Chapter 10

International Transactions Accounts

10.1. This chapter presents the methodology for statistics published in the InE
ternational Transactions Accounts (ITAs). It includes major sections for the cur
rent account, the capital account, the financial account, and the statistical
discrepancy. Each account and its published components are discussed in the orf2
der they are presented in ITA table 1.2, U.S. International Transactions, Expanded
Detail, shown below. More detailed statistics are published in other tables that
are referenced in this publication and that can also be found on the BEA Web
site.

ITA Table 1.2. U.S. International Transactions, Expanded Detail—Continues

Line Current account
1 |Exports of goods and services and income receipts (credits)
2 Exports of goods and services

3 Goods

4 General merchandise

5 Foods, feeds, and beverages

6 Industrial supplies and materials

7 Capital goods except automotive

8 Automotive vehicles, parts, and engines

9 Consumer goods except food and automotive
10 Other general merchandise

11 Net exports of goods under merchanting

12 Nonmonetary gold

13 Services

14 Maintenance and repair services n.i.e.

15 Transport

16 Travel (for all purposes including education)

17 Insurance services

18 Financial services

19 Charges for the use of intellectual property n.i.e.
20 Telecommunications, computer, and information services
21 Other business services

22 Government goods and services n.i.e.
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ITA Table 1.2. U.S. International Transactions, Expanded Detail—Continues

Line Current account
23 Primary income receipts

24 Investment income

25 Direct investment income

26 Portfolio investment income

27 Other investment income

28 Reserve asset income

29 Compensation of employees

30 | Secondary income (current transfer) receipts

31 |Imports of goods and services and income payments (debits)
32 | Imports of goods and services

33 Goods

34 General merchandise

35 Foods, feeds, and beverages

36 Industrial supplies and materials

37 Capital goods except automotive

38 Automotive vehicles, parts, and engines

39 Consumer goods except food and automotive
40 Other general merchandise

41 Nonmonetary gold

42 Services

43 Maintenance and repair services n.i.e.

44 Transport

45 Travel (for all purposes including education)

46 Insurance services

47 Financial services

48 Charges for the use of intellectual property n.i.e.
49 Telecommunications, computer, and information services
50 Other business services

51 Government goods and services n.i.e.

52 Primary income payments

53 Investment income

54 Direct investment income

55 Portfolio investment income

56 Other investment income

57 Compensation of employees

58 | Secondary income (current transfer) payments
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ITA Table 1.2. U.S. International Transactions, Expanded Detail—Continues

Line Capital account

59 |Capital transfer receipts and other credits
60 [Capital transfer payments and other debits

Financial account

61 |Net U.S. acquisition of financial assets excluding financial derivatives (net increase in
assets / financial outflow (+))

62 Direct investment assets

63 Equity

64 Debt instruments

65 Portfolio investment assets

66 Equity and investment fund shares
67 Debt securities

68 Short term

69 Long term

70 Other investment assets

71 Currency and deposits

72 Loans

73 Insurance technical reserves
74 Trade credit and advances

75 Reserve assets
76 Monetary gold
77 Special drawing rights

78 Reserve position in the International Monetary Fund
79 Other reserve assets

80 Currency and deposits

81 Securities

82 Financial derivatives

83 Other claims

84 |Net U.S. incurrence of liabilities excluding financial derivatives (net increase in
liabilities / financial inflow (+))

85 Direct investment liabilities

86 Equity

87 Debt instruments

88 Portfolio investment liabilities

89 Equity and investment fund shares
90 Debt securities

91 Short term

92 Long term
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ITA Table 1.2. U.S. International Transactions, Expanded Detail—Table Ends

Line Financial account

93 Other investment liabilities

94 Currency and deposits

95 Loans

96 Insurance technical reserves

97 Trade credit and advances

98 Special drawing rights allocations

99 |Financial derivatives other than reserves, net transactions

Statistical discrepancy

100 |Statistical discrepancy

ITA Current Account

10.2. The current account consists of transactions between U.S. residents and
nonresidents in goods, services, primary income, and secondary income. Sources
and methods for each of these major components of the current account are prol@
vided below. Included are descriptions of concepts and coverage, including def
partures from BPM6, key data sources, and estimation methods for each of the
published components.

Goods

Concepts and coverage

10.3. Goods are physical items with ownership rights that can be exchanged
among institutional units through transactions. The production of a good can be
separated from its subsequent sale or resale. Resident-nonresident transactions
in goods include all goods sold, exchanged, donated, or otherwise transferred
from U.S. to foreign ownership and vice versa. The major published components
are general merchandise, net exports of goods under merchanting, and nonmon-
etary gold.

10.4. The ITAs include goods that were produced in previous periods (used
goods and inventories), U.S. exports that were produced in other countries (reexz
ports), and U.S. imports that were produced in the United States (reimports). The
ITAs do not identify how the goods were used, such as for personal consumption,
intermediate consumption, inventories, or gross fixed capital formation.
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Goods
Terms
Major component of the current account that covers commodities for which ownership rights can be established and transferred. Goods are classified as general merchandise, net exports of goods under merchanting, and nonmonetary gold.


Departures from BPM6

10.5. The coverage and presentation of goods closely follow BPM6 recoml
mendations. The most important departure stems from BEA not implementing
the new treatment of manufacturing services on physical inputs owned by others
(“goods for processing”). As explained in Appendix B, lack of adequate source
data prevents BEA from introducing the new treatment at this time.

10.6. Under BEA’s current treatment, a change in ownership is imputed when
goods enter or leave the United States and the value of the goods is included in
goods exports and imports. Under the BPM6 treatment, goods that are sent
abroad for processing without a change in ownership and that are returned to
the United States should be excluded from statistics on trade in goods, and the
processing fee charged by the foreign manufacturing service provider should be
recorded as U.S. imports of services. Similarly, goods that enter the United States
for processing without a change in ownership and that are returned to the counl
try of ownership should be excluded from statistics on trade in goods, and the
processing fee charged by the U.S. manufacturing service provider should be rel
corded as U.S. exports of services.

10.7. In addition, goods sent abroad for processing and subsequently sold
abroad should be recorded as U.S. exports of goods when they are sold, and any
inputs purchased abroad by the U.S. firm and processed abroad should be rel
corded as U.S. imports of goods; the processing fee should be recorded as U.S.
imports of services. Similarly, goods entering the United States for processing and
subsequently sold in the United States should be recorded as U.S. imports of
goods when they are sold, and any inputs purchased in the United States by the
foreign firm and processed in the United States should be recorded as U.S. ex
ports of goods; the processing fee should be recorded as U.S. exports of services.

10.8. Currently, detailed information on the processing fees received and paid
by U.S. firms for manufacturing services and on the underlying goods transacl
tions either are not available in the U.S. statistical system or are not identifiable
in any of the source data. Despite these challenges, BEA continues to conduct rel
search to determine feasible approaches for implementing this treatment.

