condition and Income

(Call Report)
FFIEC 035 Monthly Foreign currency report (domestic and foreign)
FR 2006 Monthly Bankers’ acceptances created by the bank
FR 2042 Monthly Various time deposit instruments outstanding
FR 2050 Weekly Selected deposits in foreign branches held by U.S.

addresses
FR 2069 Weekly Assets and liabilities for large U.S. branches and

agencies of foreign banks
FR 2077 Weekly Liabilities to/and custody holdings for U.S.

addresses (foreign branches)
FR 2415 Weekly Daily outstanding balances of selected

borrowings
FR 2416 Weekly Statement of condition for management’s

domestic offices and subsidiaries detailing
assets, liabilities, and certain supplementary
data

FR 2502 Monthly Foreign branches assets and liabilities
FR 2502S Quarterly Foreign branches assets and liabilities
FR 2573 Monthly Total dollar of debits to demand and savings

deposits
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FR 2900 Weekly Daily outstanding balances of demand, time and
savings accounts, daily outstanding balances of
cash items and balances on deposit with other
banks. Used for computing management’s
reserve requirements

FR 2950 Weekly Certain Eurocurrency transactions done with
foreign entities

FR Y6 Annually Bank holding companies
FR Y6A Quarterly Selected data for nonbank subsidiaries of bank

holding companies
FR Y7 Annually Annual report of foreign banking organizations
FR Y8 Semiannually Report of bank holding company’s intracompany

transfers and balances
FR Y9C Quarterly Consolidated financial statements for bank

holding companies
FR Y9LP Quarterly Parent company only financial statements
FR YllAS Annually Combined financial statements of nonbank

subsidiaries of bank holding companies, by type
of nonbank subsidiary

FR Y11Q Quarterly Combined financial statements of nonbank
subsidiaries of bank holding companies

FR Y20 Quarterly Financial statements for a bank holding company
subsidiary engaged in ineligible securities
underwriting and dealing

FR Y111 Annually Selected financial data for nonbank subsidiaries
of bank holding companies

TABLE 3-3 Continued

Report Frequency Coverage

RECOMMENDATIONS

• In response to the growing complexity of transactions and
organizational structures of financial institutions, the Treasury
Department and the Federal Reserve Bank of New York (FRBNY)
should work together with data filers to streamline TIC reporting
requirements (including level of details, frequency of reports, and
exemption levels), clarify reporting instructions and guidelines,
and determine how particular transactions should be reported.  A
major objective should be to eliminate unnecessary details, ex-
plore the feasibility of obtaining certain data on a quarterly in-
stead of monthly basis (for example, data on country details), and
simplify reporting forms.  Periodic meetings between staff of the
Treasury Department and FRBNY and filers should be held for
these purposes.  (3-18)
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• The Treasury Department and the Federal Reserve Bank of
New York should conduct an active educational campaign for data
filers covering the purposes and uses of the required data.  This
would be especially helpful to foreign-owned financial intermedi-
aries operating in the United States.  (3-19)

• The Treasury Department and the Federal Reserve Bank of
New York should formalize their consultation processes with fil-
ers.  A manual of instructions and administrative guidance should
be distributed to filers.  The manual could be in the form of
diskettes or a loose-leaf binder, in which updated instructions
would replace old ones.  (3-20)

• The panel recommends consideration of streamlining of re-
porting in four areas:

1. The FFIEC 035 monthly foreign-currency report (see Table 3-
3) contains substantial information on foreign-currency exposures.
The additional requirement for financial institutions to file the
weekly foreign-currency reports (FC-1, FC-2, FC-3, and FC-4) (see
Table 3-3) for domestic offices and foreign offices seems unneces-

TABLE 3-4 Other Reports Required of Financial Institutions

Agency and Report Frequency

Federal Deposit Insurance Corporation
     FDIC Assessment Semiannually
     FDIC Survey—Summary of deposits by domestic branch Annually
     FDIC Examination Every 5 years

Federal Financial Institutions Examination Council
     Federal Reserve Board and New York State Bank Examination Annually
     Directors’ examination Annually
     Trust examination Annually
     Abandoned property examination Every 5 years

Securities and Exchange Commission
     Form 10-Q financial report Quarterly
     Form 10-K financial report Annually

State and other agencies
     Section 121 Report Monthly
     Legal Lending Limit Quarterly
     New York State Report of Abandoned Property Annually
     Housing and Urban Development Survey Quarterly
     National Securities Clearing Corporation (NSCC) Survey Quarterly
     English Companies Act Annually
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sary.  The Federal Reserve Board and the Treasury Department
should examine the two sets of forms to determine if the more
detailed monthly FFIEC reports are sufficient to meet their needs
for information on foreign-currency exposure.

2. Through the quarterly Call Report (FFIEC 031, 032, 033, and
034) (see Table 3-3), the Federal Reserve Board, the FDIC, and the
Office of the Comptroller of the Currency collect detailed infor-
mation on the financial conditions of all banking institutions in
the United States.  In view of the volume of data gathered in the
Call Report, the Treasury Department, in collaboration with the
Bureau of Economic Analysis, should thoroughly review the use-
fulness of the TIC B forms, which collect monthly, quarterly, and
semiannual information on banks’ assets and liabilities with for-
eigners (see Table 3-1).  If duplications exist or certain reported
TIC data are no longer useful and meaningful, the TIC forms
should be simplified.

3. In view of the incomplete coverage under the TIC C form on
nonbank commercial claims and liabilities with unaffiliated for-
eign firms, such as trade credit and accounts receivable and pay-
able (see CQ-2 in Table 3-1), the Treasury Department and BEA
should consider integrating Treasury’s CQ-2 form with BEA’s di-
rect investment forms (see Table 3-2).  In addition to direct inves-
tors, BEA should require firms that generate significant commer-
cial credit and liabilities through trade to file the integrated form.
Major U.S. and foreign exporters and importers located in the
United States should be targeted.  In addition, harmonizing the
definitions of accounts payable and receivable used in balance-of-
payments reporting and those used by firms in financial account-
ing under generally accepted accounting principles would help
improve coverage.  Under such principles, cash items are not in-
cluded in accounts receivable or payable; they are, however, in-
cluded in balance-of-payments reporting.

4. The panel attaches great importance to BEA’s 5-year cen-
suses of outward and inward direct investments because they yield
basic information on the economic effects of these enterprises.
However, the panel notes that the list of questions and the degree
of detail have multiplied over the years and is concerned that the
reporting burden may outweigh the benefits.  Accordingly, the
panel recommends that BEA, in consultation with data users, re-
view the need for each of the major sections of the censuses and
the breakdowns, taking into account the extent to which the data
developed are of good quality and used.  (3-21)
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4
Financial Derivatives:
Data Gaps and Needs

Among the most important
changes in world financial markets over the past two decades has
been the emergence of a myriad of new and rediscovered financial
instruments in the form of derivative products.  Financial deriva-
tives include swaps, options, forwards, and futures for interest
rates, currencies, stocks, bonds, indexes, and commodities.  Many
derivative transactions are international, involving residents of
different countries, and they are often conducted in multiple cur-
rencies.  Their rapid growth can be attributed to the need of in-
vestors and borrowers to manage risks in an environment of fluc-
tuating exchange rates, interest rates, and commodity prices.  Adverse
changes in exchange rates, for example, can eliminate a firm’s
overseas profits; commodity price fluctuations can increase input
prices of production; and changes in interest rates can put pres-
sure on a firm’s financial costs.

The wave of financial deregulation, technological innovation,
and competition among market participants has further facilitated
the development of derivatives.  In addition, the cost-saving fea-
tures of these products and the flexibility they afford investors
and borrowers have fueled their expansion.  They have been used
not only for hedging, but also for trading activities.

Particularly since the early 1980s, derivatives have come to
account for a significant share of international financial transac-
tions.  Since derivative products appear in numerous forms and
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are used for various purposes in financing and portfolio manage-
ment strategies, they have complicated many aspects of the ac-
counting, regulating, and statistical reporting of financial transac-
tions.

This chapter explores the revolutionary changes that financial
derivatives have brought to world financial markets and their im-
plications for the collection of accurate, timely, and relevant data
for public and private decision making.  It is important to under-
stand the basic features and uses of these instruments and how
they have affected the coverage of the existing balance-of-pay-
ments data and their interpretation.

USES AND GROWTH OF FINANCIAL DERIVATIVES

Financial derivatives are secondary instruments, the values of
which are dependent on changes in the value of the underlying
financial instrument or commodity.  They are generally linked to
a primary financial instrument or an indicator (such as foreign
currencies, government bonds, corporate equities, certificates of
deposit, stock price indices, and interest rates) or to a commodity
(such as gold, petroleum, copper, wheat, coffee, and cattle).  They
usually do not result in a transfer of the underlying primary in-
strument or commodity at the inception of a contract.  Instead,
they usually entail an exchange between the counterparties to the
contract at some future date.  Derivatives can generally be classi-
fied as either “option-like” or “forward-like.”  Options give the
holder the right—but not the obligation—to purchase (or sell) an
underlying financial instrument or commodity at a specified price
at a future date.  Forwards are a commitment to purchase (or sell)
an underlying financial instrument or commodity at a specified
price at a future date.

Derivative products can take the form of one or a combination
of several basic financial contracts:

• A financial option contract gives the purchaser of the option
the right to buy, sell, or exchange specific financial instruments
at a fixed or determinable price (called the exercise or strike price)
at the exercise of the option.  Examples include currency, interest
rate, stock, index, and commodity options.

A warrant can be considered as a type of option:  it is a con-
tract that entitles the holder to subscribe to a specified number of
shares or bonds at a fixed price during a set period.  Like options,
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warrants can be purchased and sold independently of the underly-
ing shares or bonds.

• A financial forward contract is one in which two parties
agree to exchange specific financial instruments at a future date
on predetermined terms.  Examples are foreign exchange forwards
and interest rate forwards.

• A swap contract is the binding of two parties to exchange
two different payment streams over time, the payments being tied,
at least in part, to subsequent and uncertain market developments.
Examples include swap contracts on interest rates and foreign
currencies, equities, and commodities (notably gold and petro-
leum products).  A swap can be considered as a series of financial
forwards, except that the underlying credit risks of the two types
of instruments can be different.

• A futures contract requires the delivery of a specified amount
of an underlying asset at some future date at a price agreed on the
day the contract is made.  Examples are currency futures, interest
rate futures, index futures, and commodity futures.  Futures con-
tracts can also be considered as a form of forward contract traded
on public exchanges, except that the underlying credit risks of the
two types of contracts can be different.

BASIC FEATURES AND USES

A primary purpose of these secondary instruments is to hedge
against exposure to risk.  Most, therefore, are designed to transfer
one or more of the financial risks inherent in an underlying pri-
mary financial instrument or commodity to a third party willing
to accept the risks.  The counterparty (buyer or seller) to the
transaction assumes the risk either for speculative purposes or to
hedge an offsetting exposure of its own.  Some derivative instru-
ments are not new but have been rediscovered and promoted since
the early 1980s.  Others are new products designed to enable bor-
rowers and investors to deal with volatility in exchange rates,
interest rates, and stock and commodity prices.

In principle, portfolio managers can realign financing risks through
cash markets without using financial derivatives.  For example,
borrowers and investors can diversify their foreign exchange risks
by holding assets and liabilities in different currencies.  A com-
pany that wants to lock in an attractive interest rate to meet
future financing needs can issue the debt in the cash market be-
fore the funding is needed.  In practice, however, the transaction
costs of cash market strategies can be daunting, and their liquid-
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ity and credit risk implications can be unacceptable.  Also, there
may be regulatory barriers and tax disincentives.  When used pru-
dently, derivatives can offer cheaper alternatives than cash mar-
ket products to achieve the same hedging or trading objectives.

Derivatives are also designed to provide borrowers and inves-
tors with flexibility to unbundle and hedge different risks sepa-
rately.  In the case of foreign exchange futures contracts, a U.S.
exporter can transfer its foreign exchange risk to a firm with the
opposite exposure or to a firm in the business of managing foreign
exchange risks, leaving the exporter free to focus on its core busi-
ness.  This strategy will avoid the risk of loss if exchange rates
move against the firm before payments for the goods are received.
Furthermore, financial derivatives can be combined with a debt
issuance to unbundle the financial price risk from other risks
inherent in the process of raising capital.  By coupling its bond
issues with swaps, for example, a firm can separate interest rate
risk from traditional credit risk (Rawls and Smithson, 1989).

Yet another use of derivatives relates to home mortgages.  In-
novative financial derivatives have been one means to support
residential refinancings in the United States.  During 1993, as
U.S. interest rates declined to their lowest levels in a number of
years, refinancings of residential mortgages reached record high
numbers.  Prepayments reduced the income stream of mortgage
holders.  To hedge against bursts of prepayment exposure, some
mortgage bankers and other financial institutions were able to
transfer prepayment risk by turning to reversed indexed principal
notes (see Feigenberg et al., 1993).  Such instruments are designed
to extend cash flows to financial institutions as interest rates
decline and to shorten cash flows as interest rates rise.  The more
prevalent approach to handling prepayment risk, however, has been
through the securitization of mortgage assets through collateralized
mortgage obligations.

Derivatives such as futures and options tend to involve lower
transaction costs, and at times they offer higher liquidity than
cash markets (for example, through index trading).  This higher
liquidity is useful for investors who can also use derivatives to
change their risk exposures—by hedging against downside risk,
swapping bond coupons for equity dividends, diversifying into for-
eign markets—without having to buy or sell the underlying secu-
rities.  An investor holding a long-term bond can protect asset
value through a period of expected interest rate turbulence by a
swap with floating rate income during that period, rather than
selling the holding outright.
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Active participation in derivatives markets requires capital strength,
in-depth market information, and technical expertise.  Consequently,
derivative instruments, and the rights and obligations underlying
them, are for the most part created by financial enterprises—ei-
ther acting as agents or brokers in setting up contracts between
two other parties or as principals in contracting with a customer.
That is, activities in financial derivatives are largely conducted at
the “wholesale” rather than at the “retail” level.  An indication
of the institutional nature of swap transactions comes from the
International Swap Dealers Association (ISDA), an international
group of commercial, investment, and merchant banks and other
swap dealers:  the average size of the swap transactions in the
portfolios of the respondents surveyed in 1992 was about $27 mil-
lion.  Major users of financial derivatives include large business
enterprises, banks, savings associations, insurance companies, in-
stitutional investors, government agencies, and international or-
ganizations.

Derivatives can be traded on organized exchanges or they can
be over-the-counter (OTC) contracts.1  Exchange-traded instruments
are in standardized forms, amounts, terms, maturities, and deliv-
ery dates.  OTC instruments are generally customized to clients’
needs; they often specify commodities or instruments and terms
not offered on exchanges.  OTC market transactions are generally
negotiated over the telephone before being confirmed in writing.
As in the case of cash instruments, it is not uncommon for finan-
cial derivatives to be cross-listed in international capital markets.
Through arbitrage, these secondary instruments link different de-
rivative markets, as well as the cash markets.

There are major risks in the use of derivatives—risks both for
individual firms that are users or dealers in derivatives and poten-
tial risks for the financial system as a whole.  At the level of the
individual firm or other user, there have been several recent cases
of major financial losses through the use of derivatives in often
complex and highly leveraged transactions.  Among the more widely
publicized cases are those of Codelco, Metalgesellschaft, Procter
and Gamble, Gibson Greeting Cards, and Orange County, Califor-

1In the United States, exchanges in which derivatives contracts are traded include
the American Stock Exchange, the Philadelphia Stock Exchange, the Chicago
Mercantile Exchange, the Chicago Board Options Exchange, and the Chicago
Board of Trade.  Unlike exchange markets, in which orders are brought to a
central facility (a “floor”) to be executed, OTC orders are handled by dealers
working over the telephone or through a computerized order execution system.
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nia.  The need for a more disciplined approach by users of deriva-
tives and for greater senior management attention and responsi-
bility has been recognized, and a set of “best practices” for the
handling of these instruments proposed by industry sources through
a report of the Group of Thirty (1993).

The issue of systemic risk, that is, the potential impact of de-
rivatives on the financial system as a whole, is also a subject of
debate.  Questions have been raised about possible scenarios in
which derivatives might be a source of a widespread disturbance
in the financial system.  One area of concern has focused on the
high degree of concentration of derivatives’ trading in a small
number of institutions:  the question is whether the failure of a
major derivatives dealer could impose credit losses on a large number
of counterparties, threaten their financial health or solvency, and
endanger the financial system more broadly.  A second area of
concern has centered on the issue of whether certain risk manage-
ment techniques, such as dynamic hedging of options positions—
techniques that lead market participants to buy assets when prices
are rising and sell when prices are falling—can disturb markets by
exacerbating volatility.

RECENT GROWTH

From a limited beginning in financial forward and futures con-
tracts in the late 1970s have come a plethora of currency, interest
rate, and commodity options, futures, and swaps instruments and
many combinations of them.  Among derivatives, swaps have grown
the fastest in recent years.  Most swap activity to date has been
concentrated on interest rates.  According to market participants,
swaps are attractive as a way to either hedge against existing risks
or transform exposures from one source of risk to another.  In
addition, financial swaps are simple in principle and unusually
versatile in practice.  They are therefore revolutionary, especially
for portfolio management.  A swap coupled with an existing asset
or liability can radically modify effective risk and return.

Swaps have been a powerful force in integrating global capital
markets.  Increasingly, they link currency and money markets
and erode price discrepancies that result from differences of li-
quidity and credit standing across markets.  Globally, the key
uses of swaps lie in the arbitrage of yield and credit differentials
across borders, the management of interest and exchange rate risk,
and the global diversification of funding and investing.  Swaps can

Copyright © National Academy of Sciences. All rights reserved.

Following the Money: U.S. Finance in the World Economy
http://www.nap.edu/catalog/2134.html

http://www.nap.edu/catalog/2134.html


120 / U.S. FINANCE IN THE WORLD ECONOMY

be tailored to meet a variety of needs, often as major components
of elaborate structured financings.

Comprehensive statistics are not available on the levels of ac-
tivity in derivative instruments, but several sources do collect
data on these instruments:2

• The Bank for International Settlements (BIS) publishes esti-
mates of market size for selected derivative financial instruments.
Estimates are in notional (principal) amounts.  BIS estimates are
based on its own calculations and data from various other sources,
including the International Swap Dealers Association, futures and
options exchanges worldwide, industry associations, and U.S. or-
ganizations, such as the Commodity Futures Trading Commis-
sion (CFTC) and the Options Clearing Corporation.3

• The CFTC, which oversees the U.S. commodity futures mar-
ket, collects data from reports on large trades submitted by ex-
changes’ clearinghouses.  There is a very high cutoff point for
these reports.

• The Chicago Board Options Exchange collects proprietary data
on foreign holdings of U.S. options.  These unpublished data in-
clude the number of covered long and short call and put contracts
and the number of uncovered calls and puts traded on the Chicago
Board Options Exchange.

• The National Futures Association collects data for the CFTC
on foreign options and futures traded by U.S. residents.  These
unpublished data cover the total number of contracts by broker-
age firms and by general geographic distribution, but they are not
distinguished by type.

• The Intermarket Surveillance Group collects daily data on
U.S. options traded by foreign residents on all U.S. exchanges and
provides data to member exchanges and other board members.