10.9. In addition, under net exports of goods under merchanting, BPM6 recl
ommends presenting separately merchandise gross flows for goods acquired un-
der merchanting as negative exports in the period the merchant acquires the
goods and merchandise gross flows for goods sold under merchanting as positive
exports in the period the merchant sells the goods. However, source data are not
available for implementing this recommendation. BEA’s source data on merf
chanting transactions reflect the net value of goods that are purchased and sub@
sequently resold abroad and thus assume that the purchase and sale occur in the
same quarter.

Key data sources

10.10. U.S. Census Bureau. U.S. exports to all countries, except Canada, are
compiled primarily from data submitted through the Automated Export System,
as required by law to be filed by exporters or their agents with the U.S. Census
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Bureau. U.S. imports from all countries are compiled primarily from data submit?
ted through the Automated Commercial System, as required by law to be filed by
importers or their agents with U.S. Customs and Border Protection (CBP).

10.11. United States-Canada Data Exchange. For exports to Canada, the
United States substitutes Canadian imports from the United States for U.S. exi
ports to Canada in accordance with a 1987 Memorandum of Understanding
signed by the U.S. Census Bureau, CBP, Canada Border Services Agency, and Stal@
tistics Canada. Similarly, under this Memorandum of Understanding, Canada sub@@
stitutes U.S. imports from Canada for Canadian exports to the United States.

10.12. BEA Survey Data. Statistics for fuel procured in ports by nonresident
ocean and air carriers, which are not included in the Census Bureau data del@
scribed above, are based on data collected on BEA’s surveys of international
transactions in transportation services. Statistics for net exports of goods under
merchanting are based on data collected on BEA’s quarterly and benchmark sur@
veys of international transactions in selected services and intellectual property.

10.13. U.S. Department of Defense. Statistics for transfers of goods under the
Foreign Military Sales program and for goods purchased abroad by U.S. military
agencies are reported quarterly to BEA by the U.S. Department of Defense (DOD),
as required under Office of Management and Budget (OMB) Statistical Directive
No. 19.

Estimation methods

10.14. Statistics for trade in goods in the ITAs are based on monthly trade data
compiled by the U.S. Census Bureau (Census basis data), which are further def
scribed below. BEA makes adjustments to the Census basis data in order to align
them with the coverage, valuation, definitions, and concepts used for the interf
national and national economic accounts. These adjustments, which are applied
separately to exports and imports, are necessary to supplement coverage of the
Census basis data, to eliminate duplication of transactions recorded elsewhere in
the ITAs, to value transactions at market prices, and to include certain changes in
ownership that occur without the goods crossing the U.S. customs boundary.

10.15. Exports of goods consist of general merchandise, net exports of goods
under merchanting, and nonmonetary gold. Imports of goods consist of general
merchandise and nonmonetary gold. Each of these published components is def
scribed below.

10.16. General merchandise. General merchandise covers goods exchanged
between a resident and a nonresident and excludes goods under merchanting
and nonmonetary gold. While transactions in goods that have not changed own[
ership should be excluded from the ITAs according to international guidelines,
BEA is not currently able to identify these transactions to remove them from the
source data it receives from the Census Bureau. (See Departures from BPM6
above for more information.)
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10.17. General merchandise is presented as a single item in the BPM6 stanl
dard components with no proposed standards for classification of goods. HowE
ever, BPM6 encourages presentations according to the priorities of the compiling
economy. In the ITAs, exports and imports of general merchandise are classified
and presented by six broad end-use categories in ITA table 1.2 and by more del
tailed end-use categories in ITA table 2.1. The end-use categories are based on
the detailed Harmonized Commaodity Description and Coding System. (See
“Goods, Census basis” section on Classification.)

10.18. Net exports of goods under merchanting. Merchanting is defined as
the purchase of goods by a resident of the compiling economy from a nonresil
dent combined with the subsequent resale of the same goods to another nonresf
ident without the goods entering the compiling economy. Merchanting
arrangements are often used for international wholesale and retail trade operal
tions, but they may also be used in commaodity dealing and for managing global
manufacturing processes. In principle, for goods shipped under merchanting ar
rangements, purchases and resales are recorded at the time economic ownership
of the goods changes.

10.19. BEA currently measures merchanting as the margin between proceeds
from the sale of the goods and the cost of acquiring the goods sold. Data on this
margin are collected as “net merchanting receipts” on BEA’s surveys of selected
international services transactions and presented as net exports of goods under
merchanting. The Census basis data do not include goods under merchanting bel
cause these goods do not cross the U.S. customs boundary.

10.20. Nonmonetary gold. Nonmonetary gold covers all gold other than mon@
etary gold. (Monetary gold is owned by monetary authorities and is held as a ref
serve asset.) Nonmonetary gold can be in the form of bullion, gold powder, non-
commemorative gold coins, and gold in other unwrought or semi-manufactured
forms. Nonmonetary gold is shown separately from other goods partly because
of its special role in financial markets and partly because most gold transactions
have little to do with current production, consumption, or income.

10.21. In the ITAs, nonmonetary gold reflects the sum of cross-border trade in
nonmonetary gold that is recorded in the Census basis data and transactions bel
tween foreign official agencies and private U.S. residents in foreign official re
serves of gold that are held in the custody of the Federal Reserve Bank of New
York (FRBNY). These latter transactions are not captured in Census basis data but
are added to goods exports and imports through a balance of payments adjust@
ment. Gold that is purchased by foreign official agencies, such as a foreign central
bank, from private entities in the United States and is shipped to the FRBNY for
storage is recorded as an export. Similarly, gold that is purchased by private entil
ties in the United States from foreign official agencies out of stock held at the
FRBNY is recorded as an import.

Goods, Census basis

10.22. Exports consist of shipments of domestic and foreign goods by U.S. resi
idents to foreign residents, involving both commercial and noncommercial trans@
actions. Domestic exports consist of commodities grown, produced, or
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manufactured in the United States and commodities of foreign origin that have
been changed in form or enhanced in value in the United States. Foreign exports
consist of commodities of foreign origin that are substantially in the same condil®
tion when exported as when initially imported into the United States. Exports of
foreign goods are often referred to as reexports.

10.23. Imports consist of shipments of foreign goods and goods of U.S. origin
by foreign residents to U.S. residents, involving both commercial and noncoml
mercial transactions. Goods of U.S. origin include U.S. goods returned and reim@
ports. U.S. goods returned consist of commodities that are not accepted by the
foreign purchaser because of problems such as damage, defects, and incorrect
shipments. Reimports consist of commodities of U.S. origin that are substantially
in the same condition when imported as when initially exported from the United
States.

10.24. Valuation. Exports are valued on a free alongside ship (f.a.s.) basis at
the U.S. port of export. The value of exports at the U.S. port of export is based on
the transaction price, including inland freight, insurance, and other charges ini
curred in placing the goods alongside the carrier at the U.S. port of export. The
value, as defined, excludes the cost of loading the goods aboard the exporting
carrier and also excludes freight, insurance, and charges or transportation costs
beyond the U.S. port of export. Freight, insurance, and charges beyond the U.S.
port of export are assumed to be incurred by the foreign importer.

10.25. Imports are valued on a customs value basis at the foreign port of exa
port. The customs value is the value of imports as appraised by U.S. Customs and
Border Protection in accordance with the legal requirements of the Tariff Act of
1930, as amended. The value is generally defined as the price actually paid or
payable for goods at the foreign port of export, excluding U.S. import duties,
freight, insurance, and other charges incurred in bringing the goods to the United
States. Freight, insurance, and charges beyond the foreign port of export are asZ
sumed to be incurred by the U.S. importer.

10.26. Classification. Exports and imports are organized under several differi
ent commaodity classification systems, including the international Harmonized
Commodity Description and Coding System (Harmonized System) and the end-
use system. BEA primarily uses the end-use classification system, which was crel
ated by the Balance of Payments Division of the former Office of Business Ecol
nomics (BEA’s predecessor) to make it easier to relate changes in goods trade to
changes in production and in consumption.

10.27. The end-use commodity classification system is based on the Harmol2
nized System of commaodity classification, which is an internationally accepted
standard for the commodity classification of internationally traded goods devel
oped under the auspices of the World Customs Organization. The Harmonized
System organizes transactions by the physical nature of commodities and their
stage of processing rather than their end-use. The current U.S. Harmonized SysE
tem consists of approximately 9,000 export commodity categories and 18,000
import commodity categories.
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Free alongside ship (f.a.s.)
Terms
Valuation method used in the U.S. international economic accounts for U.S. exports of goods. Includes domestic trade and transport margins.

Customs value
Terms
Valuation method used in the U.S. international economic accounts for U.S. imports of goods. The value is generally defined as the price actually paid or payable for goods at the foreign port of export, excluding U.S. import duties, freight, insurance, and other charges incurred in bringing the goods to the United States.

Harmonized Commodity Description and Coding System
Terms
Classification system established by the World Customs Organization to secure a high degree of harmony and uniformity across countries in customs data systems. This system is used to classify U.S. trade in goods.

End-use classification system
Terms
System of classification of merchandise trade data developed by BEA for publishing U.S. goods trade statistics according to analytically meaningful categories. It is based on the Harmonized System.


10.28. The broad end-use categories used by BEA and the Census Bureau are
foods, feeds, and beverages; industrial supplies and materials; capital goods exi@
cept automotive; automotive vehicles, parts, and engines; consumer goods
except food and automotive; and “other” goods. Currently, the end-use classifil
cation system includes about 200 subcategories of exports and 200 subcategories
of imports.

Balance of payments adjustments to Census basis data

10.29. As described above, BEA makes adjustments to the Census basis data in
order to align them with the coverage, valuation, definitions, and concepts used
for the international and national economic accounts. These adjustments are disl
cussed below and are also presented in ITA table 2.4, which presents the reconcil®
iation between Census basis data and balance of payments basis data. For both
exports and imports, the largest adjustments are additions for goods procured in
ports by nonresident ocean and air carriers.

Export adjustments

10.30. An addition is made for the value of goods transferred under U.S. For
eign Military Sales contracts. The addition reflects the replacement of data iden
tified as exports under the Foreign Military Sales program in the Census basis
data with data reported to BEA by DOD. The data reported to BEA are more com@
prehensive than the data reported to the Census Bureau. Negative values may
sometimes occur as a result of timing differences for transactions recorded in the
two data sets.

10.31. An addition is made for goods procured in U.S. ports by foreign ocean
and air carriers. At this time, these purchases are limited to fuel, which are not ini
cluded in the Census basis data described above. Estimates are based on a supl
plemental report provided by the Census Bureau and on BEA’s surveys of
international transactions in transportation services.

10.32. An addition is made for the net value of goods under merchanting. This
value reflects the net value of goods that are purchased and subsequently sold
abroad without the goods entering the United States. Because these goods do
not cross the U.S. customs boundary, their value is not recorded in the Census bal
sis data. This adjustment is based on BEA's surveys of international services transf
actions.

10.33. An addition is made for nonmonetary gold not included in the Census
basis data. This involves gold that is purchased by foreign official agencies and is
shipped to the FRBNY where it is held in custody for foreign official accounts. No
export documents are filed for this gold transaction. The adjustment is based on
the monthly average of daily fixings of London gold prices and on data provided
by the FRBNY.

10.34. An addition is made for personal parcels shipped via the U.S. Postal Serf2
vice because Census basis data do not cover these items. The adjustment is
based on a survey of postal operations and estimates by BEA. The counterpart
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entry to this item is included as part of personal transfers in secondary income.
An addition is also made for U.S. mail order shipments to Canada based on data
provided by Statistics Canada.

10.35. A deduction is made for the value of nonwarranty repairs and alteral
tions of foreign-owned equipment repaired or altered in the United States and
subsequently exported. The value of these repairs is combined with data on
equipment repairs from BEA’s surveys of international services transactions and
included in services exports in maintenance and repair services n.i.e. The adjustf
ment is based on Census basis data.

10.36. An addition is made to low-value transactions (estimates below the ref
porting threshold) included in Census basis data to phase in a revised low-value
estimation methodology that was implemented by the Census Bureau beginning
with estimates for 2010. This adjustment is applied to statistics prior to 2010.

10.37. An addition is made for electric energy supplied to Mexico. The adjust?
ment is based on data from Global Trade Information Services, a private data
source.

10.38. An addition is made to raise the value of recorded smart cards to their
full market value from the value of the media—that is, the value of the blank or
unrecorded smart cards. The adjustment is based on Census basis data and is apl
plied beginning with statistics for 2009.

10.39. A deduction is made for exposed motion picture film for sale or rent.
These exports are already included in services exports in charges for the use of in-
tellectual property n.i.e. The adjustment is based on Census basis data.

10.40. A deduction is made for U.S.-owned grain shipped for storage in Cani@
ada and an addition is made for subsequent delivery of U.S.-owned grain from
Canadian warehouses to third countries. The net effect of these adjustments to
total goods exports is zero. These adjustments are based on Census basis data.

Import adjustments

10.41. An addition is made for goods procured in foreign ports by U.S. ocean
and air carriers. At this time, these purchases are limited to fuel, which are not
covered in the Census basis data described above. Data are based on a supplel
mental report provided by the Census Bureau and on BEA’s surveys of internal@
tional transactions in transportation services.

10.42. An addition is made for the value of goods purchased abroad by U.S.
military agencies, which is reported to BEA by DOD. The Census basis data only
include imports of goods by U.S. military agencies that enter the U.S. customs
territory.

10.43. An addition is made for inland freight charges to transport goods from

their point of origin in Canada and in Mexico to the U.S. customs boundary. Im@
ports of goods from all countries should be valued at the customs value—that is,
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the value at the foreign port of export including inland freight charges. For im@
ports from Canada and Mexico, this should be the cost of the goods at the U.S.
border. However, the customs value for imports for certain Canadian and Mexi
can goods is at the point of origin in Canada or Mexico. BEA makes an addition for
the inland freight charges of transporting these goods to the U.S. border to make
the value comparable to the customs value reported for imports from other
countries. The adjustment is based on Census basis data.