• The Federal Reserve, the FDIC, and the Office of the Comp-
troller of the Currency, using the Call Report, collect data on
interest rate contracts, foreign exchange rate contracts, and con-
tracts on other commodities and equities, as well as on other off-
balance-sheet items.  The data are limited to derivatives transac-

2Ann M. Lawson of the Bureau of Economic Analysis assisted with the compilation
of these sources.

3The ISDA conducts surveys every six months on turnover and every year on
outstanding positions. Their coverage of derivative products and markets is limited,
however.
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tions of banks, and they do not show the direction of trade or
residency of trader.  The data are available to the public.

The explosive growth of financial derivatives has been charted
by the BIS, with data covering outstanding (open) instruments
throughout the world; see Table 4-1.  The notional amount of
exchange-traded interest rate and currency futures and options
outstanding was estimated to be $7.4 trillion at the end of 1993, a
more than tenfold increase from $684 billion in 1987.  Interest
rate futures and options accounted for about 98 percent of the
total.  The notional value of OTC swaps and swap-related deriva-
tives was about $8.5 trillion at the end of 1993.  About 75 percent
of these derivatives were interest rate swaps.

In addition to the currently available data, 26 central banks
planned to conduct a global survey of derivative markets in April
1995.  The survey was to be performed in conjunction with the
triennial central bank survey of foreign exchange markets.  In
addition to data on the cash foreign-currency markets, the 1995
survey was to collect data on derivative markets in foreign ex-
change, interest rates, equities, and commodities.  The survey
will provide data on the size and structure of derivative markets.
Market size will be measured in terms of both notional amounts
and market values, and the data will be broken down by counterparty
type as well as whether it is a domestic or international transac-
tion.  The national data will be published by each of the 26 cen-
tral banks, and global statistics will be compiled and published by
the BIS.

REPORTING DERIVATIVES TRANSACTIONS

Unlike traditional financial instruments, such as loans and de-
posits, which can easily be defined as assets and liabilities and
recognized in accounting systems when they are acquired, deriva-
tives can create either future or contingent financial assets and
liabilities.  Actual financial assets and liabilities are balance-sheet
transactions; contingent ones are off-balance-sheet items.

BASIC CONCEPTS AND PRACTICES

Derivative transactions can be measured in terms of either no-
tional amount or market (cash) value.  Notional values represent
the face value of the principal of the underlying contract on which
the derivative instruments are based.  They are the underlying
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amounts used to calculate contract cash flows.  With the impor-
tant exception of currency swaps, principal is usually not exchanged
in a swap transaction.  For example, the notional amount of an
interest rate swap is the reference or benchmark amount used to
calculate the periodic interest payments of either leg of the swap.
A fixed and a floating interest rate are multiplied by the respec-
tive notional values to determine the amounts to be exchanged by
the parties to the swap.  In this example, the market or cash value
of the derivative contract is determined by calculating the present
value of all expected future cash flows (interest payments) under
the contract.  Since the expected cash flows normally are just a
fraction of the notional amount, the cash value (or replacement
cost) is only a fraction of the notional value (Federal Reserve Board
of Governors et al., 1993).  Therefore, notional value is a mislead-
ing indicator of the economic significance of derivative transac-
tions; it is, however, a useful measure for comparing relative im-
portance of differing types of derivatives and their growth.

The cash, or market, value of a derivative is the appropriate
measure for estimating, at a particular moment in time, the eco-
nomic value of the derivative transaction.  The notional value of
the derivative is an inappropriate measure because it is a refer-
ence amount on which payments are determined and is not itself
exchanged.  For example, the cash payment initiating a stock op-
tion contract would consist of the fee or premium paid for the
purchase of the option and the cash margin required by the ex-
change during the life of the contract.  The notional value, in this
example, is the value of the stock on which the option has been
written.  Only if the option is exercised (i.e., the stock is actually
purchased by the holder of the option) does a transaction equal to
the value of the stock occur.

In balance-of-payments accounting, which relies heavily on na-
tional accounting practices for compilation of data from balance-
sheet assets or liabilities, any change in ownership of an asset or
liability gives rise to a balance-of-payments transaction if a
counterparty is a nonresident.  Derivatives that give rise to off-
balance-sheet (future or contingent) assets and liabilities become
reportable in the balance of payments only when the contractual
obligation is actually carried out and a payment is made in the
form of a capital or income flow or service charge.

In theory, the cash value of cross-border derivatives transac-
tions, including the capital gains and losses, should be covered in
the U.S. balance-of-payments data.  In practice, however, only
limited information on the cash value of derivatives transactions
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is captured by the current data collected on U.S. international
capital transactions.  The lack of standard accounting practices
and designated reporting, the complexity of the instruments, the
multiple purposes they serve, and the growing volume of deriva-
tive transactions, especially in OTC markets, have posed difficul-
ties for their coverage in the balance of payments.  These difficul-
ties include, among others, identifying derivatives transactions,
determining their cash (and “marked-to-market” or fair position)
values, and allocating them to the current or the capital account
under the balance-of-payments framework.  Specifically, under the
Treasury International Capital (TIC) system, reporters are instructed
to include warrants and options pertaining to long-term securities
in their reporting of international sales and purchases of long-
term securities only when the underlying security is a stock or
long-term bond.  Data on purchases and sales of warrants and
options are not separately reported but are commingled with pur-
chases and sales of long-term securities.4  All other options and
warrants are omitted from the current TIC system.

For futures and options contracts, BEA measures trading by for-
eigners in U.S. futures exchanges in this country in an effort to
improve the data in the U.S. balance of payments.  BEA’s esti-
mates include two major components:  commissions received by
U.S. brokerage firms from foreign traders, which are estimated by
applying average commissions (derived from the schedules of ma-
jor brokerage firms) to the number of contracts closed with for-
eign residents; and profits and losses and the margin requirements
and subsequent changes of foreign traders between two consecu-
tive quarters, which are estimated from the “large trade” data of
the CFTC.  According to BEA, it does not estimate U.S. receipts
and payments related to U.S. residents’ transactions in foreign
futures because of the lack of data.  No other derivatives transac-
tions are covered.  The limited information on derivatives trans-
actions presently available is inadequate for BEA’s purposes of
estimating corresponding balance-of-payments transactions.

The panel’s canvassing of TIC data filers also confirms that
filers believe that they are not required to report on their deriva-

4Transactions in claims on specific coupons or principal payments stripped
from an underlying security (for example, TIGR, Treasury Investment Growth
Receipts, or CATS, Certificates of Accrual on Treasury Securities), are commingled
with reported purchases and sales of U.S. Treasury bonds and notes.  Collaterized
mortgage obligations are commingled with reported transactions in long-term
debt securities.
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tives transactions, whether tradable or not, and that the TIC forms
(except the S forms, as discussed above) do not specifically re-
quest such information.  The guidelines currently being devel-
oped by the U.S. accounting profession and international organi-
zations (see below) will help the TIC data collection system to
capture such transactions.

DERIVATIVES IN BALANCE-OF-PAYMENTS ANALYSIS

As discussed above, most derivative transactions are not in-
cluded in the balance of payments.  The absence of these data can
mislead analysts in evaluating the economic or market signifi-
cance of recorded capital flows.  Some examples can illustrate
how derivatives can substitute in practice for types of assets or
liabilities that are a part of the U.S. balance of payments.  A
German export company that is selling goods for dollars but wishes
to be protected against a decline in the deutsche mark (DM) value
of the dollar during the interval before it receives the dollars,
could do so in several ways.  Only one of them, however, would
probably appear fully in U.S. balance-of-payments data.  The Ger-
man company could borrow dollars from a U.S. bank, expecting to
repay the loan with proceeds from the export; this transaction
would increase claims on foreigners reported by U.S. banks for
inclusion in U.S. balance-of-payments statistics.  There would be
an offset to the claims in increasing liabilities to foreigners, as
the German company would hold the dollar proceeds of the loan
until receiving payment for the goods.  Derivatives transactions
that accomplish the same purpose would largely be excluded from
balance-of-payments data.  The German exporter might buy a DM
forward from a U.S. bank, anticipating paying for this purchase
with dollars received from the export.  The exporter might buy
DM futures from a U.S. exchange, expecting to pay for the pur-
chase with dollars received from the export.  Only a small portion
of either transaction, representing margin requirements and per-
haps a commission paid by the exporter for the purchase, would
be reflected in U.S. balance-of-payments data.  The exporter might
also purchase a call option from a U.S. bank to buy DM for dollars
or purchase a put option to sell dollars for DM.  These option
transactions could also protect the exporter if the dollar weak-
ened against the DM, and they, too, would not appear in U.S.
balance-of-payments data.

Similar examples can be constructed for other capital account
transactions.  For example, a Japanese investor in U.S. securities
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could hedge a purchase either by borrowing dollars from a U.S.
bank or by the use of derivatives—such as a sale of forward dol-
lars, a sale of dollar futures, or transactions in call or put options.
The dollars borrowed from a U.S. bank would enter the U.S. bal-
ance of payments, but the value of the derivatives would not.

An analyst examining balance-of-payments data and noting the
rise in U.S. bank claims on foreigners in one case and not the
other might be misled about the nature of exchange market pres-
sures during the period.  If the analyst assumed that the absence
of bank borrowing meant the transaction was unhedged, she or he
might conclude that the securities purchase was a source of more
upward pressure on exchange markets than it actually was.   Bor-
rowing from a bank by a foreigner to help finance and hedge a
long-term security purchase reduces the upward pressure on the
dollar from the purchase, since the buyer is to that extent initiat-
ing less net new demand on the cash foreign exchange market.
Had the securities purchase been hedged by a derivative transac-
tion, the analyst, lacking information on the derivative transac-
tion, might overestimate the net new demand in the exchange
market.  If the related derivatives data were available, the analyst
would be in a better position to assess the likely net effect on
exchange markets, as well as the structure of interest rates and of
capital flows.

Somewhat similar examples can be constructed for currency
swaps.  A U.S. borrower who has a choice of borrowing abroad in
yen or dollars might choose to borrow in yen and to enter into an
interest rate swap so that the payments would be in dollars.  Since
U.S. balance-of-payments data do not distinguish between bor-
rowing in yen or dollars, knowledge about currency swaps might
not be especially helpful.  If currency distinctions were made in
the U.S. balance of payments, however, capital account data would
be more revealing, and supplementary information about currency
swaps could be informative.  Knowledge of derivatives is also
important both for U.S. agencies like the Treasury Department
and the Federal Reserve and for private participants in the ex-
change markets or firms that have exposure to foreign-currency
developments.

The flows in the capital account of the balance of payments
need to be supplemented by knowledge of activities in the deriva-
tives market in interpreting the international sources of exchange
market and interest rate pressures.  That is not an argument for
changing the capital account or for eliminating it, nor is it an
argument for giving up a balance of payments based on national
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borders; rather, it is an argument for recognizing that there are
now international financial transactions that are not registered in
the capital account in their full dimension and that they can af-
fect interpretation of international financial flows.

Yet another point relates to the U.S. net investment position.
To assess potential exchange market pressures in today’s globalized
economy, it is useful to know whether U.S. obligations to foreign-
ers are denominated in dollars or foreign currencies.  If a foreigner
borrows in the United States and invests the funds in the United
States, there is no net additional dollar exposure (the U.S. interna-
tional investment position would not show a net increase in debt).
However, if a foreigner invests in the United States and is fully
hedged in the derivatives market (through a currency swap, for
example), the U.S. international investment position shows a net
increase in debt but does not show whether the foreign claimant
has taken a dollar risk.  (There is clearly a credit risk taken by a
U.S. obligor.)  From the foreigner’s perspective, the debt is fully
hedged, so that from that transaction alone there is no future
dollar exposure when interest and principal come due.  (There
may be an exposure, depending on how or whether the banks in
the middle have covered their risks.)  These kinds of transactions
raise issues about the implications of derivatives on foreign—and
even domestic—attitudes toward the dollar.

Overall, data on derivatives are useful in gauging potential ex-
change market and interest rate pressures.  Evidence of a strong
build-up in short positions against the dollar might be useful in
judging the timing and extent of exchange market intervention.
Data on derivatives may also help in judging whether foreigners—
or even residents—are willing investors in the United States.  If
they are willing investors, monetary policy might not need to be
so tight as otherwise to ensure enough of a capital inflow to avoid
currency instability and undue weakness in bond and stock mar-
kets in the face of a persistent current account deficit.

Experts responsible for the revisions of the International Mon-
etary Fund (IMF) Balance-of-Payments Manual and the System of
National Accounts (SNA) have developed guidelines for the com-
pilation of data on derivatives.  In addition, the U.S. Financial
Accounting Standards Board is formulating standards for the treatment
of derivatives, and federal regulatory agencies are collecting some
data on these financial transactions.  However, the proposed treatments
of derivatives, as developed by the various expert groups, are not
identical (see below).

Improved data on these transactions will facilitate assessments
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of the risks associated with these products, enhance the coverage
of the capital and current account data, and assist in the interpre-
tation of the balance-of-payments data.  Derivatives transactions
have considerable bearing on international financial services in
the form of fees and commissions, which also are components of
the current account of the balance of payments.

PROPOSED IMF BALANCE-OF-PAYMENTS AND

SNA TREATMENT OF DERIVATIVES

The importance of financial innovations has been explicitly rec-
ognized in the recent revisions of the IMF’s Balance-of-Payments
Manual (International Monetary Fund, 1993a) and the interna-
tional System of National Accounts (see United Nations et al.,
1993).  The revisions to these systems present closely coordinated
criteria for determining whether derivative instruments are clas-
sified as financial assets that should be recorded in the SNA fi-
nancial account, the balance-of-payments capital account, and the
national and sectoral balance sheets.  The fifth edition of the IMF
Manual emphasizes the linkages of the balance of payments, in-
ternational investment positions, and the external sector accounts
of the SNA as a set of integrated national accounts.  The treat-
ment of derivatives in the IMF Manual parallels that proposed in
the SNA.

In the IMF Manual, “financial derivatives” are classified within
the portfolio investment category.  In addition, the coverage of
portfolio investment has been widened to include, in addition to
equities and long-term debt securities (bonds and notes), short-
term (money market) debt instruments and financial derivatives.
Financial derivatives—options, traded financial futures, and oth-
ers—are to be classified as financial assets and thus included in
the portfolio investment category.

Essentially, the Manual distinguishes between assets, which
represent actual claims, and the authorization, commitment, or
extension of an unutilized line of credit or the incurring of a
contingent obligation, which does not establish such a claim.
According to the Manual, options, futures, and warrants give rise
to transactions in current periods that create current assets and
liabilities.  Other derivative instruments yield contingent liabili-
ties and assets.  The Manual notes, however, that it cannot pro-
vide standards to cover all circumstances because of the complex-
ity and diversity of the instruments.  Its proposed treatments are
to be applied to the most common instruments in their basic
uses.
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The SNA revision, jointly produced by statistical agencies of
the United Nations, the IMF, the Organization of Economic Co-
operation and Development (OECD), the European Community,
and the World Bank, proposes that contingent or future liabilities
and assets not be included in the balance sheets for the current
period, since financial transactions would arise in a future period
only if the contingency arose, or when the future asset or liability
became a current one.  Secondary instruments that are market-
able, however, would be included.  These marketable instruments
have characteristics that give rise to actual financial assets or
liabilities in the current period, such as a required margin pay-
ment or a current resale value.

ACCOUNTING AND REGULATORY ISSUES

Currently, the treatment of secondary financial instruments in
the accounts of corporate enterprises varies according to the pur-
pose for which the instrument is being held—that is, whether it is
used for hedging, investment, or trading.  This treatment affects
the valuation and time of recording of transactions in the ac-
counts and makes data collection on a consistent basis more diffi-
cult than otherwise would be the case.

Contingent liabilities and assets are usually mentioned in the
notes to corporate accounts rather than in the balance sheets.
The premium paid for an option is entered in the balance sheet as
an asset—usually as an investment within current assets.  In con-
trast, the premium received by the writer of an option is not
entered as a liability, as the premium is not repayable to the
purchaser.  Premiums received are credited to profit-and-loss ac-
counts, but they are usually offset by a provision of the same
amount in order to defer recognition of the receipt of income
until the outcome of the option is known.  The treatment of
traded options by the writer (seller) of an option, however, is dif-
ferent:  these are entered in the accounts of corporate enterprises
as a liability (or negative asset), reflecting the fact that sales of
these contracts produce short positions in these instruments, in
contrast to the long positions reflected in the accounts of a pur-
chaser.

Concerns about the accounting and reporting of financial de-
rivatives have by no means been confined to matters of collecting
balance-of-payments data.  In the United States, both the accounting
standards authorities and federal regulatory agencies have taken
great interest in these instruments.  On the issue of market par-
ticipants’ public disclosures relating to derivatives, some observ-
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ers have come to the conclusion that traditional accounting ap-
proaches have limited ability to encompass financial derivatives.
New approaches to reporting and disclosure that focus on expo-
sures to underlying risk factors (for example, exchange rate risk,
interest rate risk) may be more informative than the traditional
accounting focus on balance sheet categories and instrument defi-
nitions.  In this alternative approach, derivatives would not be
viewed in isolation, but instead would be considered in the con-
text of a portfolio of cash market and derivatives positions ex-
posed to the same underlying risk factors.5

Financial Accounting Standards Board

The Financial Accounting Standards Board (FASB) added to its
agenda in May 1986 a project on financial instruments and off-
balance-sheet financing.  This project was to develop broad stan-
dards for resolving the accounting issues raised by off-balance-
sheet instruments and transactions, as well as those raised by the
inconsistent accounting guidance and practice that have devel-
oped for financial instruments over the years.  Furthermore, the
project was to provide a consistent conceptual basis for resolving
financial instrument accounting issues—those issues that have
already been identified as well as the many issues that have arisen
as financial innovation continues.  In October 1994 the FASB
issued Standard 119 pertaining to disclosure and fair valuation of
derivatives (Federal Accounting Standards Board, 1994).

Early in its project, FASB proposed interim steps to improve
disclosure about financial instruments while it considered more
difficult and time-consuming issues of recognition and measure-
ment.  Work on such disclosure resulted in two FASB statements
(Financial Accounting Standards Board, 1990a, 1991a).  Statement
No. 105 (1990a) extends present disclosure practices of some enti-
ties for some financial instruments by requiring all entities to
disclose certain information about financial instruments with off-
balance-sheet risk of financial loss.  Statement No. 107 (1991a)
requires disclosure of fair value of financial instruments for which
it is practical to estimate fair value, including those not recog-
nized in the statement of financial position.

5Several recent reports by U.S. and international groups address issues of proper
accounting and public disclosure:  Bank for International Settlements (1994b,
1994c, 1995), Federal Reserve Bank of New York (1994), Group of Thirty (1993),
and Institute of International Finance (1994).
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Following these interim steps, FASB proceeded to the recogni-
tion and measurement part of its project.  It issued a discussion
memorandum on that subject (Financial Accounting Standards Board,
1991b) that delved into such basic issues as what financial assets
or liabilities should be recognized in financial statements, how
they should be reported, and how they should be measured.  Questions
directly relating to derivative and off-balance-sheet financial in-
struments were raised:  “What should be the accounting for finan-
cial instruments that are intended to transfer market or credit
risks—for example, futures contracts, interest rate swaps, options,
forward commitments, nonrecourse arrangements, and financial
guarantees—and for the underlying assets or liabilities to which
the risk-transferring instruments are related?”

The new Standard 119 applies to futures, forwards, swaps, op-
tions, and other financial instruments with option- or forward-
like characteristics.  It requires disclosure of the contract amount
or notional equivalent of derivatives.  In addition, it requires a
discussion of the credit and market risks, cash requirements and
accounting policies associated with these instruments.  It also
amends Statements 105 and 107 to require greater disaggregation
of information, including information about fair value and risk.