10.44. An addition is made for locomotives and railcars imported from Canada
and Mexico, which are not reported on CBP import declarations. The adjustment
is based on data from Statistics Canada and from Global Trade Information Seri2
vices, a private data source.

10.45. An addition is made for nonmonetary gold not included in Census basis
data. This involves gold that is sold by foreign official agencies to private purchas
ers out of stock held at the FRBNY. No import documents are filed for this gold.
The adjustment is based on the average of daily fixings of London gold prices and
data provided by the FRBNY.

10.46. A deduction is made for the value of nonwarranty repairs and alteral®
tions of U.S.-owned equipment repaired or altered abroad and subsequently im
ported into the United States. The value of these repairs is combined with data
on equipment repairs from BEA’s surveys of international services transactions
and included in services imports in maintenance and repair services n.i.e. The ad?
justment is based on Census basis data.

10.47. An addition is made to raise the value of selected non-customized com@@
puter software to its full market value from the value of the medium (such as
CDs, DVDs, and smart cards) on which it is placed, which is the value reported on
U.S. CBP import declarations.

10.48. An addition is made to low-value transactions (estimates below the rel
porting threshold) included in Census basis data to phase in a revised low-value
estimation methodology that was implemented by the Census Bureau beginning
with estimates for 2010. This adjustment is applied to statistics prior to 2010.

10.49. An addition is made for the value of electric energy imported from
Mexico. The adjustment is based on data from Global Trade Information Services,
a private data source.

10.50. A deduction is made for imports of exposed movie film for sale or rent
included in Census basis data. These transactions are already included in services
imports in charges for the use of intellectual property n.i.e. The adjustment is
based on Census basis data.

10.51. A deduction is made for the value of repairs performed abroad on U.S2
owned vessels included in Census basis data. These transactions are already inl@
cluded in services imports in transport. The adjustment is based on Census basis
data.
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Services

Concepts and coverage

10.52. Services consists of transactions arising from productive activities that
change the condition of the consumer or that facilitate the exchange of products
and financial assets. In general, ownership rights cannot be established for ser
vices and their consumption or use cannot be separated from their production.

10.53. Services can be provided to international markets by one of four modes
of supply identified in the World Trade Organization’s General Agreement on
Trade in Services. Modes of supply are discussed in chapter 14. This chapter covi@
ers services provided by the modes of cross-border supply, consumption abroad,
and the presence of natural persons, specifically services suppliers. Excluded
from this chapter is the supply of services via commercial presence, such as by
the affiliates of multinational enterprises. This mode is described in chapter 14.

10.54. Services are classified into nine broad categories that correspond to
standard components in the BPM6 classification scheme. Monthly, quarterly, and
annual statistics are provided for these nine categories. Exports and imports of
services are further classified into subcategories in ITA table 3.1. Detail by type of
service and by partner country in the annual statistics exceeds that in the quar
terly statistics, and the detail in the quarterly statistics exceeds that in the
monthly statistics. (No partner country detail is available for the monthly statis@
tics.)

10.55. In some cases, BEA provides detail beyond the BPM6 standard compol
nents that corresponds with the Extended Balance of Payments (EBOPS) classifiR
cation system published in the Manual on Statistics of International Trade in
Services (MSITS) 2010. Both the BPM6 and EBOPS classification systems are
mainly product-based, which means that they are based on the type of service
rather than the industry or entity that provides the service. However, classificalZ
tions are transactor-based for travel, for the construction component of other
business services, and for government goods and services n.i.e. (not included else-
where).

Departures from BPM6

10.56. The coverage and presentation of services differ in some ways from
BPM6 recommendations. One major departure stems from not implementing
the new treatment of manufacturing services on physical inputs owned by oth@
ers. Under BEA’s current treatment, a change in ownership is imputed when
goods enter or leave the United States and the value of the goods is included in
goods exports and imports. Under the BPM6 treatment, goods that are sent
abroad for processing without a change in ownership and that are returned
should be excluded from trade in goods and the processing fee charged by the
manufacturing services provider should be recorded as trade in services. As ex@@
plained in appendix B, lack of adequate source data prevents BEA from introducl
ing the new treatment at this time. Despite this source data limitation, services
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Modes of supply
Terms
Categories of services transactions developed by the World Trade Organization for compiling statistics related to administration of the General Agreement on Trade in Services.

Partner country
Terms
Country of residence of the counterparty to an international transaction or financial position. Provides the basis for compiling bilateral statistics.

Services
Terms
Major component of the current account that refers to products which are generally intangible and which generally cannot be traded separately as they are generally consumed by the time their production is completed. Services are classified into nine broad categories based on BPM6.


associated with contract manufacturing are partly included in the U.S. internal@
tional economic accounts because a portion of these services is included in the
value of goods exports and imports; however, the services portion cannot be sepl
arately identified.

10.57. Another major departure arises from not implementing the new treat?
ment of implicitly priced financial services. Financial services may involve explicit
charges, margins on buying and selling transactions, asset management fees, or
implicit charges such as financial intermediation services indirectly measured
(FISIM), which represents the margin between interest payable and the reference
rate on loans and deposits. At this time, financial services in the U.S. international
economic accounts exclude FISIM and dealers’ and market-makers’ margins on
buying and selling transactions on financial assets other than bonds. As explained
in appendix B, implementation requires coordinating this new treatment with
that in the national economic accounts and determining how the measurement
of FISIM relates to cross-border monetary interest flows in the international ecol?
nomic accounts. As a result, the services category financial services covers only fi
nancial services with explicit charges, with the exception of implicit fees on bond
transactions measured as the difference between bid and ask prices.

10.58. BEA’s new presentation does not separately include the BPM6 standard
components construction and personal, cultural, and recreational (PCR) services.
However, construction and most components of PCR services are included in the
BEA category other business services. Some components of PCR services are inl
cluded in charges for the use of intellectual property n.i.e. These components inl
clude mass-produced recordings and manuscripts that are purchased or sold
outright or for perpetual use if downloaded, similar products obtained through a
license to use (other than when conveying perpetual use), and the use of other
online content related to audio and visual media. In addition, BEA’s insurance ser-
vices category differs from the BPM6 standard component insurance and pension
services due to a lack of source data for pension services.

Key data sources

10.59. BEA Survey Data. Statistics for several of the ITA services categories are
based largely on data collected on BEA’s quarterly and benchmark services sur?
veys. These services categories include transport; insurance services; financial
services; charges for the use of intellectual property n.i.e.; telecommunications,
computer, and information services; and other business services. These BEA surf2
veys are described in chapter 13.

10.60. U.S. Department of Homeland Security (DHS). Statistics for travel bel
tween the United States and countries other than Canada and Mexico rely on
counts of foreign visitors to the United States from the DHS Office of Immigration
Statistics and U.S. visitors to foreign countries from CBP. Passenger counts are
also used to prepare statistics for parts of transport.