Federal Bank Regulators

Federal bank regulatory authorities have been interested in de-
rivatives and off-balance-sheet financial instruments for pruden-
tial reasons, reflecting their concern about the safety and sound-
ness of U.S. banking institutions.  In accordance with the Basle
Capital Accord, the three federal bank regulatory agencies—the
Office of the Comptroller of Currency, the Federal Deposit Insur-
ance Corporation, and the Federal Reserve System—in 1989 adopted
risk-based capital requirements for the banks under their supervi-
sion.  To monitor banks’ risk-based positions, the three regulatory
agencies, acting through the Federal Financial Institutions Exami-
nation Council (FFIEC), now require banks to submit certain in-
formation about derivatives.  Currently, the quarterly Call Report
covers financial contracts on interest rates, foreign exchange, and
stock indexes as well as those on commodities and individual
stocks (see Table 3-3 in Chapter 3).6  Bank holding companies

6Financial guarantees (such as guarantees of loans, performance bonds, and
letters of credit) are also covered by the Call Reports.
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provide similar data in their quarterly (Y-9C) reports, filed with
the Federal Reserve (see Table 3-3).  Both reports cover the no-
tional values of interest rate swaps, futures and forward contracts,
option contracts, and similar contracts involving commodities and
equities.  They exclude market value data for certain exchange-
traded contracts, as well as foreign exchange contracts with origi-
nal maturities of less than 14 days.  Annual report disclosures of
the “amount of accounting loss,” as required by FASB’s State-
ment No. 105, generally include these contracts.  Such disclo-
sures in annual reports of corporations may also differ from the
market value data included in Call Reports and Y-9C reports,
depending, for example, on how the organization discloses con-
tracts that are used for hedging purposes.  Other than these differ-
ences, market value disclosures in both reports are generally simi-
lar to disclosures of the amount of accounting loss in corporate
annual reports.

The information reported on the Call Reports and the Y-9C
differs from that required for balance-of-payments purposes in various
ways.  Specifically, the Call Report information is submitted on a
consolidated basis, by institution, with each U.S. bank including
in its report the aggregate of its worldwide activities, including
those activities of its overseas branches.  Contracts are not disag-
gregated in terms of residents and nonresidents, and a single amount
would be reported for the total value of a reporting bank’s hold-
ings of, for example, interest rate swaps, with no separate report-
ing of the amount of those swaps contracted between resident and
nonresident parties.

More recently, federal bank regulators, again operating through
the FFIEC, introduced a limited but focused reporting form (FFIEC
035), the Monthly Consolidated Foreign Currency Report of Banks
in the United States.  It is required only of banking institutions
that engage in significant amounts of foreign exchange activities:
generally, U.S.-chartered banks and U.S. branches and agencies of
foreign banks that have more than $1 billion in commitments to
purchase foreign currencies and U.S. dollar exchange.  Again, the
data are reported on a consolidated basis, with each U.S. chartered
bank that files reporting its worldwide activity.  However, the
FFIEC 035 focuses not on all the off-balance-sheet activity of a
bank, but rather on the institution’s foreign-currency exposure.
Thus, it calls for reporting items that affect the institution’s for-
eign-currency position:  both off-balance-sheet activities (contracts
to buy or sell foreign currencies, spot or forward, through OTC or
organized exchanges; foreign-currency options, written or purchased;

Copyright © National Academy of Sciences. All rights reserved.

Following the Money: U.S. Finance in the World Economy
http://www.nap.edu/catalog/2134.html

http://www.nap.edu/catalog/2134.html


FINANCIAL DERIVATIVES:  DATA GAPS AND NEEDS/ 133

interest rate swaps if there is a cross-currency exchange included)
and on-balance-sheet activity (in the form of “noncapital” assets
and liabilities denominated in foreign currencies).7  The FFIEC
035 asks filers to submit the data disaggregated by individual for-
eign currency:  each filing institution reports for both major types
of off-balance-sheet contracts (options, futures, etc.) and on-bal-
ance-sheet items the assets and liabilities in each of the major
foreign currencies (German deutsche marks, Swiss francs, British
pounds, etc.).  This monthly report thus provides data on the
filing institutions’ consolidated long positions and short positions
in specific foreign currencies.

Data collected in the five FFIEC reports (031, 032, 033, 034, and
035) are primarily intended for bank supervisory and regulatory
purposes.  Aggregated data are published in the Federal Reserve
Bulletin and in the Federal Reserve’s Annual Statistical Digest.
The Call Report data are also included in the Uniform Bank Per-
formance Report and the annual report of the FFIEC.8

RECOMMENDATIONS

• An interagency group led by the Federal Reserve and includ-
ing the Federal Reserve Bank of New York, the Treasury Depart-
ment, the Bureau of Economic Analysis, the Securities and Ex-
change Commission, the Commodity Futures Trading Commission,
and other financial regulatory bodies, should be established to
undertake several tasks.  Specifically, the interagency group should
identify the major participants in financial derivatives markets,
the intermediaries involved, and the various forms of transac-
tions.  It should also examine the coverage, quality, and consis-
tency of the limited data on financial derivatives currently col-
lected by the Federal Financial Institutions Examination Council,
the Commodity Futures Trading Commission, the Securities and
Exchange Commission, and private institutions and determine ways
to expand coverage, eliminate duplication, standardize definitions,
and, whenever appropriate, integrate the data.  The group should

7In addition, Section 305 of the FDIC Improvement Act requires increased
disclosure of derivative exposures, and Section 308 requires banks to establish
standards to evaluate their exposure to weak institutions, including those arising
from derivative products (see Federal Reserve Board et al., 1993).

8Call Report data are available to the Reserve Bank staff through the Federal
Reserve Board’s computer facility, and to the public on magnetic tape through
the National Technical Information Service subscription files.
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work closely with market participants, industry groups, and the
accounting profession to ensure harmonization of accounting, regu-
latory, and statistical reporting practices, especially for classify-
ing derivatives transactions and recognizing their market values,
income flows, and gains and losses.  It is important that the group
secure the cooperation of filers and that filers have an apprecia-
tion of the purpose and significance of the transactions they are
required to report.  Because many of the fastest growing deriva-
tives transactions are international in nature, consideration should
be given to collecting data on such activities from large financial
institutions and multinational corporations, and to classifying the
data by major financial instruments and in key currencies.  Over
the long term, harmonization of international reporting standards
for derivatives is desirable.  (4-1)

• Data on financial derivatives are needed for interpretation of
market developments for macroeconomic policy purposes, as well
as for regulatory purposes.  These data also are needed for the
more specific purpose of improving the measurement of the capi-
tal account of the balance of payments.  Better coverage of U.S.
international currency exposure also is needed as an addendum to
the data on the U.S. international investment position.  The Fed-
eral Reserve, other financial regulators, the Treasury Department,
and the Bureau of Economic Analysis should work together, in
consultation with data providers, to define the most important
data needs and to develop procedures for data collection.  (4-2)

• As a near-term step, using the guidelines contained in the
IMF Manual, the Treasury’s TIC data collection program should
be expanded to cover derivatives transactions that represent on-
balance-sheet activities.  The panel believes that the concepts and
procedures proposed in the Manual and in the revised interna-
tional System of National Accounts are useful to facilitate the
development of data reporting frameworks on financial deriva-
tives for balance-of-payments purposes.  Nonetheless, given the
complexity of these instruments and differences in national ac-
counting systems, it is important that the U.S. data compilers
work with the U.S. accounting profession and market participants
to refine the guidelines for firms reporting in the United States.
(4-3)
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5
Alternative Data Sources and

Collection Methods

As noted throughout this report,
the data collection system for U.S. international capital transac-
tions has relied heavily on manual reporting by large financial
intermediaries located in the United States, with an emphasis on
banking activities.  However, liberalization of world capital mar-
kets, securitization of transactions, emergence of new financial
products, the rise in nonbank participants in markets, and in-
creased use of offshore financial centers have given rise to numer-
ous transactions beyond the reach of the traditional system.  Data
gaps are most severe for international transactions of U.S. nonbanks,
U.S. residents’ direct sales and purchases of foreign securities overseas,
and cross-border derivatives transactions.  At the same time, data
filers have noted the burden of having to complete numerous forms
whose purposes they do not fully understand.  Data compilers, for
their part, have had to contend with outdated collection methods
and demands to collect information on increasing volumes of trans-
actions with limited resources.

Clearly, the existing system is under stress, and there is a need
to develop alternative data collection methods to improve its effi-
ciency and effectiveness.  In view of the global nature of transac-
tions and their rapid expansion, improvements over the medium
term in the coverage and accuracy of data, without substantial
increases in resources, lie in drawing on information from exist-
ing custodians of financial assets and from large-payment, clear-
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ance, and settlement systems.  Over the long term, as rising num-
bers of multinational corporations and financial institutions com-
mit large sums to develop in-house international information and
communications systems to meet their operational needs, the pos-
sibility of collecting balance-of-payments data electronically in-
creases, as has recently been analyzed by a task force of the Sta-
tistical Office of the European Community (EUROSTAT).  This
chapter explores the feasibility of gathering securities data from
global custodians, payment and settlement organizations, and clear-
inghouses in the medium term and from automated data exchange
systems over the long term.

DATA SOURCES

GLOBAL CUSTODIANS

Global custodians are institutions that manage the custody of
financial assets in multiple markets for clients, most of which are
institutional investors.  Many global custodians are leading com-
mercial and investment banks and large brokerage houses.  Over
the past decade, these financial institutions have invested heavily
in automation.  They use their automated data systems not only
to meet their own operational needs, but also to offer various fee-
earning services to other financial institutions and money manag-
ers.  Global custody is one of these services.  Actual physical
custody of assets is usually maintained by foreign local subcustodians,
who keep the assets in the country of origin.  The main role of a
global custodian is that of master record-keeper and reporter.  Ev-
ery client is provided a monthly or quarterly report detailing in-
formation on assets held, including value and transaction date.
Information on the national residence of the client is also avail-
able.  Global custodians therefore appear to have much of what is
needed to compile data on the U.S. positions (holdings) of foreign
securities and changes in those positions.

Economies of scale provided by information technology have
given rise to a relatively small number of very large global custo-
dians around the world.  Some of these include Bankers Trust,
Chase Manhattan, Citibank, Morgan Stanley, Salomon Brothers,
and State Street Bank in the United States, as well as Barclays
Bank in the United Kingdom.  These global custodians could serve
as prime sources of information on international portfolio invest-
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ment positions and their changes; in addition, with such data the
quality of transaction data would also be improved.1

Global custodians have highly automated record-keeping and
reporting systems.  It would appear, therefore, that they could
retrieve the necessary information at relatively low costs.  Al-
though automated systems of global custodians vary, there is uni-
formity in information maintained because of the record-keeping
requirements of the 1974 Employee Retirement Income Security
Act (ERISA) pension fund laws and the requirements of the Secu-
rities and Exchange Commission (SEC).2

An advantage of developing this data collection method is that
many custodians are now building large telecommunications and
information networks.  This bodes well for the future develop-
ment of an automated data collection system  (see the discussion
on electronic data exchange, below).  A drawback is that not all
major U.S. investors use global custodians in the United States to
manage the records of their financial assets; some rely on custodi-
ans in other countries.  Thus, U.S. global custodians would not
have coverage of all U.S. holdings of foreign securities.  However,
since major U.S. investors do have to report their holdings di-
rectly to the Treasury Department (with the assistance of their
foreign global custodians), some of the data would be available.

FINANCIAL CLEARINGHOUSES AND

PAYMENT AND SETTLEMENT SYSTEMS

Payment, clearance, and settlement organizations are institu-
tions that process financial transactions.  These organizations settle
trades (transactions) by delivering the asset and payment, or, in
the case of financial derivatives, by satisfying the terms of the
contract.  Most of these organizations have highly automated record-
keeping systems.  Economies of scale made possible by advanced

1Global custodians were a main source of data in the Treasury Department’s
1994 outbound portfolio investment survey of U.S. holdings of foreign securities
because of this improved coverage potential.  Authority to obtain data from
global custodians, as well as from U.S. investors, was provided by the International
Investment and Trade in Services Survey Act.

2The purpose of ERISA is to ensure that employees and retirees of private firms
receive the pensions they have been promised as a condition of their employment.
To protect employees against loss from financial hazards, ERISA requires pension
plan sponsors to disclose to participants all of the provisions and financial conditions
of their pension plans.  Similarly, SEC Rule 17F-5 governs the management of
custody of the portfolio investments of mutual funds.
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telecommunications technology have led to a moderate number
of large clearance and settlement organizations around the world
that handle most of the transactions.  Most countries have only
one major clearance and settlement organization; in the United
States, a small number of organizations provide clearance and settle-
ment services for the various types of transactions.

Some of the U.S. organizations provide services to members at
the “retail” level, matching the orders of buyers and sellers, keep-
ing track of accounts of clients, and settling the trades generally
through major banking institutions.  Others, the large-value pay-
ments systems, provide the “wholesale” settlement networks.  There
are 3 clearinghouses and 3 depositories that serve the nation’s
stock exchanges and over-the-counter dealers; 9 that serve the 14
futures exchanges (such as the Commodity Clearing Corporation);
and 1 that serves equity options markets (the Options Clearing
Corporation) (U.S. Office of Technology Assessment, 1990:81).  These
organizations typically serve their clients at the retail level and
interact with (settle with and obtain credit from) depository insti-
tutions or banks, which, in turn, have access to this country’s
two large-value payment and clearance networks:  Fedwire and
the Clearing House Interbank Payments Systems (CHIPS).3  Both
Fedwire and CHIPS are on-line, real-time electronic payment sys-
tems.  Fedwire is the wire transfer network of the Federal Re-
serve, which electronically transmits funds and Treasury securi-
ties (on a book-entry basis) among banking institutions.  CHIPS is
a private electronic payment system owned and operated by the
New York Clearing House Association, whose members are 11
New York money-center banks.4  These systems have grown dra-
matically with the explosion of domestic and international finan-
cial activities.  The feasibility of collecting data from Fedwire and
CHIPS is discussed below.

Fedwire

According to the Federal Reserve, a depository institution can
use Fedwire for access to its account at its local Federal Reserve

3In Europe, large multinational clearing and settlement organizations include
CEDEL and Euroclear.

4Member banks include the Bank of New York, Chase Manhattan Bank, Citibank,
Morgan Guaranty Trust Company of New York, Chemical Bank, Bankers Trust
Company, Marine Midland Bank, United States Trust Company of New York,
National Westminster Bank USA, European American Bank, and Republic National
Bank of New York.
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bank to transfer securities or funds to any other domestic deposi-
tory institution that has an account with a Federal Reserve bank.
Depository institutions include all domestic commercial banks,
foreign banks with branches or agencies in the United States,
trust companies, savings banks, savings and loans associations,
and credit unions that are covered by the Federal Deposit Insur-
ance Corporation (FDIC).  These institutions can transfer cash
and securities both for themselves and for their customers, which
include correspondent banks, governments, corporations, institu-
tional investors, and individuals.

The method by which depository institutions secure access to
the Fedwire system generally depends on their volume of use.
Institutions with large volumes of securities or fund transfers usually
have a computer-to-computer link with their local Federal Re-
serve bank.  Institutions with relatively low volumes are con-
nected by telephone lines to their Federal Reserve banks through
personal computer links that use the Federal Reserve software,
known as Fedline.  Institutions that use Fedwire infrequently can
get access to Fedwire off-line, by telephone calls to personnel at
the Federal Reserve banks (Federal Reserve Board of Governors,
1992:730-731).

A Fedwire fund transfer message identifies the sending and re-
ceiving institutions, the dollar amount of the transfer, and the
beneficiary of the transfer (if the institutions itself is not the
beneficiary).  A securities transfer message identifies the sending
and receiving institutions, describes the securities issue and amount
of funds to be transferred, and records the actual payment (if the
securities are delivered against payments).  The computer verifies
that the sending and the receiving institutions have the securities
or funds in the designated accounts.  When the processing is com-
plete, both institutions receive acknowledgments.

CHIPS

CHIPS is the central clearing system in the United States for
international transactions, handling more than 95 percent of all
dollar payments moving between the United States and the rest of
the world.  In addition to the 11 members of the New York Clear-
ing House Association, CHIPS users include many other commer-
cial banks with headquarters in New York, more than 95 New
York branches or agencies of foreign banks, and a number of other
banking offices.  Currently, about 140 financial institutions use
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CHIPS.  About two-thirds of all CHIPS participants are foreign
banking institutions in the United States.

CHIPS payments executed during a day are irrevocable and made
final through settlement at the end of the day.  CHIPS settles its
net balances each evening with the Federal Reserve Bank of New
York (FRBNY).  A CHIPS settlement account at FRBNY is funded
by the settling participants in a net debit position and drawn
down by the New York Clearing House Association to pay those
participants in a net credit position.  After completion of daily
processing, records of transactions are sent to participants by CHIPS.

CHIPS transfers and settles in U.S. dollars for international and
domestic business transactions.  These transactions are conducted
by banks for their customers and for their own accounts, support-
ing the various financial service and intermediary functions re-
quired by businesses and governments.  CHIPS serves as the con-
duit for moving dollars between participant banks for a wide variety
of transactions, including:

• foreign and domestic trade services (letters of credit, collec-
tions, and reimbursements);

• international loans (placements and interest disbursements);
• syndicated loans (assembly, placement of funds, and inter-

est);
• foreign exchange sales and purchases (spot market, currency

futures, interest and currency swaps);
• Eurodollar placements;
• sale of short-term funds;
• funds movement and concentration; and
• Eurosecurities settlement.

The operation of CHIPS is based on a structured record format
that embodies fixed and variable data fields.  It is highly condu-
cive to computer automation at both originating and receiving
banks.  By taking advantage of this structure, many participants
send payment messages between dissimilar systems without any
manual intervention.  CHIPS can accept, for example, identifica-
tion numbers from SWIFT (Society for Worldwide Interbank Fi-
nancial Telecommunications) and automatically cross-reference
them to the CHIPS Universal Identification Numbers (UIN).  SWIFT
is a European-headquartered electronic payments system for in-
ternational transactions; it is a cooperative company created un-
der Belgian law.

According to a recent FRBNY study (Federal Reserve Bank of
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New York, 1987-1988), CHIPS handles payments for almost all
foreign exchange transactions.  In contrast, Fedwire accounts for
virtually all payments related to transactions for securities, pur-
chases, redemptions, financing, and federal funds purchases and
sales.  Significant overlap between the two systems exists, how-
ever, in the categories of payments related to bank loans, com-
mercial and miscellaneous transactions, settlements, and Euro-
dollar placements.

Three categories of information that can be gleaned from both
systems:

• transactors:  brokers/dealers, investor customers, security is-
suers, own accounts, own trading accounts, own investment ac-
counts;

• kind of investments:  commercial paper, bankers’ acceptan-
ces, domestic certificates of deposit (CDs), book-entry securities
(Fedwire), Euro CDs, mortgage-back securities, municipal securi-
ties, and other or unspecified; and

• nature of transactions:  secondary markets, new issues, pay-
ments at maturity, and unspecified.

In addition, four other categories of information are sometimes
available:

• purpose of transaction:  investment, trading, repurchase agree-
ment, safekeeping, other or unspecified;

• numbers of transactions and dollar amounts of each item:
investment, trading, repurchase agreement, safekeeping, other or
unspecified;

• originating place of transactions:  outside or inside the United
States; and

• transactions for foreign customers and for banks’ own foreign
offices.

Clearly, not all the data that would be needed to record inter-
national capital transactions for balance-of-payments purposes are
currently available from Fedwire and CHIPS.  The information in
the payment and clearance networks is purposefully kept to a
minimum to lower clearing and settlement costs.  In some cases,
not all of the information currently being requested is available to
the sending and receiving institutions or supplied by them, and
not all of the information requested is needed to execute the transfers.
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Nonetheless, it is technologically feasible for the systems to add
information, as illustrated by the SWIFT payment system, which
allows 100 additional characters to be included for each transac-
tion, either in numerical or alphabetical form.  There are also
optional fields available in both the Fedwire and CHIPS networks.5

Of course, to require a private electronic clearance system to ob-
tain and provide new information would probably require new
legislation and, possibly, compensation.  According to the Federal
Reserve staff, the development of such new data formats would
require a lead time of 2-3 years at a minimum.

Large-value payment systems are integral parts of the monetary
institutions in a country.  They are also key mechanisms in the
operations of the global financial system.  As such, their safety
and soundness are crucial to national and international financial
stability.  Currently, industrial countries are working toward a
set of common practices and standards to improve clearing and
settlement of global trading of securities and multilateral banking
transactions.6  Uniform codes of operation and system design to
be developed for these financial information networks, under these
private and public initiatives, will facilitate the introduction of
electronic data interchange as a method of data collection in the
future (see below).

RECOMMENDATIONS

• The potential for using global custodians as a new source of
data appears promising.  In addition to information on securities
holdings, the Treasury Department and the Federal Reserve Bank
of New York should actively explore the feasibility of gathering
flow data on securities transactions from global custodians and
assess its cost-effectiveness.  (5-1)

5However, there is a lot of demand for the optional space in SWIFT, CHIPS,
and Fedwire:  for example, law enforcement agencies in various countries would
like to use the optional space to identify parties to the payments to assist in
money-laundering investigations.

6The Group of Thirty, a private organization of international bankers, economists,
and business executives, issued a study recommending such steps to maximize
the efficiency of clearance and settlement for the world’s securities markets (see
Group of Thirty, 1989).  The Basle Committee on Payment and Settlement Systems,
an international committee of central bankers, has been studying this issue as it
relates to the safety and soundness of large payment systems (see Basle Committee
on Payment and Settlement Systems, 1992).
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• On the basis of the information currently available on Fedwire
and CHIPS, it appears that it would be possible to secure statisti-
cal data on U.S. international capital transactions from the two
systems.  The Treasury Department and the Bureau of Economic
Analysis should conduct a rigorous study to explore such feasibil-
ity by undertaking an in-depth analysis of a sample of transac-
tions that pass through Fedwire and CHIPS.  They should also
determine whether cost savings would result from using data from
Fedwire and CHIPS.  If data for analysis cannot be released by
CHIPS or Fedwire to outsiders due to privacy concerns, the Trea-
sury Department and BEA could request the staffs of Fedwire and
CHIPS to devise ways of providing the data without violating
individuals’ privacy.  (5-2)

COLLECTION METHODS

ELECTRONIC DATA INTERCHANGE

An important recent development in information technology
with powerful implications for the automated collection of eco-
nomic data has been the emergence of electronic data interchange
(EDI).  EDI refers to the electronic transfer of computer-processable
business data among the computer systems of different organiza-
tions using an agreed standard to structure the data.  EDI is espe-
cially useful for frequent substantive exchanges of routinized in-
formation.  Under certain circumstances, through the use of standard
formats, it can allow businesses to reduce the use of paper pur-
chase orders, invoices, shipping forms, and technical specifica-
tions.  EDI can improve data accuracy while reducing data entry,
mailing, and paper handling costs.  Indirect benefits also arise
from modified business practices, including reduced inventory,
better cash management, reduced order time, greater sales through
improved customer satisfaction, and more accurate and timely
information for decision support.

The data standard that is taking the lead in the EDI field is
EDIFACT—which stands for EDI for administration, commerce,
and trade.  Developed by the United Nations, it has been adopted
on an international level.  More than 130 EDIFACT messages
have been established for the purpose of preparing invoices, cus-
toms declarations, and the transfers of funds, among others.  EDIFACT
messages are increasingly used in Europe in various economic
sectors (such as construction, the social and health fields, and
national accounts).  In addition to exporters and importers in mer-
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chandise trade, the banking community is showing interest with
pilot projects, both nationally and internationally.  SWIFT uses
the EDIFACT standard, and European business administrations
increasingly communicate in EDIFACT terms.

In the United States, the Accredited Standards Committee X12
chartered by the American National Standards Institute (ANSI)
has developed the X12 standard.  Although EDIFACT and X12 are
separately established, they are considered similar families of standards,
and the ANSI-X12 committee has played a key role in the defini-
tion of the EDIFACT.  The committee is also committed to the
convergence of X12 with the EDIFACT standard.

Under the aegis of EUROSTAT, a task force since July 1991 has
been exploring the feasibility of using EDIFACT messages for col-
lecting data on balance of payments and international investment
positions.  The task force is led by experts from De Nederlandsche
Bank (the Netherlands Central Bank).  The anticipation that paper
recording of individual transactions may cease, causing the exist-
ing transaction (ticket) data collection system used in continental
Europe to break down (see Appendix A), has been a major driving
force behind the European balance-of-payments compilers’ inter-
est in EDIFACT.  The movement toward the creation of a single
capital market in Europe has also provided an impetus toward
harmonizing balance-of-payments data across member states of
the European Community.

The rationale for this approach is that business organizations
are the source of balance-of-payments data.  If they increasingly
use EDIFACT messages, it would seem efficient that these mes-
sages be used for reporting balance-of-payments data.  It capital-
izes on the development of EDIFACT messages for commercial
purposes by requiring the commercial originators of such mes-
sages to send copies or extracts to the balance-of-payments com-
pilers.  In this way, the collection of data for the balance of pay-
ments should become, in principle, cheap, simple, and quick.  For
items of data needed for official but not commercial purposes,
separate data would be collected:  in principle, this can be achieved
by including an extra field (or fields) on the commercial elec-
tronic messages for official purposes.  The EUROSTAT task force
is working on a system for implementing this approach and for
exchanging aggregated data among official bodies using the same
EDI techniques and the same EDIFACT standard.  It would be
possible, in theory, to collect data on all cross-border transactions
as they occur.

Under this approach, data on balance-of-payments and interna-
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tional investment positions would be filed with balance-of-pay-
ments data compilers using electronic messages.  Messages could
relate to transaction data or survey data as appropriate.  For trans-
action data, messages would cover transactions reported by cus-
tomers through a commercial bank or directly to the balance-of-
payments compiler, as well as banks’ own transactions and customer
transactions reported by banks to the balance-of-payments com-
piler.  Reporting by the balance-of-payments compiler to interna-
tional statistical bodies can also be done in electronic format.

In researching the possibilities of using EDIFACT messages for
reporting balance-of-payments data, the EUROSTAT task force
developed a data flow analysis that traces the information ex-
changed between the various parties.  A summary of the data
flows identified by the task force is shown in Figure 5-1.

The balance-of-payments messages to be used fall in two cat-
egories:  those that use existing, but slightly adjusted EDIFACT
messages, and those for which new messages would be developed.
The messages would cover all data collection systems and provide
all information needed.  The approach followed in developing messages
would be flexible in that the use of all segments of the messages
would be optional; however, national guidelines or regulations
could make the use of all or part of these messages mandatory.

The compilation of balance-of-payments data requires the re-
porting of incoming and outgoing payments, that is, transactions
between residents and nonresidents.  The key, in most cases, is to
allocate the transactions to the correct period, appropriate cat-
egory, and geographic area. The principal data for balance-of-pay-
ments compilation in an electronic data system include:

• identity of the resident engaged in the transaction (name and
address, additional identification number, such as SIREN [in France],
a VAT [value-added-tax] number, or other national registration
number);

• (industrial) activity of the resident engaged in the transac-
tion;

• country of the nonresident partner to the transaction;
• date of the transaction;
• total amount of the payment (possibly broken down, for in-

stance, in the case of a composite payment on a loan, to interest
and redemption payment);

• currency of the transaction;
• nature of the transaction, in code and in verbal description

(about 200 kinds of balance-of-payments items are differentiated
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according to regulations from EUROSTAT, the Organization for
Economic Cooperation and Development (OECD), and the Inter-
national Monetary Fund (IMF); in some cases as, for example, that
of outward direct investment, this might involve additional geo-
graphic data if the country of the payee differs from the country
in which the direct investment took place, which is relevant for
balance-of-payments data);

• identity of the nonresident engaged in the transactions;
• date of the message;
• identification of the resident banking intermediary and of

the banking intermediary of the nonresident; and
• bank reference number.

The compilation of the data on international investment posi-
tions requires the reporting by residents of their stocks of foreign
assets and liabilities, by value and function.  The data needed
include:

• identity of the reporting resident;
• debtor or creditor country;
• value;
• currency;
• kind of stocks and flows;
• date of the reported position;
• type and sector of the reporting resident; and
• identity of the nonresident.

A paperless process of reporting information to statistical au-
thorities has potential benefits for both data compilers and data
filers.  The European compilers believe that automated reporting
will be more timely and is likely to result in higher quality data.
In addition, they expect that the switch from reporting by paper
forms to reporting by electronic messages will bring about large
cost savings because manual data transcription work, with pos-
sible typing errors, is significantly reduced.  Increases in the accu-
racy and timeliness of data would also reduce follow-up costs.
Banks, which act as intermediaries in collecting balance-of-pay-
ments data under an electronic reporting approach, can save costs
by using EDIFACT messages.  In the long run, the use of interna-
tionally exchanged EDIFACT balance-of-payments messages will
save banks in a number of countries the costs of collecting forms
to be used for reporting external transactions.

According to the EUROSTAT task force, savings also will ac-
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Transferred Information

Payments messages sent by a 
customer to the customer's 
commercial bank to make 
payment by debiting the 
customer's account.  The same 
applies to extended payment 
orders (PAYEXT) and multiple 
payment orders (PAYMUL). 

Messages covering individual 
customer transactions 
(payments/receipts) sent by 
banks to the balance-of-
payments compiler.

Messages sent by banks to 
balance-of-payments compiler 
reporting banks' own 
transactions, aggregated 
individual customer transactions, 
portfolio transactions, and banks' 
asset and liability positions.

Messages for making payments 
involving banks in two different 
countries.  

Message

BOPINF or 
CREADV
(for 
crediting 
information)

BOPDIR

BOPSTA

Transferred Information

Receipt messages sent by a 
customer to the customer's 
commercial bank giving 
information on the nature of the 
transaction when the customer's 
account is credited.  This 
information is forwarded to the 
balance-of-payments compiler. 

Messages sent by nonbank 
enterprises directly to balance- 
of-payments compiler, reporting 
information on amounts received 
from nonresidents via resident 
banks, settlements via external 
bank accounts, current accounts 
held abroad with nonbanks, 
nonbanks' foreign assets and 
liabilities, participation in an 
international clearing system, or 
responses to statistical 
questionnaires. 

Messages sent by balance-of-
payments compilers reporting 
aggregated balance-of-payments 
data to international statistical 
bodies and/or other balance-of-
payments compilers. 

Message

PAYORD/ 
PAYMUL/ 
PAYEXT

BOPCUS

BOPBNK

FINPAY

INTERNATIONAL ORGANIZATIONS

BOPSTA BOPSTA

BOPSTACENTRAL BANK CENTRAL BANK

BOPCUS BOPBNK BOPBNK BOPCUS

FINPAYBANK BANK

PAYORD*

CUSTOMER CUSTOMER

BOPDIRBOPDIR

CREADV BOPINF

* Read as PAYORD/PAYEXT/PAYMUL

FIGURE 5-1 Data flows in EDIFACT for balance-of-payments data.
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crue to customers because they will in most cases no longer have
to report the transactions to national compilers.  This saving as-
sumes that customers’ resident banks will have all the necessary
balance-of-payments information, which will be supplied by for-
eign payors in EDIFACT messages received through SWIFT or other
international networks.  Of course, this would require harmo-
nized balance-of-payments data collection systems among coun-
tries and international networks, such as SWIFT, to transmit the
messages.

An important aspect of this electronic approach is the develop-
ment of standardized information codes and statistical systems
for information extraction.  It is important that national data com-
pilers become involved in the development of the coding systems.
It is crucial that the necessary information be coded so as to
minimize retrieval costs.  With regard to extraction systems, a
crucial issue is the determination of how and when to aggregate
information.  This decision will affect costs because of the huge
volume of information available.  It will also bear on whether the
anonymity of individual buyers and sellers can be maintained:  in
the absence of such anonymity, many buyers and sellers may be
unwilling to reveal even their national origin.  Confidentiality
rules among nations will need to be set up for electronic data
collection.

In the United States, the Bureau of the Census and the Na-
tional Center for Education Statistics have laid the groundwork
for using EDI to collect statistical data by developing transaction
sets for economic and education information.  Both approaches
build on the standards established by ANSI.  Under the proposed
framework, these federal statistical agencies would be able to ac-
cept information based on different record-keeping systems (such
as payroll, revenue, and cost data based on different definitions).
Agencies could accommodate a variety of record-keeping formats
used by individual businesses by translating the respondents’ re-
ports to agency standards.  This approach is believed to have the
potential to reduce reporting burden on both small and large busi-
nesses, increase response rates, and improve the quality of data
collection (U.S. Office of Management and Budget, 1993).

To coordinate the U.S. work on EDI with international devel-
opments in this area, the U.S. Office of Management and Budget
(OMB) has established liaison with the EUROSTAT task force.  In
addition, a working group of U.S. statistical agencies interested in
EDI has been established to explore EDI capabilities in the private
sector, develop plans for use of EDI to improve data collection
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methods, and promote convergence of the national and interna-
tional standards.  Nonetheless, progress in this area is likely to
take some time because of the complexity of harmonizing inter-
national standards, which entails commitment, resources, and con-
sensus of market participants, regulators, and national govern-
ments.

INTERNATIONAL DATA EXCHANGE AND COORDINATION

Internationalization of financial markets has meant that data
compilers can no longer rely solely on domestic data sources.
Coordination and cooperation among countries to exchange data
is needed to improve coverage of individual countries data.  The
IMF and the Bank for International Settlements (BIS) maintain
extensive databases on international banking transactions that can
be used to cross-check and improve national balance-of-payments
data.  The IMF/BIS databases are especially useful in improving
information on transactions of domestic nonbank entities with
banks abroad.  As discussed in Chapter 3, BEA has recently in-
creased utilization of data obtained by BIS from central banks,
and it also exchanges data directly with authorities in other coun-
tries to improve the balance-of-payments data on portfolio trans-
actions of nonbanks.  BEA is reviewing the feasibility of further
expanding the use of such data.

There are differences in definition and coverage among report-
ing systems of countries that submit banking data to the IMF and
the BIS.  Major differences exist in data reported by banks on their
custody accounts, definitions of instruments (such as deposits and
repurchase agreements), and geographic allocations.  Placing these
data on a basis consistent with U.S. concepts has required and
will continue to require cooperative efforts of the IMF, BIS, cen-
tral banks, and national statistical authorities.

RECOMMENDATIONS

• In the United States, the Federal Reserve, the Treasury De-
partment, and the Bureau of Economic Analysis should allocate
resources to study the systems architecture of information tech-
nology adopted by financial institutions and multinational corpo-
rations and to investigate ways to facilitate the development of
these automated data collection systems to prepare for the emerg-
ing electronic global trading environment.  (5-3)

• Data exchanges and the use of the databases of international
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organizations require that the data of different countries be com-
parable in coverage, definitions, and concepts.  Despite recent
efforts of various countries to bring about greater convergence,
significant conceptual differences and data inconsistencies among
countries remain.  This circumstance points to the need for care-
ful and systematic comparisons of bilateral data, as well as for
comparisons between national data and information contained in
international databases, before substituting or making adjustments
to national databases.  This process is inevitably labor-intensive
and time-consuming.  One approach would be to focus on the
countries of greatest quantitative importance and data that offer
the most possibilities for improvement.  Another promising ap-
proach is for U.S. statistical officials to consult closely with sta-
tistical experts in countries with which the United States is en-
gaged in data exchanges.  The aim would be to enhance understanding
of how the bilateral statistical systems, definitions, and concepts
can be modified to make the systems more consistent.  (5-4)

• An essential step toward harmonizing data on international
transactions of various countries is to encourage national compil-
ers to adhere to standards currently being developed by interna-
tional organizations, such as the International Monetary Fund,
the Bank for International Settlements, the United Nations, the
Organization for Economic Cooperation and Development, and
other international securities and financial groups.  In addition,
different international organizations need to establish guidelines
showing how their different databases can be reconciled.  (5-5)

As national data compilers strive to adjust to the international-
ization of capital transactions, the challenge is how to improve
data collection systems to reflect several factors:  the needs of
data users; the growing number and diversity of institutional and
private players engaging in international capital transactions; the
changing role of intermediaries and financial instruments; the com-
plexity of financial transactions; and the costs versus the benefits
of collection.  Only when this challenge is met will U.S. analysts,
business people, and policy makers be in a position to adequately
understand the impact of international financial activity on the
U.S. economy and the role of U.S. financial institutions in the
world economy.
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A
Monitoring Capital Transactions in the
United Kingdom, Germany, and Japan

The same underlying forces that
have affected international capital transactions in the United States—
and made information on such activities increasingly important
in recent years—have come into play in the economies of the
country’s major trade partners.  In this appendix we consider the
reporting systems that three of those partners—the United King-
dom, Germany, and Japan—use to compile their statistics on in-
ternational capital transactions and how they have sought to adapt
them to take account of the new demands on those systems.  Whenever
possible, we note commonalities and differences with the U.S.
system.  Together with the United States, these countries account
for approximately 80 percent of the world’s capital flows.

THE U.K. SYSTEM1

There are two aspects of the U.K. system for monitoring inter-
national capital data that are particularly noteworthy.  The first is
that the U.K. balance-of-payments account is conceptually identi-
cal with its overseas-sector account within the national economic
and financial accounts framework.  The second is that, like the
United States, the United Kingdom uses a survey system, gener-
ally under the purview of the Central Statistical Office (CSO),

1We thank Robert Heath of the Bank of England for providing information on
the U.K. data system.
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with the Bank of England providing data mainly on banking and
capital flow activity.  The fact that surveys are conducted to ob-
tain data for broader purposes than just the balance of payments
limits costs and adds to the consistency of data across a range of
economic statistics, such as the national accounts and the money
supply.  Because many statistics are collected for purposes other
than balance-of-payments ones, however, the system can be slow
to adapt to new developments or to adjust reporting requirements
to capture the growth of derivative instruments.  In addition, problems
can arise when the ultimate uses of the data are not clear to filers.

Recently, the view has emerged that the quality of statistical
reporting will be improved by the centralization of data compila-
tion in one organization to provide a clear line of responsibility,
namely, the CSO.  This was the conclusion, for example, of the
Pickford Report (Pickford, 1989), which examined the adequacy of
government statistics.  Its findings led to the transfer of many
statistical functions from other government departments to the
CSO.  In 1990 Chancellor of the Exchequer John Major launched
another initiative to improve economic statistics.  Among areas
that needed improvement were balance-of-payments data.  A se-
nior government statistician, Richard Eason, was asked to con-
duct a thorough investigation of the balance-of-payments compi-
lation system.  One theme of his report (Eason, 1991) was the
need for centralization of data collection and compilation.