10.61. U.S. Department of Commerce, International Trade Administration, Na-

tional Travel and Tourism Office (NTTO). Estimates for travel rely partly on estil
mates of average expenditure per traveler based on the Survey of International

U.S. International Economic Accounts: Concepts & Methods 10-13



Air Travelers (SIAT) conducted by NTTO. This survey is conducted at U.S. internal?
tional airports for both departures and arrivals.

10.62. U.S. Treasury Department. Estimates for components of financial ser-
vices are based partly on cross-border transactions collected on selected Treasury
International Capital (TIC) forms.

Estimation methods

10.63. Estimation methods vary depending on the services component and
the estimation period. As described above, for many of the services components,
statistics are based on BEA survey data with adjustments for coverage and conl@
cepts. Travel statistics are prepared as the product of the number of travelers and
the average expenditure per traveler. Other components are based on governl
ment administrative data and other sources.

10.64. Definitions and estimation methods for each of the nine broad services
categories published quarterly by BEA are provided below. These categories
closely follow but do not always exactly match the BPM6 standard components
for services. Specific departures from BPM6 are also described below. Services
categories are presented in the same order as in ITA table 3.1. Unless otherwise
noted, descriptions of methods apply to both exports and imports.

10.65. Maintenance and repair services n.i.e. Maintenance and repair serf
vices n.i.e (not included elsewhere) covers maintenance and repair services by
residents of one country on goods that are owned by residents of another couni
try. The repairs may be performed at the site of the repair facility or elsewhere.
Maintenance and repair of ships, aircraft, and other transport equipment are curf
rently included in transport because these transactions cannot be separately
identified in BEA’s source data for transport services. Construction maintenance
and repairs, including renovation, repair, or extension of fixed assets in the form
of buildings, and repairs of railway facilities, harbors, and airfield facilities are inZ
cluded in the construction component of other business services. Computer
maintenance and repairs are included in the computer services component of
telecommunications, computer, and information services.

10.66. Statistics for maintenance and installation are based primarily on BEA
survey data and are supplemented by Census Bureau data on the cross-border
movement of equipment and other goods for repair. The BEA surveys include the
Quarterly Survey of Transactions in Selected Services and Intellectual Property
With Foreign Persons (BE—125) and the Benchmark Survey of Transactions in Sef
lected Services and Intellectual Property With Foreign Persons (BE-120). The
value recorded for maintenance and repair services is the value of the work perfZ
formed, not the gross value of the goods before or after repair. Service values inZ
clude parts or materials supplied by the service provider.

10.67. Transport. Transport consists of transactions associated with moving
people and property from one location to another and includes related support@
ing and auxiliary services. Transport is classified by mode of transport—sea, air,
or other mode—and by what is transported (passengers or freight). Under sea
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transport and air transport, BEA presents port services, which include cargo hani@
dling, storage and warehousing, and other related transport services. BEA does
not separately present the BPM6 standard component of postal and courier seri
vices.

10.68. The primary sources of information are four mandatory BEA surveys of
U.S. and foreign air and ocean carriers; Census Bureau data on U.S. exports and
imports by air; and U.S. Army Corps of Engineers (ACE) data on U.S. exports and
imports by water. Three of the BEA surveys are quarterly (U.S. ocean and air carri
ers and foreign air carriers) and one is annual (foreign ocean carriers). The Census
Bureau data and the ACE data are monthly.

10.69. A variety of methods are used to estimate the transactions covered by
the components of transport. For some components, the transactions are avail®
able from a primary data source, such as a BEA survey. For most components,
however, transactions are estimated using multistep methods that include, for
example, multiplying the volume of goods transported, based on information
from the Census Bureau or ACE, by estimates of freight rates derived from BEA
surveys.

10.70. Freight services are recorded in the U.S. international economic acl@
counts when shipping services are performed by the residents of one country for
residents of other countries. A key convention in estimating freight services is the
assumption that shipping services performed on a country’s goods exports bel
yond its borders are paid for by the importing country. Thus, freight charges for
transporting U.S. exports of goods are included in the U.S. international accounts
as transport exports if the carriers are U.S. residents; if the carriers are foreign
residents, the charges are excluded because the transactions are deemed to be
between foreign residents. Similarly, freight charges for transporting U.S. imports
of goods are included in the U.S. international accounts as transport imports if
the carriers are foreign residents; if the carriers are U.S. residents, the charges are
excluded because the transactions are deemed to be between U.S. residents.

10.71. Sea transport consists of freight services and port services. Freight ser
vices exports include receipts of U.S. vessel operators for transporting U.S. goods
exports to foreign ports and transporting goods between foreign ports. Imports
include U.S. payments to foreign vessel operators for transporting U.S. goods im&
ports from foreign ports to U.S. ports. Port services exports include the value of
goods and services procured by foreign carriers in U.S. ports. Imports include the
value of non-fuel goods and services procured by U.S. carriers in foreign ports.
Purchases of fuel in ports are excluded from transport and included in exports
and imports of goods.

10.72. Sea freight services statistics are primarily based on ACE data on waterf2
borne exports and imports and on BEA’s quarterly survey Ocean Freight Revel
nues and Foreign Expenses of U.S. Ocean Carriers (BE-30). The ACE waterborne
data provides tonnage and value of goods transported, freight and insurance
charges on imports, and the residency of the vessel operator. ACE data cover
both U.S.-flag and foreign-flag vessels providing liner, tanker, and tramp services
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to and from the United States, including transport on the U.S. Great Lakes. The
BE—30 survey covers U.S. ocean carriers’ revenues and tonnage for transporting
U.S. exports to foreign points and revenues for transporting freight between for
eign points.

10.73. Sea freight exports are estimated by multiplying ACE data on export
tonnages carried by U.S.-operated vessels for each type of service (liner, tanker,
and tramp) by corresponding freight rates. Freight rates for liner services are del?
rived from data reported on the BE—30 survey. Freight rates for tanker and tramp
services are based on global rate indexes covering the tanker and dry bulk ship@
ping market provided by the Baltic Exchange. Also included in sea freight exports
are receipts of U.S.-operated vessels from foreign residents for carrying goods bel
tween foreign ports and for operating leases of transportation equipment with
crew for limited periods of time (such as a single voyage) for the carriage of
freight and passengers. These receipts are reported on the BE-30 survey.

10.74. Sea freight imports are estimated by summing ACE data on import
freight and insurance charges received by foreign-operated vessels. An estimate
of insurance payments is removed from the ACE imports data. These data are
captured in BEA's source data for insurance services. Also included in sea freight
imports are payments of U.S.-operated vessels to foreign residents for operating
leases of transportation equipment with crew for limited periods of time (such as
a single voyage) for the carriage of freight and passengers. These payments are
reported on the BE-30 survey.

10.75. Sea port services statistics are based on BEA’s annual survey Foreign
Ocean Carriers’ Expenses in the United States (BE—29), the BE-30 survey, and ACE
data on U.S. waterborne exports and imports. The BE-29 survey covers the exZ
penses incurred by foreign ocean carriers in U.S. ports. These carriers include fori
eign affiliates of U.S. companies that operate vessels for their own accounts. The
BE—30 survey covers the expenses incurred by U.S. ocean carriers in foreign
ports. The ACE waterborne data provides U.S. export and import tonnage by resil
dency of the vessel operator and by type of service (liner, tanker, and tramp)
transported to and from the United States, including transport on the U.S. Great
Lakes.