In the United Kingdom, the Bank of England had had a long
tradition of producing data for the capital account—more than 60
years.  In the 1930s the bank monitored U.K. banking and other
short-term liabilities.  In 1954 it became responsible for compil-
ing the whole of the balance of payments, which was logical in
view of the reliance on exchange control data.  In 1960 responsi-
bility for data compilation was transferred to the CSO because of
the need to ensure integration of the balance of payments with
the national accounts.  However, the bank has continued to have
a significant role in the production of data.

The Bank of England compiles data on new net issues of securi-
ties.  This is an area in which the bank’s expertise in interna-
tional markets is of particular help to the CSO.  The bank has
long had an interest in the efficient functioning of the interna-
tional financial system:  for example, it has in recent years moni-
tored and analyzed developments in Euromarkets, the interna-
tional debt crisis, and the recycling of the surpluses of oil-exporting
countries.  The bank’s International Division has created an ex-
tensive database of announcements of both securities and credits
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in the international markets.  The database on international bonds
alone extends back to 1971 and has more than 26,000 individual
records.  It is one of the most comprehensive databases of its kind
in the world, and data from it are supplied to both the Bank for
International Settlements and the Federal Reserve Bank of New
York.  The bank obtains its data from market sources, and it
partly cross-checks them with other sources, such as data from
the International Securities Market Association.  The database
stores information on the residency of the issuer, the names of
the lead managers, the interest rate or rates, and the amounts
raised, as well as many other attributes.  However, these data,
which are from market sources, are not used for official statistical
purposes, primarily because they concentrate on announcements
of facilities and not on amounts drawn.  Instead, the data on net
new issues by U.K. corporate entities used in the balance of pay-
ments are compiled by CSO’s Financial Statistics Division, draw-
ing on the bank’s expertise and knowledge.

Since the release of the Eason report (Eason, 1991) some of the
Bank of England’s compilation responsibilities, primarily for nonbank
financial institutions, have been shifted to the CSO.  The bank’s
role in the production of data is to be concentrated primarily on
those markets and institutions in which the bank has a close
policy, operational, or supervisory interest.  This mandate covers
principally banks, government accounts, and capital markets.  In
this manner, the bank’s expertise in financial markets is still available
to the CSO.

THE GERMAN SYSTEM2

Centralization is also a hallmark of the German reporting sys-
tem, in which the Bundesbank and its branches are preeminent.
At the same time, the German system in some respects resembles
that of the United States.  The German reporting system for inter-
national capital transactions, like the U.S. one, is based on two
types of reports:  the first is concerned with position statistics
and treats the external position of banks and nonbanks, that is,
claims on and liabilities to foreigners as well as direct investment
relations; the second concerns flow statistics and deals with trans-
actions or payments.

The German reports on the external claims and liabilities re-

2We thank Rudolph Seiler of Deutsche Bundesbank for providing information
on the German data system.
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semble those used in the United States, at least with regard to
concepts and coverage of assets and liabilities.  German nonbanks
have to report their external financial and commercial claims and
liabilities regularly.  The number of reporters is much higher in
Germany (about 13,000) than in the United States (about 400),
however, and reports must be filed monthly in Germany, not quarterly
as in the United States.  German banks also have to submit com-
prehensive and detailed reports on their external assets and li-
abilities, also on a monthly basis.  At the time of this writing,
there were about 480 such filers in Germany, compared with close
to 1,000 in the United States.  Both German banks and nonbanks
have to report their direct investment positions annually.  The
reports consist of major items from the affiliates’ balance sheets.

The most important transactions or payments reports filed in
Germany concern the purchase or sale of securities.  German banks
and nonbanks also have to report on all other long-term capital
transactions.

All of the reports are filed with one agency, the Bundesbank,
and its branches.  Because of the legal requirement for such re-
porting, the use of simple forms, and the existing long-established
reporting relationship, the rate of compliance and the quality of
the data submitted are high.  With such reports, the Bundesbank
is able to provide a relatively detailed breakdown of capital trans-
actions of nonresidents 3 to 4 weeks after the end of a given
month.  Data on direct investment are obtained from the reports
of German parent companies or from reports of German subsidiar-
ies of foreign companies on payments of capital.  Data are col-
lected on flows of equity capital and long-term intercompany debt.
Reinvested earnings, which are shown under direct investment,
are calculated from the balance sheets of resident and nonresident
associated companies.

It is assumed that almost all direct investment flows are re-
corded in the German balance of payments, although perhaps af-
ter some delay.  The Bundesbank has good reporting contacts with
large enterprises.  As in the United States, however, there may be
considerable reporting gaps in the case of real property transac-
tions, which fall under direct investment.  Such nonreporting is a
particularly acute problem in the case of the real estate invest-
ments of private individuals.

In contrast to U.S. practice, the portfolio transactions shown in
the balance of payments are based almost exclusively on banks’
payment reports.  The banks report German residents’ securities
transactions with nonresidents by submitting special forms, by
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providing copies of their securities settlement statements, or by
communicating the required data on magnetic tapes.  This method
of data collection, based on transaction records, is commonly known
as the ticket or transaction system.

The “other capital” transactions are broken down between banks
and nonbanks.  For banks’ long-term capital transactions, pay-
ment reports and stock figures from external position are avail-
able.  With these two sources of data, banks’ long-term capital
transactions can be accurately monitored.  For short-term capital
flows, transactions shown in the balance of payments represent
changes in claims on and liabilities to foreigners derived from the
banks’ external position reports.  Because of good reporting eth-
ics, a relatively low reporting threshold, and means of double-
checking, German authorities are reasonably confident that they
have good data on the international capital transactions of Germany’s
banking sector.

The long-term capital transactions of nonbanks are recorded by
means of payment reports.  In addition, stock reports on the long-
term assets and liabilities (excluding securities) of nonbanks are
available.  As for the banks’ reports, a comparison of the payment
and stock reports is possible.  This sector appears to be relatively
well covered by the reports because the long-term capital transac-
tions mainly involve large enterprises, which generally fulfill re-
porting obligations.

The short-term capital transactions of nonbanks are identified
with the help of stock reports.  Nonbanks have to report the level
of their external assets and liabilities every month.  These data
lend themselves to detailed breakdowns of short-term capital trans-
actions.  Nonetheless, it is not always possible to differentiate the
effects of exchange rate fluctuations and changes in asset prices.

THE JAPANESE SYSTEM3

Institutionally, the Japanese compilation system is also highly
centralized.  The role of the Ministry of Finance in Japan in many
respects parallels that of Germany’s Bundesbank and the U.K.’s
Central Statistical Office.  Moreover, the Japanese system, much
like the German one, tends to  compile information on all trans-
actions, as opposed to the survey approach used by the United
Kingdom and the United States.

3We thank Shinichi Yoshikuni of the Bank of Japan for providing information
on the Japanese data system.
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The Japanese reporting system seeks to take account of all trans-
actions between residents and nonresidents.  It relies on estima-
tion procedures only in a few limited cases for which complete
reporting is not feasible.  By most accounts, the Japanese system
has been quite successful in ensuring accuracy, as evidenced by
the very small numbers of errors and omissions in the data.  This
was particularly the case before 1988; since then, reported errors
and omissions have increased (see below).

Underpinning the Japanese system of reporting all cross-border
transactions are two principles.  One is that all such transactions,
or those involving the exchange of foreign currency, must be made
through the accounts of banks designated by the Ministry of Fi-
nance.  The other principle relates to the system of designated
securities companies:  the purchase and sale of foreign securities
must be conducted through securities companies designated by
the Ministry of Finance; for other transactions, individuals must
submit a report on each transaction.  Such arrangements ensure
that, under most circumstances, authorities compiling data have
information on all international transactions.

Every cross-border transaction that exceeds a certain amount
(about $40,000) must be reported to the Bank of Japan, which has
been designated by the Ministry of Finance as the sole compiler of
balance-of-payments statistics.  In practice, authorized foreign ex-
change banks serve as the agents of the Bank of Japan and submit
appropriate remittance forms on behalf of their customers.  The
reports specify the amount and purpose:  loan, direct investment,
or other capital transactions.  In addition, they cover invisible
transactions, such as the receipt and payment of interest and divi-
dends, grants, and contributions.  Accordingly, all balance-of-pay-
ments items, with few exceptions, are theoretically covered by
these remittance and customs reports.  Authorized foreign ex-
change banks, for their part, are required to submit reports on the
monthly movement of their external assets and liabilities.

For some balance-of-payments items, reports other than remit-
tance ones are used; most notably for the compilation of portfolio
investment data.  Portfolio investment, as part of the long-term
capital account, covers most transactions in foreign and domestic
securities that have no contractual maturity or have a maturity of
more than 1 year.

For outward portfolio investments, the most important sources
of data are the reports of designated securities companies, which
are required to file monthly statements on the purchase and sale
of foreign securities both for their own accounts and those of

Copyright © National Academy of Sciences. All rights reserved.

Following the Money: U.S. Finance in the World Economy
http://www.nap.edu/catalog/2134.html

http://www.nap.edu/catalog/2134.html


MONITORING CAPITAL TRANSACTIONS / 159

their customers.  There were more than 100 such securities com-
panies when this report was being written.  Like the designated
securities companies, some financial institutions are required to
file similar monthly portfolio investment reports.  In addition,
anyone who buys foreign securities (over a specified minimum)
directly from overseas intermediaries must submit notification
describing the details of each such transaction.  Issuers of foreign
bonds in Japan are required to submit certain reports to the minis-
ter of finance through the Bank of Japan.

Inward portfolio investments, which involve investments by
nonresidents in Japanese securities, are classified into stocks, bonds,
and overseas bond issues by residents.  Data regarding stocks and
bonds are collected on a settlement basis from designated securi-
ties companies, authorized foreign exchange banks, and individual
transactors.  Data for bond issues by residents are obtained through
special reports called Notification Concerning Issue or Flotation
of Securities and Report on Invisible Trade Payment.

The valuation method used is relatively simple.  Securities trans-
actions denominated in currencies other than U.S. dollars are converted
to dollars using basic exchange rates set by the Ministry of Fi-
nance.  Outward investments in stocks and bonds are geographi-
cally allocated into ten major markets:  the United States, the
United Kingdom, Germany, France, Luxembourg, the Netherlands,
Canada, Switzerland, Australia, and “others.”  Allocation is made
according to the location of the market in which the transaction
occurred.  Inward investments are allocated by the domicile of
the transactor.  Accordingly, they can be allocated to individual
countries, but they are aggregated into the same geographical break-
down as outward investments.  Stock data are compiled from flow
data.  As a result, most items are recorded at transaction value
rather than at market value.  An exception is made for Japanese
equities held by nonresidents:  these values are adjusted periodi-
cally to reflect market levels.  In addition, adjustments are made
in the case of yen-denominated bonds to reflect changes in ex-
change rates.

RECENT CHANGES

Despite the strengths of the U.K., German, and Japanese report-
ing systems, certain inadequacies in them were becoming increas-
ingly apparent by the late 1980s, as they were in the United States.

In the United Kingdom, for example, it became clear that greater
resources had to be devoted to adjust to the rapidly changing do-
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mestic and international financial environment.  In 1979 U.K.
exchange controls were completely removed; this change, together
with deregulation of domestic financial markets, led to a surge in
financial transactions.  Capital inflows and outflows to the United
Kingdom were some 14 times larger in the decade after the lifting
of exchange controls than before.  Errors and omissions also rose:
for the 3 years before 1978, errors and omissions in the balance-
of-payments accounts were about $4 billion a year; in 1988, they
were approximately $18 billion.

A second problem discovered was incomplete reporting by the
corporate sector.  As in the United States, it was determined that
more comprehensive coverage was needed of transactions involv-
ing nonbank financial institutions and industrial and commercial
companies:  considerable data clearly were not being collected on
overseas transactions of the corporate sector.

A third shortcoming of the U.K. system that became evident
was that there was inadequate data on the financial transactions
of the household sector.  Although some data on outward portfo-
lio investment could be derived from reports by intermediaries, it
was generally seen as unsatisfactory.  At the same time, inward
portfolio investment was identified as a particularly weak part of
the accounts.  During the past decade, the United Kingdom has
generally had positive errors and omissions, implying either unre-
corded credits in the current account, such as investment income,
or unrecorded net capital inflows.  The Bank of England con-
cluded that it seemed likely the bulk of the errors and omissions
were portfolio flows (Bank of England, 1990).

Similarly, in the German case, reporting gaps became evident
in the late 1980s when German private individuals increasingly
started to avail themselves of foreign banking services, which led
to various kinds of errors.  For example, if a German investor
bought a German government bond through a Luxembourg bank,
the transaction then appeared in the German balance-of-payments
statistics as a purchase of German securities by a nonresident.  As
in the United Kingdom, Germany’s errors and omissions in the
balance of payments had significantly increased by the end of the
1980s.  In theory, the German reporting system should have been
able to close such gaps.  In the example above, the private Ger-
man investor should have reported the purchase of German or
foreign securities through the Luxembourg bank.  In practice, however,
either deliberately or through ignorance, the reporting require-
ment often is not met.  The result of purchases of deutsche mark
securities by German investors through nonresidents, therefore,
is an overestimation of Germany’s external liabilities or, in the
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case of purchases of foreign securities, an underestimation of the
stocks of foreign securities held in Germany.

Japanese financial observers have encountered similar difficul-
ties in recent years.  The Japanese system was quite successful in
ensuring the accuracy of statistics until recent years, as evidenced
by the very small errors and omissions in their data up to 1988.
Since then, however, problems have arisen with the capital ac-
count data.  Errors and omissions increased dramatically in 1989
and 1990, reflecting the growing proportion of international trans-
actions conducted outside the reporting system.  Clearly, the in-
creased scope and sophistication of the activities of Japan’s finan-
cial institutions have placed a substantial burden on the reporting
system.  At the same time, these developments have made it
necessary for compilers to obtain more information directly from
nonfinancial private institutions.  In addition, Japan is one of the
industrial countries that does not include reinvested earnings from
direct investment in investment income.

Like their counterparts in the United States, compilers in the
United Kingdom, Germany, and Japan have also had to deal with
the difficult problems of valuation and geographic allocation.  When
exchange rates fluctuate, the exchange rate used to convert for-
eign currencies to national ones for statistical purposes can differ
substantially from the rate that prevailed at the time of the trans-
action, causing discrepancies in statistics.  Similarly, allocating
transactions geographically has become problematic.

The United Kingdom, Germany, and Japan all have begun to
adjust their reporting systems in an attempt to reverse the per-
ceived decline in the quality of data and ensure that the systems
keep pace with the rapidly evolving international financial mar-
kets.

In the United Kingdom, such efforts have centered on major
reviews of the adequacy of the U.K. balance-of-payments data and,
when possible, corrective actions.  Impetus for such reviews had
come from a combination of rising errors and omissions, on one
hand, and a growing current account deficit, on the other.  U.K.
efforts to improve the capital account data have, pursuant to the
recommendations of the Eason report (Eason, 1991) led to a greater
centralization of data collection.  In addition, steps have been
taken to deal with incomplete reporting by the corporate sector.
The result has been a more comprehensive coverage of nonbank
financial institutions and commercial companies.  This has been
accomplished by collecting more data on overseas transactions
directly from the corporate sector and by reducing reliance on
data from intermediaries.  For example, a new survey of securities
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was conducted in 1989.  It was followed by an expansion of cover-
age of the financial assets and liabilities of nonfinancial institu-
tions at the end of 1990 and an exploratory survey of fund manag-
ers in 1991.  Consideration also has been given by U.K. authorities
to improving data on transactions in the household sector.  The
proposal is to survey individuals to learn more about their over-
seas transactions in securities.  Another proposal under consider-
ation is to assess these transactions through surveys of fund man-
agers’ private client business.  Since the measures have been
undertaken, the net errors and omissions have decreased.

For data on inward portfolio investment—that is, data on for-
eign investment in U.K. equities—improvements were made as a
result of the introduction of a share register survey at the end of
1989.  This survey, carried out on behalf of the CSO by a private
company, showed that the overseas sector held about $33 billion
more equity than had previously been estimated from data on
transactions provided by financial intermediaries.  In early 1990,
the method of compiling data on foreign investment in U.K. com-
pany bonds was changed from a reliance on survey data from
intermediaries to calculating net overseas investment as a residual
from total net new issues by U.K. companies obtained by the
Bank of England, primarily from market sources and net acquisi-
tions reported by domestic sectors.

German compilers likewise took steps to adjust to the changes
in international capital markets that occurred during the 1980s.
They sought to deal with the increasing volume of securities trans-
actions, especially those involving nonresidents, by relying more
heavily on electronic data processing.  Difficulties related to the
recording of data on new financial instruments and related inno-
vations was dealt with by seeking closer cooperation with banks.
The German compilers believe that major reporting gaps did not
arise from the internationalization of institutional investors’ business
because the number of such institutions in Germany is generally
limited, and they are generally sympathetic to statistical report-
ing requirements.  The German compilers also believe that data
gaps attributed to the growing international diversification of pri-
vate individuals’ portfolios can be improved as long as these trans-
actions are handled and reported by the German banking system.

In Japan, efforts are also under way to adjust to the new report-
ing environment.  Now under consideration are proposals to make
more frequent use of sample estimations of certain balance-of-
payments items, such as international investment position and
reinvested earnings.

Copyright © National Academy of Sciences. All rights reserved.

Following the Money: U.S. Finance in the World Economy
http://www.nap.edu/catalog/2134.html

http://www.nap.edu/catalog/2134.html


163

B
Views of Data Compilers, Filers,

and Users

Many members of the Panel
on International Capital Transactions are long-time users of data
on U.S. international capital transactions.  They considered it
essential to consult with the data compilers and a broad range of
data filers and data users to assess the adequacy of the existing
data collection system.  In order to understand compilers’ per-
spectives, the panel invited staff of the Bureau of Economic Analysis
(BEA) of the U.S. Department of Commerce, the U.S. Department
of Treasury, and the Federal Reserve Bank of New York (FRBNY)
to assess the efficiency, accuracy, coverage, timeliness, and rel-
evance of the existing data system.  The panel also asked filers to
comment on the existing reporting requirements (in terms of con-
tent, detail, and frequency), the reporting methods, and areas for
improvements.  And the panel canvassed users on the kinds of
data on capital transactions with which they are familiar, what
they do with the data, their perceptions of the quality of the data,
their current unmet data needs, and their suggestions for improv-
ing existing data.  This appendix summarizes the results of the
these panel activities.  The last section presents the results of the
panel’s literature search of studies using data on international
capital transactions.
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DATA COMPILERS

The panel queried BEA, Treasury Department, and FRBNY staff
on three key aspects of the U.S. system for collection of data on
international capital transactions:  (1) the efficiency, coverage,
accuracy, timeliness, and relevance of the data collected; (2) the
reporting burden; and (3) suggestions for improvements in the data
collection methods and procedures.

EFFICIENCY, COVERAGE, ACCURACY, TIMELINESS, AND RELEVANCE

As one might expect, BEA staff are reasonably satisfied with
the collection of data on direct investment, especially given the
agency’s current resource constraints.  They recognize, however,
that improvements are needed in data on foreigners’ purchases of
U.S. real estate.  Likewise, Treasury Department and FRBNY staff,
who have primary responsibility for portfolio investment data on
banking, nonbanking, and securities transactions, expressed con-
fidence in the Treasury International Capital (TIC) data, in par-
ticular, the banking data.  They attribute the strength of the banking
data to the close association of many TIC components with re-
porting by banks to federal regulatory agencies (through, for ex-
ample, the Call Reports).

Treasury and FRBNY staff view nonbank coverage as more prob-
lematic.  They also concede that such products as derivatives are
not adequately covered.  The staff of BEA, a major user of the TIC
data, share this perspective.  They attribute gaps in coverage of
portfolio transactions to a dependence on reporting by financial
intermediaries rather than by principals.  They note that these
problems in coverage are exacerbated by the fact that an increas-
ing number of transactions bypass traditional financial channels
and the existing data collection system.

On timeliness, BEA staff judge that the quarterly U.S. balance-
of-payments data are released in a timely manner.  They note,
however, that some countries provide these data on a monthly
basis.  They believe that the timeliness of U.S. balance-of-pay-
ments data could be improved through greater use of electronic
filing, access to bank or credit card clearance information, im-
proved compliance on surveys, and better processing procedures.
Treasury Department and FRBNY staff stated that most respon-
dents submit their data by prescribed deadlines and that estima-
tion techniques are used in cases in which the data submitted are
incomplete.
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On questions of relevance, BEA and Treasury Department staff
regard the U.S. international capital data as highly relevant and
important to construct the U.S. balance-of-payments accounts and
the U.S. international investment position.  However, FRBNY staff
noted that users are best positioned to judge the relevance of the
data.  They also questioned the value of reporting counterparties
by country, particularly on the S form, pointing out that the ma-
jority of the countries reported are major financial hubs and not
the ultimate owners.  The FRBNY staff suggested that data on
country breakdown be collected on a less frequent basis than monthly,
since monthly collection is time consuming for respondents and
compilers alike.  Alternatively, the data could be made more rel-
evant if they were redefined in a way that permitted identifica-
tion of the issuer of a foreign security or the ultimate recipient or
payee of a flow of funds.  In this way, the country breakdowns
would be more relevant.

REPORTING BURDEN

BEA staff believe they have made efforts to minimize the re-
porting burden on respondents.  Further reductions in the report-
ing burden are likely to be realized not so much from reducing
data items collected as from the application of more modern tech-
nology to the collection, processing, and estimation of data.  Elec-
tronic data collection and development of more sophisticated es-
timation techniques, for example, could reduce the number of
companies required to report data.

Treasury Department staff noted that the burden associated with
TIC reporting is reasonable, but FRBNY staff said that the current
system may ask too much of smaller institutions.  The latter
suggested consideration be given to raising exemption levels when
it would reduce the reporting burden without substantially de-
grading coverage.

AREAS FOR IMPROVEMENT

BEA staff provided the panel with a long list of suggestions on
improving data on both direct and portfolio investment.  In the
area of direct investment, principal suggestions included increas-
ing data exchanges with other federal agencies, such as the Trea-
sury Department, to identify gaps and overlaps between data sets;
improving the coverage of foreign direct investment in U.S. real
estate; increasing data exchanges with other countries to improve
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the comparability of data across countries; and further improving
on-line computerized processing procedures.

For portfolio investment, BEA staff suggestions included coor-
dinating data collection efforts among BEA, the Treasury Depart-
ment, and the FRBNY and exchanging data among them to reduce
gaps and overlaps in coverage, duplication of effort, and reporting
burdens on filers; integrating TIC C form reporting with BEA di-
rect investment reporting; improving coverage of direct transac-
tions by pension and mutual funds and short-term securities; and
investigating new sources of information such as bank and credit
card clearance and regulatory information.

Treasury Department and FRBNY staff indicated that a bench-
mark survey on U.S. holdings of foreign securities is a priority.
FRBNY staff also urged benchmarking to improve the banking
data and a study of off-balance-sheet items, such as derivatives, to
determine their effects on balance-of-payments flows.  Treasury
Department staff believe improvements are needed in the cover-
age of derivatives transactions, commercial paper, and zero-cou-
pon issues.

Both BEA and FRBNY staff maintained that corporations and
financial institutions need to be held responsible for reporting
through legal fines and greater efforts to ensure that they are
aware of their reporting obligations.

DATA FILERS:  TIC REPORTING SYSTEM

The panel received detailed responses to its canvass from six
internationally active banks and securities firms that file reports
in the TIC system.  The panel subsequently met with more than
20 representatives from large commercial and investment banks
and securities firms.  Respondents indicated that they file B forms
(for reporting claims and liabilities by banks, brokers, and dealers)
and S forms (for reporting purchases and sales of long-term securi-
ties).  None files C forms for nonbank reporting.

There is wide agreement among respondents that the current
forms and instructions are difficult to follow and that a general
discussion, in lay terms, of the objectives and specific uses of the
reported data would help filers to understand the importance of
the data and the need for their compliance with the reporting
requirements.  In addition, respondents would like the FRBNY
and the Treasury Department to ensure that reporting guidance
given to individual reporting institutions is consistent and that
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examples of how new transactions should be reported are included
in the filing instructions.

Respondents pointed out that the TIC forms are not a standard
size, making them cumbersome not only to handle, but also to
file and photocopy, and they recommended standardizing the size
of the different TIC reports.  Also, they noted that since some
banks are allowed to submit modified reports, such options should
be made known to all filers.

Respondents asserted that the existing TIC reporting system is
not cost-effective.  Filers are often queried by FRBNY on the data
filed; they, in turn, need to work with various units of their orga-
nizations to respond to the FRBNY’s inquiries, creating a hidden
reporting burden not addressed by the U.S. Office of Management
and Budget when it authorized the reporting requirement.  Re-
spondents claimed that discrepancies are often due to different
interpretations by FRBNY and filers of what data should be in-
cluded.  Both FRBNY and filers spend an inordinate amount of
time and resources in reconciling their differences.  Respondents
believe that discrepancies could be drastically reduced if there
were clearer instructions and an understanding of the purpose of
the data.  Respondents want to understand what the Treasury and
Federal Reserve need to know and why.  Furthermore, respon-
dents pointed out that the consolidation of data from numerous
internal reports and the internal reconciliation process used by
the filers can lead to significant rounding of figures.  They as-
serted that many questions raised by the FRBNY relate solely to
such rounding differences.

The filing of forms generally involves two basic processes.  First,
data are extracted from various internally generated computer re-
ports, either from different accounting systems or from different
submitting departments.  Then the data are manipulated so that
they are in the form that FRBNY requires.  Because of the com-
plexity of the forms, this identification and manipulation of data
is at least partly manual.  Methods used to complete the forms
include consolidating information from different departments and
areas, such as the general ledger and demand deposit system, into
a final spreadsheet report; having each submitting department utilize
its own system to accumulate necessary data; and using automa-
tion involving computer mainframe and personal computer appli-
cations.
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SOURCES OF ERRORS AND OMISSIONS

According to respondents, all areas of the reporting system are
vulnerable to errors or omissions when the forms are being com-
pleted.  This is especially true, however, because the data are, at
least in part, manually identified and manipulated.  Although re-
spondents indicated that most errors are detected by routine in-
ternal controls before filing, problems occur if items are coded
incorrectly in internal systems, if units in a financial institution
are unaware of the need to report certain items, or if there is
difficulty in interpreting the instructions for handling specific situ-
ations.

Determining the occurrence of U.S. transactions abroad can be
especially vulnerable to omissions when they are of only minimal
amounts and infrequently reported by a financial institution.  It is
particularly difficult to maintain accurate and complete reporting
when the units compiling data for the reports are only occasion-
ally called on to identify necessary information.  Because of the
complex manipulation process, there may be omissions in the
information provided to the TIC reporting unit.

The identification of the country of residence for U.S. transac-
tions abroad also poses difficult questions that can generate re-
porting errors.  Most respondents cite problems with three issues
related to country of residence.  First, transactions with multilat-
eral lending institutions, such as the International Bank for Re-
construction and Development (the World Bank) and the Interna-
tional Monetary Fund (IMF), can be miscoded as domestic transactions
and therefore be inadvertently omitted from the reports, since
both of these organizations have U.S. addresses.  Similar errors
can occur if international or regional organizations that carry the
code of the country in which they are domiciled are not manually
adjusted to match the requirements of TIC forms.

Second, transactions with U.S. branches and agencies of foreign
banks and institutions in the United States provide a dilemma for
data filers on several fronts, the first of which is definitional.  In
one instruction (general instruction D,3,d), U.S. offices of foreign
governments are to be considered foreign.  In a later instruction
(general instruction D,4,a), U.S. offices of foreign official banking
institutions are to be considered domestic.  Errors and omissions
can easily result from these conflicting instructions when dealing
with U.S. offices of nationalized or central banks of foreign coun-
tries.  On another front, the operating systems of financial insti-
tutions may use country codes for purposes that conflict with the
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form S definition of foreign customer, making it necessary to identify
and temporarily reclassify U.S. branches of foreign banks each
time an S form is filed.  For example, the New York branch office
of the Reserve Bank of Australia is coded as a U.S. resident for the
purpose of addressing transaction confirmations and other docu-
ments, but it must be classified as foreign for S form reporting.
Another problem with U.S. branches of foreign banks arises be-
cause operating systems of reporting financial institutions may
have limited information, which requires manual identification
and verification.  A system may have been devised to name the
holdings of the bank’s customer (e.g., Bank of Tokyo) and not
distinguish between the New York agency and the parent bank in
Japan.  Even if an address field is incorporated in the operating
system, it does not determine whether U.S. branches and agencies
of foreign banks are acting on behalf of their foreign parent; it
only provides the name of the organization and cites a U.S. or
foreign paying agent.  Thus, it is not known whether the issuer is
the U.S. branch or agency of the foreign bank or the foreign par-
ent.

Third, the TIC instructions require that an individual must
reside in a foreign country for 1 year to be considered a resident of
that country.  This information is difficult for reporting units to
determine.

Entering the correct U.S. dollar amounts is not considered a
significant source of error because these amounts can be checked
by internal systems.  Nonetheless, financial institutions that have
multiple feeder systems—that is, numerous departments contrib-
uting data to be consolidated by the TIC reporting group—are
vulnerable to duplication errors.  Moreover, monthly TIC forms
are now reported in millions of dollars, while the semiannual
forms are required to be reported in thousands:  this difference
often results in reported amounts on semiannual forms being er-
roneously inflated by 1,000.

Errors and omissions can also arise when instructions are not
clear about reporting new types of instruments.  In general, re-
porters are not aware of or are confused about filing requirements.
Examples of financial instruments whose inclusion is often ques-
tioned are certificates of deposits, repurchase agreements (“repos”),
and “other deposit balances.”  There are also certain transactions
whose treatment is not discussed in the instructions but for which
the Federal Reserve banks have verbally indicated the approved
treatment.  For instance, buy- and sell-back trades are to be treated
as repos and resales, according to the verbal instructions of the
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FRBNY, but these transactions are not mentioned in the written
instructions.

Most respondents engage in financial derivative transactions
with foreign entities.  Such off-balance-sheet transactions are not
reported on TIC forms, however, because instructions do not spe-
cifically include derivatives as reportable items.  Instructions for
the BL-1 and BC forms specifically exclude swaps, futures, foreign
exchange forwards, options, and warrants.  One respondent noted
that, to the extent that the transactions create assets and liabili-
ties for the bank, it reports such assets or liabilities on Forms BC
or BL, as appropriate, although another respondent stated that it
reports foreign positions not on TIC forms but on Treasury forms
FC-3 and FC-4.

The respondents did not indicate awareness of private interna-
tional capital transactions not covered in the TIC system and,
understandably, they did not call for additional data to be re-
ported within the system.  Some suggested, however, expanding
the CM, CQ, and CQ-2 forms to capture transactions that bypass
financial intermediaries.

FORM-SPECIFIC PROBLEMS

Many specific sections of the instructions were reported as un-
clear or inconsistent by respondents.  Their comments are listed
in this section by forms.

General

• Instructions are unclear on whether domestic operating sub-
sidiaries (nondepository) of a bank are to be included in the bank
or nonbank reports.

• The treatment of bankers’ acceptances executed by a U.S.
head office on behalf of its foreign branches is unclear.  Because
the foreign office has the claim on the foreign customer, some
banks treat the head office claim as a claim on its own foreign
office.  Because the head office creates the bankers’ acceptance,
other banks treat the claim as a third-party one on a foreign cus-
tomer.  The instructions are unclear regarding the appropriate
classification.

• It is not clear what entities are reportable in the “own for-
eign office” category.  It appears that only transactions with for-
eign branches or majority-owned subsidiaries of the filer are to be
included.  It is not clear whether transactions with other related
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parties are reportable (e.g., a U.S. bank’s liability to a foreign
subsidiary of its parent bank holding company or a foreign branch
of another U.S. bank that is part of the same holding company).

• Claims are not sufficiently defined.  Definitions should be
consistent with other regulatory reports:  for example, the Coun-
try Exposure Report includes accrued interest receivable and long-
term securities.

• The term transaction is defined neither in the TIC form gen-
eral instructions nor in the specific reports.  It is not clear whether
the term is limited to purchases or sales or also applies to conver-
sions, exchanges, etc.

• It is not clear how to report commercial paper issued by a
U.S. subsidiary of a foreign company but guaranteed by the for-
eign parent.  The converse is also not clear.  Informing filers of
the purposes and objectives of the TIC reports could help answer
these kinds of questions.

• The TIC data requirements are often impractical to imple-
ment, since they exceed the capabilities of financial institutions
to capture and report the data.  Generally, a bank’s automated
system(s) is tailored to one set of reporting criteria or classifica-
tions.  The inconsistencies in the TIC reports make it difficult to
construct criteria that can be applied uniformly.

B Forms

• Instructions are confusing regarding mutual funds (BL-2) as
they relate to trust business.

• The terms foreign public borrowers (form BC, column 1) and
foreign official institutions (form BL-1, columns 1 through 3) in
two different reports cover similar institutions (including central
banks).  However, column titles are different for each report, which
causes confusion.  Filers suggest that references to foreign public
borrowers be eliminated and that the entities covered under for-
eign official institutions be expanded to include additional enti-
ties currently included in foreign public borrowers.

• Claims on form BC exclude long-term securities.  Because of
the increased securitization of assets by banks, the distinction
between long-term loans and long-term securities has become blurred.
Consideration should be given to including both classes of assets
on form BC.

• The instructions for form BL-2 are confusing.  The title of
the form refers to custody liabilities to foreigners; however, the
instructions require the reporting of claims on U.S. persons.
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• Form BL-2 instructions (page 2) contain the phrase “financial
claims” but do not define it.

• Form BC requires U.S. banks to report monthly their claims
on foreigners payable in dollars.  Form BQ-1 requires U.S. banks
to report quarterly those same claims and domestic customer claims
on foreigners payable in dollars.  The purpose of having two over-
lapping reports is not clear.

S Form

• The reporting requirements of the S form are difficult to fol-
low.  The title of the S form indicates that the report covers
purchases and sales of long-term securities by foreigners.  How-
ever, the instructions require the reporting of redemptions as pur-
chases or sales.  This seems inconsistent.

• If a stock is purchased from a foreigner, it is to be reported as
a “sale,” and sales are to be reported in the “purchaser” column.
This is because the form is structured from the standpoint of
foreigners.  From the viewpoint of the staff of a domestic report-
ing financial institution, this is confusing.  It is also confusing
when viewed in terms of other TIC reports in the series.

• In completing the S form, the location of a foreign broker
with whom a trade for a U.S. customer is made is said to deter-
mine the “foreign country” line on which the transaction is to be
reported.  This seems to contradict the purpose of the report,
which seems to suggest reporting the issuer.  For example, the
purchase of German securities from a U.K. broker would be re-
ported as a purchase from (sale by) the United Kingdom.

REPORTING BURDEN

Generally, respondents indicated that the 15-calendar-day pe-
riod for filing reports is inadequate.  They note that consideration
should be given to allowing 15 or 20 business days, or 20 calendar
days, for several reasons.

• Operating systems and financial staffs are occupied with other
priorities during the period from the end of one month through
the first 10 business days of the next month.

• Information on the activities of branches located in U.S. pos-
sessions or on subsidiaries located outside the city where the head
office is located is generally mailed to the head office and may
not be available by the reporting deadline.
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• The FRBNY frequently raises questions that relate to the
TIC reports after comparing the TIC data with other reports.  (The
time required of the filers to respond to questions often is longer
than that required for the actual preparation of the reports.)  There
are several issues related to the FRBNY’s telephone inquiries.  For
several reasons, respondents think that much of this questioning
could be eliminated.  Because of time differences, in the cases of
certain transactions, the reports of international branch offices
will not match.  For example, the head office of a bank may
deposit funds with its London branch on the afternoon of Septem-
ber 30.  Because of time differences (London is already closed), the
London branch will not record this transaction until October 1.
In this case, the head office will show a “due” from London on its
BC report for September 30.  However, the London branch will
not report the off-setting “due” to its parent corporation on FR
2502 for September 30, since the transaction did not appear on
the books in London until the following day.  For a branch like
that in London, the fluctuations or differences can be extremely
large.  At present, the FRBNY receives copies of all tickets gener-
ated from foreign official purchases and sales of U.S. long-term
securities, that is, all the information on these transactions re-
quired on the S form.  Reporting by financial institutions on these
transactions should be eliminated, since it poses an unnecessary
reporting burden on filers to report duplicative information.  Dif-
ferences between data on copies of the tickets the FRBNY re-
ceives on foreign official purchases and sales of long-term securi-
ties and information on such transactions submitted by filers on
the S form at times can be attributed to the inclusion of financing
charges in the total amounts of transactions by filers.

Respondents believe that consolidation and elimination of re-
ports could reduce reporting burden.

• Depending on the organizational structure of a bank’s opera-
tions and level of automation, reporting entities frequently expe-
rience difficulty in compiling data at the required consolidation
level (i.e., bank, nonbank, and IBF).  In some instances, it is easier
for financial institutions to submit one consolidated report for
the entire bank holding company than multiple reports.  For other
institutions, filers believe that it is easier to submit data by legal
vehicle, business segment, division, or department.

• Currently, there are ten separate TIC forms applicable to banking
institutions.  Since separate reports are required for at least three
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consolidation levels, this translates into numerous forms, many
of which are prepared manually.  Respondents proposed that long-
term securities be included on the BC form, eliminating the need
for the S form.

• Suggested modifications to the present system that would
reduce the reporting burden without sacrificing what the respon-
dents considered important information included cutting or eliminating
detail (or asking for detailed breakouts in the original forms, rather
than asking for them after the reports have been filed), reporting
less frequently, and modifying the report formats.  Specific sug-
gestions included making semiannual reports data reportable in
millions, if not eliminating them altogether; changing monthly
reports to quarterly ones, consistent with quarterly publication of
the U.S. Treasury Bulletin; and modifying the reporting format to
include all countries in alphabetical order, rather than by hemi-
sphere.

There was no consensus among respondents with regard to electronic
data filing:  some said it is feasible; others said it is not because
there are many different accounting systems in banks and securi-
ties firms and it would be difficult to develop a standardized for-
mat that all could use.  For those respondents who assume they
would not have to change accounting formats, on-time transmis-
sion and CD-ROM are the preferred filing methods.