10.76. Sea port exports are estimated by multiplying ACE data on export and
import tonnages carried by foreign-operated vessels for each type of service by
corresponding per ton port expense rates derived from the BE-29 survey. Sea
port imports are estimated by multiplying ACE data on export and import toni
nages carried by U.S.-operated vessels for each type of service by corresponding
per ton port expense rates derived from the BE—30 survey. Sea port exports and
imports exclude purchases of fuel. Foreign-operated vessels’ purchases of fuel in
U.S. ports are included in exports of industrial supplies and materials and U.S.-opl
erated vessels’ purchases of fuel in foreign ports are included in imports of indus
trial supplies and materials.

10.77. Air transport consists of passenger services, freight services, and port
services. Air passenger services cover the transport of nonresidents by U.S. air
carriers between the United States and foreign countries and between two forf2
eign points (exports), and the transport of U.S. residents by foreign air carriers
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between the United States and foreign countries and between two foreign points
(imports). Air freight services exports cover U.S. air carriers transporting U.S.
goods exports from the United States to foreign points and transporting goods
between two foreign points. Imports cover foreign air carriers transporting U.S.
goods imports from foreign countries to U.S. points. Port services exports include
the value of goods and services procured by foreign air carriers in U.S. ports, and
port services imports include the value of goods and services procured by U.S. air
carriers in foreign ports. Purchases of fuel in ports, however, are excluded from
transport and included in goods exports and imports.

10.78. Air passenger services statistics are compiled separately for Canada
and for all other countries. For countries and areas other than Canada, BEA multi
plies data on the number of travelers by estimates of average air fares. Numbers
of travelers are from the DHS Office of Immigration Statistics and CBP. Average
fares are from surveys of travelers conducted by the U.S. Department of Com[
merce, NTTO. For travel to and from Canada, BEA uses data provided by Statistics
Canada.

10.79. Also included in air passenger services are receipts of U.S. air carriers
for transporting passengers between two foreign points and receipts and pay&
ments from interline settlements. Interline settlement receipts occur when forf2
eign residents purchase tickets on foreign air carriers and transfer to U.S. air
carriers to reach their final destinations. Interline settlement payments occur
when U.S. residents purchase tickets on U.S. air carriers and transfer to foreign air
carriers to reach their final destinations. Estimates for both of these items are
based on data obtained from BEA’s quarterly survey U.S. Airline Operators’ Fori
eign Revenues and Expenses (BE-37).

10.80. Air freight statistics are based primarily on the BE-37 survey and the
Census Bureau’s monthly air export and import data. The BE-37 survey covers
U.S. air carriers’ revenues for transporting U.S. exports to foreign points and for
transporting freight between foreign points. The Census Bureau air freight data
provide export tonnage and import freight and insurance charges by residence of
operator.

10.81. Air freight exports are estimated based on the revenue data reported
on the BE—37 survey. BEA uses ratios derived from transport tonnage information
in the Census Bureau'’s air export data to distribute total U.S. air carriers’ revel
nues to each of the ITA geographic areas. Air freight imports are estimated by
summing Census Bureau data on import freight and insurance charges received
by foreign air carriers. An estimate of insurance payments based on the ACE data
on import tonnage is removed. These transactions are captured in BEA’s source
data for insurance services. U.S. Postal Service receipts from foreign residents for
the transportation of foreign mail, and payments to foreign residents by the U.S.
Postal Service for the transportation of U.S. mail, are included in air freight.

10.82. Air port services statistics are based on BEA’s quarterly survey Foreign
Airline Operators’ Revenues and Expenses in the United States (BE-9) and the
quarterly BE-37 survey. Air port exports are estimated based on reported data
from the BE-9 survey, which covers the expenses incurred by foreign air carriers
in the United States. Air port imports are estimated based on reported data from
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the BE—37 survey, which covers the expenses of U.S. air carriers in foreign count
tries. Air port exports and imports exclude purchases of fuel. Foreign air carrier’s
purchases of fuel in U.S. ports are included in exports of industrial supplies and
materials and U.S. air carriers’ purchases of fuel in foreign ports are included in
imports of industrial supplies and materials in the goods account.

10.83. Other modes of transport includes freight services performed by truck,
rail, and pipeline, and in space, and port services for rail and water transport. Stal
tistics for each of these modes are derived using a variety of sources and methi
ods.

10.84. Truck freight services exports consist of U.S. truck carriers transporting
U.S. exports from the U.S.-Canadian border to points in Canada and for transportz
ing U.S. imports from points in Canada to the U.S.-Canadian border. Imports conl@
sist of Canadian truck carriers transporting U.S. exports from points inside the
United States to the U.S.-Canadian border and for transporting U.S. imports from
the U.S.-Canadian border to points inside the United States. Small adjustments
are made to account for U.S. and Canadian carriers’ receipts for cabotage and
landbridge-type activities. Sources consist primarily of data from the U.S. Departf
ment of Transportation’s Bureau of Transportation Statistics and private sources.

10.85. Rail freight services exports represent revenues of U.S. rail carriers for
transporting (1) Canadian exports to, and imports from, third countries through
the United States, (2) U.S. exports from the U.S. customs frontier to interior destil
nations or to other rail connections in Canada, (3) goods within Canada transi
ported on the U.S. rail carriers’ leased trackage in Canada, and (4) foreign-owned
goods through the United States en route to another foreign country. Imports
represent revenues of Canadian rail carriers for transporting U.S. imports from
third countries through Canada and U.S. goods through Canada en route from
one U.S. point to another. Rail port services represent the expenditures by Canal
dian rail carriers in the United States (exports) and by U.S. rail carriers in Canada
(imports). Sources include the U.S. Department of Transportation’s Surface Transl
portation Board and Statistics Canada.

10.86. Space transport exports represent revenues of U.S. launch service prof
viders for launching foreign-owned satellites into space. Space transport imports
represent revenues of foreign launch service providers for launching U.S.-owned
satellites into space. The primary data source is the U.S. Department of Transporf
tation’s Federal Aviation Administration.

10.87. Pipeline freight exports represent revenues of U.S.-incorporated affili
ates of Canadian pipeline companies for transporting oil and gas, unloaded from
tankers in Portland, Maine, to destinations in Canada. Transportation of oil en
route from one Canadian point to another through pipelines across the northeast
region of the United States is also included. Data are obtained each quarter from
the U.S. affiliates of Canadian companies that provide such services.