There are respondents from whom the FRBNY receives dupli-
cate copies of all foreign official purchases and sales of long-term
securities.  Respondents suggest that a system could be estab-
lished whereby financial institutions under such circumstances
would provide the FRBNY with a computer run or tape of all such
transactions into which they have entered.  The FRBNY would
compare its information captured from the duplicate tickets to
the computer run and question the financial institutions about
differences between the two information sources.  Respondents
believe such a system would reduce the burden of unnecessary
reporting while improving data accuracy.

DATA FILERS:  BEA’S SURVEYS OF
U.S. DIRECT INVESTMENT ABROAD

Seven large U.S.-based multinational corporations provided sub-
stantive responses to the panel’s invitation for comments on BEA’s
surveys of U.S. direct investment abroad.

The response was split regarding reporting burden.  Some re-
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spondents stated that the information requested is generally available
from accounting and management records; others indicated that
there are major problems in obtaining it.  The latter respondents
noted, for example, that units preparing reports need to work with
subsidiaries overseas to obtain data not available locally.  Further-
more, they indicated that the BE-10 and BE-11 forms often require
nonaccounting data or data tabulated in ways that are different
from the way they are normally collected by companies (espe-
cially for their reporting to the Securities and Exchange Commis-
sion or the Internal Revenue Service).  All respondents who have
significant financial claims or liabilities with nonaffiliated for-
eign entities indicated that they report them on TIC nonbanking
C forms.

The level of detail requested is at times beyond that in avail-
able records.  Respondents’ comments show that the number of
employee hours required to complete each of the forms varies
widely from company to company.

The experience of one major U.S. multinational corporation—
which is shared by others that have extensive direct investment
abroad—is worth noting.  The corporation estimated that the peri-
odic (i.e., 5-7 years) BE-10 form requires approximately 3 employee-
years to complete the individual forms for its several hundred
foreign affiliates and to consolidate data from the numerous do-
mestic affiliates that qualify.  It noted that it has not been cost-
effective to develop a completely computerized collection system
for the benchmark BE-10 because of its periodic nature; conse-
quently, some manual transmission, completion, and assembly
are required.  The annual BE-11 form requires approximately 1
employee-year to complete individual forms for the several hun-
dred affiliates and to consolidate the records of the numerous
domestic affiliates that qualify.  The BE-11 is submitted on the
company’s own computer-generated forms.  The quarterly BE-577
requires approximately 2 employee-months, to complete each quarter’s
individual forms for the more than 100 foreign affiliates subject
to reporting requirements.  The BE-577 is also submitted on the
company’s own computer-generated forms.  The corporation also
noted that the information needed to complete these BEA forms
is not always available in its U.S. headquarters location.  Gener-
ally, responses to the more detailed questions on forms BE-10 and
BE-11 must be requested from the field:  such items include geo-
graphic allocations of revenues and balance sheet items, as well
as imports and exports into and out of the United States.  This
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information requires the company to establish and maintain a
supplementary data collection system.

The corporation further pointed out that there are difficulties
in reconciling the reporting requirements with the company’s ac-
counting system.  Internal collection of financial data is by indi-
vidual affiliate.  In a number of cases, several affiliates operate in
the same country.  Ownership of these companies by the U.S.
filer can be either direct or indirect.  The reporting of consoli-
dated data to the BEA on several foreign affiliates directly owned
by the U.S. filer would require considerable effort.  In addition,
the corporation indicated that the reporting of branch earnings is
subject to different interpretations.  The annual profit or loss re-
ported by a foreign branch results in an increase or decrease in the
payable (receivable) with the U.S. home office.  The actual trans-
fer of funds offsets this accounting entry.  It is not clear which of
these transactions should be reported in the BE reports.

Furthermore, the corporation noted that matching exports from
the U.S. parent company to its foreign affiliates with records of
imports from the U.S. parent company kept by these foreign affili-
ates becomes difficult because trading companies are used as in-
termediaries in these transactions.  The U.S. exporter does not
always know the final destination of its goods.  Likewise, the
importing foreign affiliate may not record the country of origin in
its purchase records, making a detailed review of its transactions
time-consuming.

Respondents’ suggestions on how to reduce the reporting bur-
den without sacrificing data were both general and specific.  Gen-
eral suggestions included requesting information in a manner con-
sistent with accounting systems, being able to answer questions
by referring to annual reports, and extending the time allowed for
filing.  An example of a specific suggestion was that filers should
not be required to obtain information from foreign entities in
which they have only a minority ownership interest.  Respon-
dents indicated that any reduction in the reporting burden, whether
by following general or specific suggestions, would improve the
quality of data they submit to BEA.

Respondents also noted that improving the clarity of the in-
structions could ease the filing burden.  Cross-referencing, both
between sections of one form and between different forms, would
be helpful.  They added that it would be helpful to explain in the
general instructions the purpose of the data filing, how the data
are tabulated, and what the final publications look like.  The
respondents were not familiar with BEA publications that report
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the data supplied by filers.  None indicated that they use the data
(in large part because they work in accounting offices, not eco-
nomic offices); one requested that copies of the published report
be sent to it.

Some respondents would like to have additional time to file
reports.  Others would like definitions to conform as closely as
possible to accounting practices used in their businesses or re-
quired in submissions to the Securities and Exchange Commis-
sion or the Internal Revenue Service.  Some respondents would
like to file reports in electronic form; others want to continue to
process and file data manually.  A number of respondents pro-
posed higher exemption levels for reporting; they asserted that
this would reduce the reporting burden and cut errors.

DATA FILERS:  BEA’S SURVEYS OF
FOREIGN DIRECT INVESTMENT IN THE UNITED STATES

Substantive responses about BEA’s surveys of foreign direct in-
vestment in the United States were received from four large U.S.
affiliates of foreign firms.  All indicated that they have the infor-
mation available for completion of BEA forms, but none of them
uses (or is familiar with) the resulting statistical output published
by BEA.  Respondents suggested providing more time for filers to
complete reports, restricting inquiries of filers to areas that in-
volve direct investment, and consolidating these reports with other
federal ones that collect the same data.  Some suggested that the
reports be consolidated with other government statistical reports
collecting the “same” data.

Quarterly and annual reports (BE-605, BE-606B, and BE-15) were
commonly recognized as reports filed.  Although most respon-
dents stated that the information requested is generally available
from accounting and management records, they indicated that there
are some items that are so irrelevant that they would not be
tracked were it not for the reporting forms.  In addition, data on
specific locations required on the forms necessitates investigation
because records are not kept on that basis.  The amount of time
required to complete the reports varied.

Most respondents indicated that the instructions are fairly clear
or that sufficient help can be obtained by calling the assistance
number.  They also believe that the coverage is complete.

Respondents indicated that they do not use BEA publications
that report direct investment data.  Respondents who have sig-
nificant financial claims or liabilities with nonaffiliated foreign
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entities indicated that they report them on CQ-1 and CQ-2 forms.
Other comments concerned the term parent company.  A 10 per-
cent investment by a single foreign entity in a U.S. business is
considered a parent company according to BEA filing instructions,
but respondents from companies that have more than 10 percent
foreign ownership stated that they are not affiliates of foreign
parent companies.  Others resented the implication that they are
subsidiaries of foreign companies that own 25 percent of their
common stocks.

DATA USERS

In addition to two large industry groups that expressed the col-
lective views of their members, nearly 40 other respondents pro-
vided comments on the capital account data in the U.S. balance of
payments.  Respondents in the canvass include experienced re-
searchers and policy analysts who fall into four principal groups:
staff of federal agencies or international institutions, academic
users, staff of private financial institutions or research organiza-
tions, and people associated with industry or commerce.  Since
the perspectives of these user groups differ, we report their com-
ments separately, after presenting a few general views that were
shared by most of the respondents.

Overall, users are generally satisfied with the data, although a
considerable number of frequent users would welcome more timely
data (mainly banking and securities data).  These requests were
primarily from private-sector users, who reported that a 3-month
delay in publication makes the data difficult or impossible to use
for market analysis.  Users from U.S. government agencies also
indicated they would like timeliness improved; academic users
were not troubled by current publication schedules.

Users generally believe that improving data comparability among
different sectors of the economy and standardizing data standards
among countries are essential to enhance the usefulness of exist-
ing data.  Users also urged that up-to-date data be provided on the
market value of U.S. holdings of foreign securities.  Some also
recommended categorizing securities data along the format used
by large financial institutions, which group data by country; re-
gion; security type (bonds versus stocks); maturity, and indices of
volume and price; and purposes of investments, differentiating
corporate acquisitions (such as in mergers and acquisitions) and
institutional investment for portfolio reasons.
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FEDERAL AND INTERNATIONAL AGENCY STAFFS

In considering the various types of capital flow data, respon-
dents from federal and international agencies were most familiar
with data on foreign direct investments in the United States, fol-
lowed by U.S. direct investments abroad, and U.S. banks’ claims
on foreigners.  There was little familiarity with data on nonbanks’
international assets (other than securities or direct investments).
Consistent with users’ familiarity with direct investment data,
the most frequently cited data source was the Survey of Current
Business and related Commerce Department publications, followed
by the Treasury Bulletin.  Other than BEA and Treasury Depart-
ment sources, respondents make use of publications from the IMF
and the Organization for Economic Cooperation and Development
(OECD), the balance-of-payments accounts of other countries, and
country exposure reports.

Most of the respondents in this group use the data to prepare
internal reports for the management of their agencies and for other
reports.  In evaluating the published data, most respondents judged
coverage as “good,” a few said “excellent”; accuracy was judged
mainly “good,” a few “excellent,” some “unknown”; timeliness
was judged mainly “good” or “excellent,” but some said “poor”;
and judgments about relevance were divided equally between “good”
and “excellent.”  Respondents noted, however, that the errors and
omissions in the U.S. balance-of-payments accounts are large, that
there is inadequate detail on portfolio data, and that the data are
not available electronically.

There were several suggestions for improvement:  (1) to publish
securities data by categories similar to those used in analyses of
domestic financial markets, that is, to show flows before and after
valuation changes, give more country detail, and use more posi-
tion country data; (2) to provide time-series data; (3) to publish on
a more timely basis; and (4) to make data available electronically,
in the form of diskettes, CD-ROM forms, and other methods.

ACADEMIC AND PUBLIC POLICY RESEARCHERS

Academic and public policy researchers expressed greatest in-
terest in direct investment data, almost equal interest in each of
the other principal categories of capital flows, and least interest
in the more amorphous nonbank portfolio data.  Most described
the quality of the U.S. data as “good”;  a few characterized it as
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“excellent.”  Some, however, consider the country identification
of security holdings to be useless.

The most frequently cited source of data is the Survey of Cur-
rent Business, followed by the Treasury Bulletin.  Also used are
the IMF’s International Financial Statistics and OECD publica-
tions.  Many respondents indicated that they use the data for
general research purposes.  A few mentioned specific projects in-
volving exchange rates, trade, the service sector, valuation of as-
sets and liabilities, and teaching.

Suggestions to augment the data included:  (1) providing cur-
rency details; (2) establishing closer concordance between direct
investment and trade data; (3) publishing data on a more timely
basis; and (4) providing up-to-date market valuations for data on
securities holdings.

USERS IN FINANCIAL INSTITUTIONS

Replies from individuals in financial organizations—banks, se-
curities dealers, and financial research institutions—indicated that
they are especially interested in the data on international transac-
tions in U.S. and foreign securities and, to a lesser extent, in the
data on direct investments.  Most find the quality of the data
“good” in general and “excellent” in some respects; only timeli-
ness was rated “poor.”

Most of these respondents use the data as published in the
Survey of Current Business or Treasury Bulletin, but there is also
considerable dependence on industry sources (for example, Data
Resources Inc.), and the Federal Reserve Board’s flow-of-funds data.
A wide variety of additional data sources was also mentioned,
including publications by the IMF, the OECD, industry and trade
associations, and government of Japan data (in part because they
are not revised).  The principal use of the data is market research
of various kinds.  Other uses mentioned included interest and
exchange rate forecasts, internal planning, and training courses.

This group of respondents also noted that revisions in Treasury
data are difficult to follow over time, and data are not sufficiently
timely.  Among data not now published that would be useful are
more detail on foreign dealings in U.S. government securities,
data on U.S. activities in specific foreign financial markets, sepa-
ration of short-term and long-term transactions, data on joint ven-
tures and mergers, and detailed data on securities held in the U.S.
and foreign portfolios.  Other suggestions for improvement were
to revise data presentation using selected industry presentations
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as models and to provide detailed information on the basis for
revisions in the data.  Most often, respondents recommended pub-
lication on a more timely basis.

USERS IN COMMERCE AND INDUSTRY

Two major industry groups responded to the panel’s canvass.
In both cases the emphasis was on data on inward and outward
direct investments.  One industry group rated the data as “excel-
lent” in most respects and “poor” in none; the other rated the
information generally between “good” and “poor.”  Both industry
groups rely primarily on BEA publications.  In both cases, the data
are used regularly in the preparation of reports, testimony before
Congress, and general policy analysis.  Other data sources used by
these groups include the IMF, the OECD, and European Commu-
nity publications.

Several suggestions were made by these two industry groups:
(1) to standardize industry codes across sectors in the economy;
(2) to standardize country codes among databases; (3) to identify
data on flows pertaining to offshore banking centers; (4) to pro-
vide longer time series for direct investment data; and (5) to fur-
nish industry breakdowns of direct investments in wholesale and
retail trade.

USE OF DATA IN PUBLISHED STUDIES

Our literature search revealed that there are more published
studies using BEA’s information on direct investment than the
Treasury Department’s TIC data on portfolio investment.  Al-
though most of these studies appear in the References and Bibli-
ography, the selected list below (Figures B-1 and B-2) shows them
by topic.
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FIGURE B-1 Selected Published Studies Using BEA Data on For-
eign Direct Investment in the United States and U.S. Direct In-
vestment Abroad

GENERAL

Caves, R.E.
1982 Multinational Enterprise and Economic Analysis.  New York:  Cam-

bridge University Press.
Hufbauer, G.C.

1975 The multinational corporation and direct investment. Pp. 253-319 in P.B.
Kenen, ed., International Trade and Finance:  Frontiers for Research.
New York:  Cambridge University Press.

Stekler, L., and G.V.G. Stevens
1991 The adequacy of direct investment data.  In P. Hooper and J.D. Richardson,

eds., International Economic Transactions.  Chicago:  University of Chi-
cago Press.

Stevens, G.V.G.
1974 The determinants of investment.  Chapter 3 in J.H. Dunning, ed., Eco-

nomic Analysis and the Multinational Enterprise.  London:  George Allen
& Unwin.

SHARE OF DIRECT INVESTMENT ENTERPRISES IN A
MARKET OR THE ECONOMY

Eisner, R., and P.J. Peiper
1988 The World’s Greatest Debtor Nation?  Paper presented to Joint Session of

North American Economics and Finance Association.  New York.
Stekler, L., and G.V.G. Stevens

1991 The adequacy of direct investment data.  In P. Hooper and J.D. Richardson,
eds., International Economic Transactions.  Chicago:  University of Chi-
cago Press.

Ulan, M., and W.G. Dewald
1989 The U.S. Net International Investment Position:  The Numbers Are Mis-

stated and Misunderstood.  Washington, D.C.:  U.S. Department of State.

DIRECT INVESTMENT, TRADE, AND COMPETITIVENESS

Bergsten, C.F., T. Horst, and T.H. Moran
1978 American Multinationals and American Interests.  Washington, D.C.:

The Brookings Institution.
Bloomstron, M., R.E. Lipsey, and K. Kulchycky

1988 U.S. and Swedish direct investment exports.  In R.E. Baldwin, ed., Trade
Policy Issues and Empirical Analysis.  Chicago: University of Chicago
Press.

Kester, Anne Y., ed.
1992 Behind the Numbers:  U.S. Trade in the World Economy.  Panel on

Foreign Trade Statistics, Committee on National Statistics.  Washington,
D.C.: National Academy Press.
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Lipsey, R.E., and I.B. Kravis
1987 The competitiveness and comparative advantage of U.S. multinationals,

1957-1984.  Banca Nazionale del Lavoro Quarterly Review 40(161):147-
165.

Lipsey, R.E., and M.Y. Weiss
1981 Foreign production and exports in manufacturing industries.  The Review

of Economics and Statistics 63(4):488-494.

FORECASTING DIRECT INVESTMENT FLOWS IN
MACROECONOMIC MODELS

Helkie, W., and L. Stekler
1987 Modeling Investment Income and Other Services in the U.S. Interna-

tional Transactions Accounts.  International Finance Discussion Paper
No. 319.  Washington, D.C.:  Board of Governors of the Federal Reserve
System.

DETERMINANTS OF MULTINATIONAL BEHAVIOR

Corbo, V., and O. Havrylyshyn
1982 Production Technology Differences Between Canadian-Owned and For-

eign-Owned Firms Using Translog-Production Functions.  NBER Working
Paper No. 981.  Cambridge, Mass.:  National Bureau of Economic Re-
search.