10.88. Travel (for all purposes including education). Travel consists of transi

actions involving goods and services acquired by nonresidents while visiting ani
other country. A traveler is defined as a person who stays, or intends to stay, for
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less than one year in a country of which he or she is not a resident or a nonresil
dent whose purpose is to obtain education or medical treatment, no matter how
long the stay. Purchases can be either for own use or for transfer to others. Travel
is a transactor-based component that covers a variety of goods and services, prif
marily lodging, meals, transportation in the country of travel, amusement, enterf
tainment, and gifts. Travel excludes goods for resale, which are included in goods
under general merchandise. Air passenger service for travel between the United
States and other countries is included in transport.

10.89. Travel is further classified between business travel and personal travel.
Business travel covers goods and services acquired by persons whose primary
purpose for travel is for business. It includes goods and services for which busil
ness travelers are reimbursed by their employers. BEA breaks down business
travel into (1) expenditures by border, seasonal, and other short-term workers
and (2) other business travel. Personal travel covers travel for all non-business
purposes. BEA breaks down personal travel into (1) health-related, (2) education-
related, and (3) other personal travel.

10.90. Because of limits on source data for other business travel and other
personal travel, statistics for exports to and imports from Canada and Mexico are
prepared differently than for all other countries. Statistics for Canada and Mexico
are based on data provided by Statistics Canada and the Bank of Mexico.

Business travel

10.91. Expenditures by border, seasonal, and other short-term workers covers
the expenditures on goods and services by foreign residents who commute to
work in the United States, other foreign workers temporarily employed in the
United States, and U.S. residents employed temporarily abroad. Statistics are
based on the earnings of these workers, which are included in compensation of
employees, and on information from the Department of Labor, Bureau of Labor
Statistics (BLS) Consumer Expenditure Survey that BEA uses to estimate the porf
tion of earnings spent.

10.92. Other business travel is estimated as a share of a sub-aggregate meal
sure of travel that excludes travel by cruise, expenditures by travelers whose prif
mary purpose for travel is education or health, and expenditures by border,
seasonal, and other short-term workers. This sub-aggregate measure of travel is
derived by multiplying the number of travelers by a measure of their average ex@
penditures. Numbers of travelers are obtained from the DHS Office of Immigra
tion Statistics and CBP. Baseline average expenditures are obtained from the SIAT,
conducted by the U.S. Department of Commerce, NTTO. Baseline average expenl
ditures are adjusted using supplemental information to account for particular
limitations often faced by expenditure surveys, including underreported spend?
ing. The number of travelers and SIAT data include the country of residency for
foreign travelers to the United States and countries of destination for U.S. travell
ers abroad. The shares used to distribute the sub-aggregate measure of travel
into other business travel and other personal travel are estimated using informal@
tion from the SIAT.
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Personal travel

10.93. Health-related travel is based on periodic updates of a BEA study on
foreign resident medical treatment in the United States and BEA estimates of pay®
ments by U.S. residents who travel abroad to selected countries for medical pur®
poses, such as cosmetic surgery and dental procedures.

10.94. Education-related travel is based on data on the number of U.S. stul@
dents abroad and foreign students in the United States from the Institute for In
ternational Education. Average student expenditures for tuition, room and board,
and living expenses are from the National Center for Education Statistics and BLS.

10.95. Other personal travel is estimated as the sum of cruise fares and a
share of the sub-aggregate measure of travel that excludes travel by cruise, ex?
penditures by travelers whose primary purpose for travel is education or health,
and expenditures by border, seasonal, and other short-term workers. See other
business travel above for the method used to estimate this sub-aggregate and to
distribute it between other personal travel and other business travel. Source data
from DHS and from several private sources are used to estimate cruise fares.

10.96. Insurance services. Insurance services include the direct insurance serf
vices of providing life insurance (including annuities) and nonlife (property and
casualty) insurance, reinsurance, and auxiliary insurance services. Direct insurf2
ance and reinsurance are measured as gross premiums earned plus premium
supplements less claims payable, with an adjustment for claims volatility. Prel
mium supplements represent investment income from insurance reserves attribl
uted to policyholders who are treated as paying the income back to the insurer.
Auxiliary insurance is measured separately and includes agents’ commissions,
brokerage services, insurance consulting services, actuarial services, and other
insurance services. BEA does not include the BPM6 component pension services
due to a lack of source data.

10.97. While premiums and premium supplements are relatively stable,
claims payable, which are subtracted from premiums, can be quite volatile from
guarter to quarter. The resulting measure of insurance services could thus be erf2
ratic, or even negative, in periods of catastrophic events. To deal with fluctuating
loss settlements, insurance services are measured as premiums less claims payel
able adjusted for claims volatility, a concept called “expected losses.” Expected
losses are inferred from the relationship between actual losses and premiums
averaged over six years. An additional adjustment is made for losses related to
certain catastrophic events, which are averaged over 20 years. This treatment rel?
moves much of the volatility in insurance services that can be caused by large
swings in actual losses.

10.98. Expected losses are considered transfers from the policyholders to the
insurance company and are recorded in secondary income as a current transfer.
Claims payable are transfers from the insurance company back to the policyZ
holder and are also recorded in secondary income. An exception to this treatf
ment is for catastrophic losses, which BEA defines as events where the total
impact, insured and uninsured, is greater than one percent of gross domestic
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product. For catastrophic losses, the full amount of the insured loss is entered as
a transfer in the capital account in the quarter in which the event occurs. This
treatment considers the recovery of losses as an increase in financial assets,
rather than an increase in current economic activity that would have been im@
plied if it were combined with regular losses in current transfers. The treatment
also removes a significant source of volatility in the current-account balance.

10.99. Statistics for insurance services are based on BEA survey data and com
pany reports. The BEA surveys include the Quarterly Survey of Insurance Transacl
tions by U.S. Insurance Companies With Foreign Persons (BE-45) and the
Benchmark Survey of Insurance Transactions by U.S. Insurance Companies With
Foreign Persons (BE—140). Direct insurance and reinsurance are estimated sepal
rately. An amount collected on BEA surveys is added for auxiliary services such as
agents’ commissions and insurance brokerage and agency services. Most cross-
border activity occurs in reinsurance where U.S. purchases from foreign reinsur
ance companies greatly exceed foreign purchases of reinsurance from companies
in the United States.

10.100. Financial services. Financial services include financial intermediary
and auxiliary services, except insurance services. These services include those
normally provided by banks and other financial institutions. Services primarily ini
clude those for which an explicit commission or fee is charged; implicit fees for
bond transactions are also included. While BPM6 recommends inclusion of FISIM
and dealers’ and market-makers’ margins on financial instruments, BEA does not
include these components at this time.

10.101. BEA classifies and presents financial services according to the four
components described below:

10.102. Securities brokerage, underwriting, and related services cover com@
mission or fee-based financial services including (1) brokerage services related to
equity services, such as commissions and fees for executing orders to purchase or
sell equities; (2) brokerage services for executing orders to purchase or sell for
wards, futures, options, and swaps and other financial instruments, including
brokerage of foreign currencies, whether conducted on organized exchanges, in
over-the-counter markets, or over Internet and electronic communications netf
works; (3) brokerage services related to debt securities, estimated as implicit fees
for executing orders to purchase and sell bonds; and (4) underwriting and private
placement services for both equities and bonds.