Courtney, W.H., and D.M. Leipziger
1975 Multinational corporations in LDC’s: the choice of technology.  Oxford

Bulletin of Economic Statistics 37(4):297-304.
Froot, K.A., and J.C. Stein

1989 Exchange Rates and Foreign Direct Investment:  An Imperfect Capital
Markets Approach.  NBER Working Paper No. 2914.  Cambridge, Mass.:
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Country exposure reports, 171, 179
Credit availability, 32, 33
Credit cards, 30, 108, 164, 166
Current accounts, 19, 33, 44-46, 48, 51

and statistical discrepancy, 39, 45-46
Current-cost valuation, 76, 79

D

Data collection systems, 2, 3, 20-22,
37-42, 49, 54, 56-58, 75, 135

federal funding, 56-57
Germany, 155-157, 160-161, 162
Japan, 157-159, 162, 180
U.K., 153-155, 159-160, 161-162
see also Accuracy of data;

Benchmark surveys; Bureau of
Economic Analysis; Country and
currency reporting; Data
coverage; Data filers and
reporters; Data gaps and needs;
Data sources; Electronic data
interchange; Forms; Industry-
level data; International data
exchange; Reporting burden;
Timeliness of data; Treasury
International Capital reporting
system

Data compilers, see Bureau of
Economic Analysis; Department
of the Treasury; Federal Reserve
Bank of New York

Data coverage, 47, 75, 108, 179
BEA direct investment surveys, 60-

61, 103-107, 164
derivatives, 164
nonbank institutions, 88, 90, 91, 164
TIC system, 65, 66, 96-99, 164
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Data filers and reporters, 11, 44, 88,
89, 108-109

BEA direct investment surveys, 60-
61, 62, 102-107, 174-178

delinquent, 59, 80-81, 82
derivatives, 13, 134
exemption levels, 58, 59, 68, 103
TIC system, 12, 13, 65, 66, 96-99,

100-102, 111, 112, 166-174
Data gaps and needs, 2, 3-4, 5-7, 10-12,

20-21, 49, 57, 108-109
derivatives, 3-4, 7, 13-14, 133-134,

135, 166
direct investments, 11-12, 41, 79-

82, 165-166
dollar purchases, 4, 7, 11, 41-42, 88
securities transactions, 83-89, 135,

164, 166
U.S. government transactions, 93-95

Data sources
in balance-of-payments accounts,

45-46
claims and liabilities, 89-93
clearance and settlement systems

as, 108, 137-142, 164, 166
derivatives, 120-121, 133
global custodians as, 11, 14, 85, 87,

87-89, 136-137, 142
see also Treasury International

Capital reporting system
Data uses and users, 44, 165, 178-185

balance of payments, 48-49, 178
direct investment, 76, 179, 180,

181, 182-184
preliminary releases, 80

Data validation and edit checks, 84
capital flows, 73, 74
government transactions, 72, 94
TIC reports, 64, 68, 84

Dealers, see Securities dealers
Delinquent filings, 59, 80-81, 82

by government agencies, 93
Department of Agriculture, 72
Department of Defense, 70, 72
Department of State, 72
Department of the Treasury, 13, 14, 16,

17, 63, 70, 75, 133, 134, 142, 149
benchmark surveys, 11, 67, 84-85,

87, 88-89, 137n
currency monitoring, 11, 88
interagency collaboration, 15, 57-58,

63, 113, 143, 165, 166

and nonbank reporting, 90, 91, 113,
137

see also Treasury International
Capital reporting system

Depository institutions, 64, 96-98, 138-
139

Deregulation, 1, 23, 24, 24-25, 28, 114
Derivatives, see Financial derivatives
Developing countries

capital flight, 25-26
loans, 30, 72, 94

Direct investments, 8, 50-52, 58-59,
75-82

BEA data collection, 6, 8, 11-12, 48,
54, 57-63, 62, 73, 75-82, 102-107,
113, 164, 179

benchmark surveys, 59, 75-76, 113
capital gains and losses, 73
data gaps and needs, 11-12, 41, 79-

82, 165-166
income reporting, 12, 79-81, 82
market and replacement costs, 73
minority ownership, 7, 77-79, 176
real estate, 6, 11, 81-82, 156, 164
reporting burden, 102, 107, 113,

165, 174-178
valuation of, 39, 76, 79
see also Foreign affiliates of U.S.

firms; Multinational companies;
U.S. affiliates of foreign firms

Dividends, 78, 87-88
Dollar exchange rate, 26, 41, 48, 49, 79
Dollar purchases and holdings, 41, 68

data gaps and needs, 4, 7, 11, 41-42,
88

in TIC reporting system, 85
Du Pont, 77

E

Economic conditions, see
Macroeconomic conditions

Economic policies, see Fiscal policies;
Monetary policies; Public
policies

Economies of scale, 80, 136, 137
EDIFACT standard, 14, 15, 15-16, 143-

148
Edit checks, see Data validation and

edit checks
Electronic data interchange (EDI), 14,

15-16, 143-149
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Electronic filing and record-keeping,
109, 136-137, 144-145, 165, 166,
174

Employee Retirement Income Security
Act (ERISA), 137

Employment, 11, 76-77, 78, 82
Equity ownership, 77-78
Eurodollars, 68, 140
European Community, 129, 144
EUROSTAT, 14, 15, 136, 144-146, 148
Exchange rates, 7, 26, 28, 32, 33, 34,

41, 48, 49, 79
and investment position, 73, 79
volatility, 34, 114, 161

Exemption levels, 58, 59, 68, 103
Exporters, 68, 90, 113
Export-Import Bank, 70, 72
Exports, 26, 44, 46, 49, 57, 78
External debt, 5-6, 33, 48, 49, 73-74

valuation of, 39-40

F

FDIC Improvement Act, 109, 133n
Federal Deposit Insurance Corporation

(FDIC), 108, 112, 113, 120, 131
Federal Financial Institutions

Examination Council (FFIEC),
108, 109, 110, 112-113, 131-133

Federal Reserve
banking supervision, 64, 108, 110-111
currency monitoring, 11, 88
and derivatives, 7, 13, 120-121, 131-

132, 133, 134
forms, 108, 110-111, 113
interagency collaboration, 11, 16,

57, 75, 84, 92, 149
national accounting preparation, 46
payment and settlement

mechanisms, 36, 138-139, 142
and TIC reporting system, 54, 57,

63, 169
Federal Reserve Bank of New York

(FRBNY), 13, 14, 40, 41, 57, 75,
85, 133, 140-141, 142, 155

interagency cooperation, 166
nonbank reporting, 90, 91
securities holdings surveys, 84, 85
securities-related income data, 88-89
and TIC reporting system, 11, 12-

13, 63, 64, 68, 88, 100, 101-102,
111, 112, 167, 169-170, 173

Federal Reserve Bulletin, 63, 133
Fedwire, 15, 138-139, 141, 142, 143
Financial Accounting Standards Board

(FASB), 127, 130-131, 132
Financial derivatives, 2, 7, 20, 27, 28,

30, 32, 114-121, 137, 166
in balance-of-payments accounts,

123-124, 125-128
data collection, 13-14, 37, 39, 120-

121, 123-125, 133-134, 164
data gaps and needs, 3-4, 7, 13-14,

133-134, 135, 166
IMF Manual treatment, 127, 128
and market volatility, 7, 34n, 36,

114, 119
regulation and supervision of, 36,

119, 129, 131-134
SNA treatment, 127, 128, 129
TIC reporting, 67, 100, 124-125,

134, 170
valuation of, 36, 121, 123-124
see also Financial forward

contracts; Financial options
contracts; Futures contracts;
Swap contracts; Warrants

Financial forward contracts, 27, 114,
116, 119

Financial institutions, 28, 77
competition with nonbanks, 27-31
as data users, 178, 180-181
securitization of assets, 27-28, 117
see also Banks and banking

services; Foreign financial
centers; Insurance companies;
Mutual funds; Pension funds

Financial options contracts, 20, 27, 36,
67, 114, 115, 129

Fiscal deficits, 26, 33, 46
Fiscal policies, 4-5, 31, 32, 33-34
Flow-of-funds accounts, 38, 46, 48, 180
Foreign affiliates of U.S. firms, 25, 38

BEA data collection, 58-59, 77-78,
103-107, 174-177

Foreign corporations
capital transfers from U.S. firms,

38
commercial paper issues, 30
see also Direct investments;

Foreign affiliates of U.S. firms;
Multinational corporations; U.S.
affiliates of foreign firms; U.S.
parent companies
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Foreign direct investment, see Direct
investments

Foreign Direct Investment and
International Financial Data
Improvements Act, 76, 77

Foreign ownership, 76-77.  See also
Foreign corporations

Forms, 108-109
of banking regulatory agencies, 110-

111, 112-113
of BEA, 60-61, 62, 102-107, 113,

175-178
of Federal Reserve, 108, 110-111,

113
TIC, 12-13, 56, 64, 65, 66, 67-68,

70, 85, 88, 95-101, 111, 164, 166-
172, 174

Forward market, see Financial forward
contracts; Financial options
contracts; Futures contracts;
Warrants

France, deregulation of capital flows,
24

FRBNY, see Federal Reserve Bank of
New York

Futures contracts, 20, 27, 114, 116, 119

G

General Agreement on Tariffs and
Trade, 19

Generally accepted accounting
principles (GAAP), 109, 113

Geographic allocation, see Country
and currency reporting

Germany
data collection system, 155-157,

160-161, 162
deregulation of capital flows, 24
interest rates, 26, 32

Global custodians, 11, 14, 85, 87, 87-
89, 136-137, 142

Globalization of financial markets, 1-2,
19-21

contributing factors, 23-31
and data collection, 2, 3, 20-21, 37-

42
and public policy, 4-5, 20, 31-37

GLOBEX electronic trading system, 27
Grants and aid, 70, 72, 94
Gross domestic product (GDP), 46

Group of Seven, 34n
Group of Thirty, 119, 142n

H

Hedging operations, 20, 28, 29
and derivatives, 27, 36, 114, 116,

117, 126
Historical-cost valuation, 39-40, 76

I

IMF, see International Monetary Fund
Importers, 68, 113
Imports, 44, 46, 57, 78
Inbound surveys, 11, 84, 88
Income on investment, 43, 44, 49, 51,

74
securities holdings, 87-89
for U.S. affiliates of foreign firms,

12, 79-81, 82
Industrial data users, 178, 181
Industry-level data, 12, 76-77, 82
Inflation, 33
Information technologies, 14, 23, 26-

27, 34, 136, 137
Institutional investors, 4-5, 25, 28, 34,

118
surveys of, 12, 85, 88
see also Insurance companies;

Mutual funds; Pension funds
Insurance companies, 20, 24, 25, 28

surveys of, 12, 88
Integration of domestic markets, 20,

25, 26, 119
Interbank deposit markets, 30
Interest rates, 24, 26, 28, 32

and financial derivatives, 36, 114,
120, 121, 123, 127

Intermarket Surveillance Group, 120
Intermediaries, 83, 85

country reporting, 86, 87, 165
TIC reporting, 95, 100, 164

Internal Revenue Service, 177
International Bank for Reconstruction

and Development (World Bank),
129, 168

International Bank Statistics (IBS)
series, 90-91, 180

International Banking Facilities (IBFs),
96-99, 100
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International data exchange, 10, 11, 91,
92-93, 149, 178, 179

comparability and standardization,
16-17, 22, 142, 148, 149-150,
165-166, 178

derivatives, 13-14, 134
International Investment and Trade in

Services Survey Act, 58
International investment position, 5-6,

7, 46, 48, 49, 55-56, 63, 136-137
BEA data collection and

publication, 52, 56, 57n, 73-74
and derivatives, 127, 134

International Monetary Fund (IMF), 16,
19, 42, 51, 63n, 77, 93, 129, 146,
149, 150, 168, 179, 180, 181

Balance of Payments Manual, 10,
58, 89-90, 127, 128, 134

International Bank Statistics (IBS)
series, 90-91, 180

Report on Measurement of
International Capital Flows, 90

reserve position, 70
International Organization of

Securities Commissions, 35n
International reserves, 70, 89-90
International Swap Dealers

Association, 118, 120
Investment advisers, 12, 35, 88
Investments, see Capital flows and

mobility; Direct investments;
Income on investment;
International investment
position; Portfolio investments

Italy, deregulation of capital flows, 24

J

Japan
data collection system, 157-159,

162, 180
deregulation of capital flows, 24
direct investment in U.S., 41, 77, 80
lending to U.S., 30
stock market decline (1991-1992), 34
U.S. securities transactions, 40, 83

L

Latin America, dollar holdings in, 41-
42

Lending, see Loans and lending
arrangements

Liabilities, see Claims and liabilities;
External debt; International
investment position

Liberalization of domestic markets, 1,
19, 24-25, 27

Limited partnerships, 6, 11, 81, 82
Liquidity problems, 2, 35-36, 116-117
Loans and lending activity, 49, 140,

141
to developing countries, 30, 72, 94
offshore, to U.S. firms, 30, 40, 91, 92

M

Macroeconomic conditions, 2, 23, 25-26
direct investment impacts, 11-12,

76-77, 78, 82
and public policy, 4-5, 32-34, 36-37
see also Exchange rates; External

debt; Fiscal policies; Inflation;
Interest rates; Monetary
aggregates; Monetary policies;
Savings

Market stability and disruption, 5, 28,
34, 114

and derivatives, 7, 34n, 36, 114, 119
U.S. stock market crash (1987), 5,

34, 35, 109
Market-value basis, 39-40, 73, 76, 79,

121, 123, 178, 180
Merchandise trade, 8, 43, 44, 45-46, 49,

57, 59, 143-144
Minority ownership, 7, 77-79, 176
Monetary aggregates, 32-33n

and dollar purchases, 4, 11, 41-42, 88
Monetary policies, 31, 32-33, 41, 48,

49, 127
Money managers, 8-9, 12, 34, 85, 88
Money market mutual funds, 28, 29-30
Monthly Consolidated Foreign

Currency Report of Banks (FFIEC
035), 132-133

Mortgages, 30, 117, 124n
Multinational companies, 6-7, 11, 28,

29, 81, 82. See also Direct
investments; Foreign affiliates of
U.S. firms; U.S. affiliates of
foreign firms; U.S. parent
companies
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Mutual funds, 25, 28, 29-30
surveys of, 12, 88, 166, 171

N

National accounts, 3, 38, 46. See also
Balance-of-payments accounts;
Balance sheet of the U.S.
economy; Flow-of-funds
accounts; National income and
product accounts

National Center for Education
Statistics, 57n, 148

National Futures Association, 120
National income and product accounts

(NIPA), 38, 46
New York Clearing House Association,

138, 139, 140
Nonbank institutions, 3, 28, 35, 73,

76, 77, 135
claims and liabilities reporting, 68,

90-92, 113
TIC reporting (C forms), 67, 68, 70,

90, 91, 92, 98-99, 113, 164, 166,
170

see also Brokers; Exporters;
Insurance companies; Investment
banks; Mutual funds; Pension
funds; Securities dealers

Notional value, 121, 122, 123

O

Off-balance-sheet transactions
of banks, 30-31, 132-133, 166
involving commercial paper, 29

Office of Management and Budget
(OMB), 72, 93, 94-95, 148, 167

Office of the Comptroller of the
Currency, 108, 113, 120, 131

Official capital flows, 51
Options, see Financial options contracts
Options Clearing Corporation, 138
Organization for Economic

Cooperation and Development
(OECD), 16, 129, 146, 150, 179,
180, 181

Organization of Petroleum Exporting
Countries, 25

Outbound surveys, 11, 84-85, 87, 88,
137n

Over-the-counter (OTC) contracts and
markets, 27, 36, 118, 121, 124,
138

P

Payments systems, 35, 36, 137-142
Pension funds, 20, 28

international diversification, 25,
28n

portfolio restrictions, 24
surveys of, 8-9, 12, 85, 88, 91, 166

Persian Gulf war pledges, 70, 94
Portfolio investments, 8, 37, 51, 52,

54, 58
German reporting systems, 156-157
hedging and position taking, 28-29
Japanese reporting systems, 158-159
restrictions, 24
TIC reporting system, 54, 56, 58,

63-70, 81, 164
U.K. reporting systems, 160, 162

Preliminary data releases, 80
Prepayments, 117
Price volatility, 28, 34, 114
Private capital flows, 8, 51-52
Production measures

for foreign-owned plants, 11, 76, 77,
78, 82

Public policies, 1-2, 4-5, 31-37, 42
data used by analysts, 178, 179-180
see also Fiscal policies; Monetary

policies

Q

Quality of data, see Accuracy of data;
Data coverage; Data gaps and
needs; Data validation and edit
checks; Delinquent filings;
Timeliness of data

R

Real estate, 6, 11, 81-82, 156, 164
Redemptions, 172
Regulation and supervision, 32, 48,

109, 117
and accounting systems, 109, 113,

171, 175, 177
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of banks, 24, 35, 64, 107-108, 131-
133

and derivatives, 36, 119, 129, 131-
134

see also Deregulation
Regulation Q, 24
Reinvested earnings, 58
Reporting burden, 12-13, 21, 38, 95-

113, 135
BEA direct investment surveys, 102,

107, 113, 165, 174-178
securities holdings, 87, 88
TIC system, 8, 9, 84, 95-102, 165,

172-174
Report on Measurement of

International Capital Flows, 90
Repurchase agreements, 100, 169
Reserves, see Currency reserves;

International reserves
Residential property, 81-82
Resident-nonresident distinctions,

67
Returns, see Income on investment
Risk, see Hedging operations
Rockefeller Center, 6, 41

S

S forms, 64, 67-68, 70, 84, 85, 88, 99,
168-169, 172, 173, 174

Savings, 26, 46, 48, 49
and fiscal policies, 4-5, 33-34

Seagrams, 77
Seattle Mariners, 6, 41
Securities and Exchange Commission

(SEC), 13, 35n, 84, 133, 137
data collection, 35n, 108, 112, 177

Securities dealers, 35, 64, 96-99
Securities holdings, 58, 73

benchmark surveys, 6, 57n, 67, 73,
74, 83, 84-85, 86, 87-88, 166

Securities prices, 34
Securities transactions, 20, 40

country reporting, 67, 83-84, 86, 87,
89, 95, 165

data collection and use, 12, 48-49,
84, 87, 88, 137-142

data gaps and needs, 83-89, 135,
164, 166

of institutional investors, 28
TIC reporting, 56, 64, 67, 70

Securitization of assets, 2, 27-28, 30,
32, 100, 117

Services transactions, 8, 43, 44, 46, 49
Short-term securities, 6, 29-30, 64, 85,

140
TIC reporting, 11, 67, 85, 88, 91,

100, 166
Society for Worldwide Interbank

Financial Telecommunications
(SWIFT), 140, 142, 144, 148

Solvency and insolvency, 2, 35-36,
119

Special drawing rights, 51, 70
Standards, 119, 130, 131
Statistical agencies, 20, 38, 57, 109,

148-149, see also Bureau of
Economic Analysis

Statistical Directive 19, 72, 93, 94-95
Statistical discrepancies, 8, 9, 39, 42,

45-46, 49, 52, 161
Statistical Office of the European

Community (EUROSTAT), 14,
15, 136, 144-146, 148

Survey of Current Business, 48, 179,
180

Swap contracts, 7, 20, 27, 29, 114, 116,
118, 119-120, 121, 123, 126

SWIFT, 140, 142, 144, 148
System of National Accounts (SNA),

127, 128, 129, 134

T

Taxation, 4-5, 25, 33-34, 79
Technological innovations, 1, 11, 14,

23-24, 26-27, 37, 82
and derivatives, 36, 114

Telecommunications, 4, 14, 23, 26-27,
137

TIC, see Treasury International Capital
reporting system

Timeliness of data, 21, 57, 178, 179,
180

balance-of-payments accounts, 164
government agencies’ reporting, 93,

95
Trade surpluses and deficits, 25, 26,

33, 44-45, 154
Treasury Bulletin, 63, 174, 179, 180
Treasury Department, see Department

of the Treasury
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Treasury International Capital (TIC)
reporting system, 8, 54, 56, 57,
69, 164, 181, 185

and accounting systems, 101, 129-
131

consolidation levels, 100-101, 169,
173-174

filers’ understanding of, 100, 167,
171

filing deadlines, 101, 164
forms, 12-13, 56, 64, 65, 66, 67-68,

68, 70, 85, 88, 95-101, 111, 164,
166-172, 174

FRBNY follow-up queries, 101-102,
167, 173

pension fund coverage, 85
real estate holdings in, 11, 81, 82
respondent burden, 8, 9, 84, 95-102,

165, 172-174
short-term securities, 11, 67, 85, 88,

91, 100, 166
Treasury securities, 30, 40-41, 67

U

Uniform Bank Performance Report,
133

Unilateral transfers, 8, 43, 44, 51n, 72
United Kingdom (U.K.), 24, 25

data collection system, 153-155,
159-160, 161-162

deregulation of capital flows, 24,
160

United Nations, 16, 129, 143, 150
U.S. affiliates of foreign firms, 7, 38

banks, 25, 64, 139
BEA data collection, 54, 58, 59, 76-

77, 78-81, 104-107, 177-178
investment income, 12, 79-81, 82
late reporting, 80-81, 82
TIC reporting, 13, 64, 112, 168-169

U.S. government agencies, 57-58, 73,
98, 178, 179

capital flows, 51, 70-72, 93-95

grants and aid, 70, 72, 94
regulatory, 107-108, 109, 131-133
statistical, 20, 38, 57, 109, 148-149
see also Bureau of Economic

Analysis; Department of the
Treasury; Federal Reserve;
Federal Reserve Bank of New
York; Office of Management and
Budget

U.S. parent companies, 7, 54, 58

V

Validation, see Data validation and
edit checks

Valuation of assets, 39-40, 49, 161
by BEA, 39, 76, 79
derivatives, 36, 121, 123-124

Voting securities, 58, 59

W

Warrants, 67, 115-116
World Bank, 129, 168
Writeoff allowances, 73

X

X12 standard, 144

Y

Y-9C reports, 132

Z

Zero-coupon bonds, 100, 166
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