10.103. Financial management, financial advisory, and custody services cover
(1) fees for administering portfolios of cash, securities, financial derivatives, and
other financial instruments; (2) fees for advisory services on mergers and acquisi
tions, commaodity trading services, investment newsletters or investment advice,
and proxy voting advisory services; and (3) custody services (including payments
and settlements services such as mortgage servicing services) and other custody
services.

10.104. Credit card and other credit-related services cover (1) credit card ser?

vices, such as transaction and service fees, interchange fees, and currency-conl@
version fees and (2) credit-related services, such as for establishing and
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maintaining standby letters of credit, arranging mortgages, performing factoring
services, issuing financial guarantees and loan commitments, and arranging or
entering into financial lease contracts.

10.105. Securities lending, electronic funds transfer, and other services cover
(1) amounts received or paid for lending or borrowing securities, arranging loan
terms and conditions, monitoring the value of collateral, providing guarantees
against default, and providing other securities lending services; (2) fees for the
electronic funds transfers of money or financial assets received directly from, or
paid directly to, foreign persons; and (3) other financial services, such as asset
pricing services, check processing fees, and securities or futures clearing and set
tling services.

10.106. Due to disclosure issues, not all of the individual components del
scribed above can be shown separately in the more detailed annual presentation
of services trade. The combined categories, which prevent disclosure of individZ
ual company information, are brokerage services, underwriting services, credit
card and other credit-related services, management services, advisory services,
and other financial services, including securities lending and electronic funds
transfer.

10.107. Statistics for financial services are based primarily on BEA survey data.
The BEA surveys include the Quarterly Survey of Financial Services Transactions
Between U.S. Financial Services Providers and Foreign Persons (BE—-185) and the
Benchmark Survey of Financial Services Transactions by U.S. Financial Services
Providers With Foreign Persons (BE—180). These surveys collect data on cross-
border receipts and payments for the categories of financial services transactions
identified above. Because bonds are generally not traded on a commission or fee
basis, bond transactions are measured by the difference between bid and ask
prices, based on market data from industry sources, multiplied by transactions
volume.

10.108. Charges for the use of intellectual property n.i.e. Charges for the use
of intellectual property n.i.e. include (1) charges for the use of proprietary rights
(such as patents, trademarks, copyrights, industrial processes and designs includ?
ing trade secrets, and franchises) that can arise from research and development
as well as from marketing and (2) charges for licenses to reproduce or distribute
(or both) intellectual property embodied in produced originals or prototypes
(such as copyrights on books and manuscripts, computer software, cinematol@
graphic works, and sound recordings) and related rights (such as for live perfori
mances and television, cable, or satellite broadcast).

10.109. For computer software products, licenses to use, excluding reproducl
tion and distribution, are included in computer services.

10.110. Under BPM6, licenses to use audio-visual and related products, such
as books, movies, and sound recordings, excluding reproduction and distribution,
are included in a BPM6 standard services category called personal, cultural, and
recreational services. However, BEA currently lacks the source data needed to
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present this standard category or to distinguish between licenses to use, reprof
duce, or distribute audio-visual and related products. As a result, all of these
transactions are currently included under charges for the use of intellectual prop
erty n.i.e.

10.111. Under BPM6, outright sales of the outcomes of research and develop
ment such as patents, copyrights, and industrial processes and designs are inl
cluded under research and development services, a component of other business
services, and outright sales of marketing assets such as franchises and tradel
marks are included in the capital account. At this time, however, BEA lacks the
source data needed to distinguish outright sales from licenses to use, reproduce,
or distribute. As a result, all of these transactions are currently included under
charges for the use of intellectual property n.i.e.

10.112. BEA classifies and presents charges for the use of intellectual property
n.i.e. according to the five components described below:

10.113. Rights related to industrial processes and products include license
fees, royalties, and other fees received or paid for the sale or purchase, right to
use, or right to reproduce or distribute intellectual property, including patents,
trade secrets, and other proprietary rights, that are used in connection with, or
related to, the production of goods.

10.114. Rights to computer software include receipts and payments for rights
to distribute general use software and rights to reproduce or use general use
computer software that was made from a master copy. This item includes licensl
ing fees for reproducing copies of general use software for local area network
computer systems.

10.115. Trademarks and franchise fees include receipts and payments for the
rights to sell products under a particular trademark, brand name, or signature
and fees received and paid under business format franchising agreements with
foreign persons.

10.116. Rights to audio-visual and related products include receipts and pay@@
ments for the rights to display, reproduce, or distribute performances and events
pre-recorded on motion picture film and TV tape (including digital recordings); to
record and/or broadcast “live” artistic performances, sporting events, and other
live performances or events; and to perform, broadcast, reproduce, and sell as
CDs, digital music, books (including books and magazines downloaded from the
Internet), etc. or otherwise use copyrighted material and other intellectual propl
erty.

10.117. Payments (or receipts) for the acquisition (or sale) of rights to broad@
cast a major live performance or event, such as the Olympics, often extend over
several years prior to the event. The cumulative amount of payments over all the
years is recorded in the period in which the event is held.
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10.118. Other intellectual property includes intellectual property not classified
in one of the preceding categories such as receipts or payments by communical
tions carriers to secure capacity by indefeasible right of user (IRUs).

10.119. More detailed definitions for these components can be found on
BEA's surveys of transactions in selected services and intellectual property del?
scribed in chapter 13.

10.120. Statistics for charges for the use of intellectual property n.i.e. are
based primarily on BEA survey data. The BEA surveys include the Quarterly Surf
vey of Transactions in Selected Services and Intellectual Property With Foreign
Persons (BE—125) and the Benchmark Survey of Transactions in Selected Services
and Intellectual Property With Foreign Persons (BE—120). Quarterly and bench@@
mark survey data are collected by type of affiliation as well as by type of service.
Exports are the sum of receipts from unaffiliated persons and receipts by U.S.
parents from their foreign affiliates and by U.S. affiliates from their foreign parent
groups. Imports are the sum of payments to unaffiliated persons and payments
by U.S. parents to their foreign affiliates and by U.S. affiliates to their foreign par2
ent groups.

10.121. Telecommunications, computer, and information services. This BPM6
standard component consists of telecommunications services, computer services,
and information services. BEA publishes each component separately.

10.122. Telecommunications services include the broadcast or transmission of
sound, images, data, or other information by electronic means. These services do
not include the value of the information transmitted.

10.123. Computer services consists of hardware- and software-related seri
vices and data processing services. It includes sales of customized software and
related use licenses as well as licenses to use non-customized software with a pel
riodic license fee. This item also includes software downloaded on the Internet,
fees and subscriptions for online gaming, and licensing agreements and end-user
fees associated with downloading applications. Cross-border transactions in non-
customized packaged software with a license for perpetual use are included in
goods.

10.124. Information services includes news agency services, database ser
vices, and Web search portals.

10.125. Statistics for telecommunications, computer, and information services
are based primarily on BEA survey data. The BEA surveys include the Quarterly
Survey of Transactions in Selected Services and Intellectual Property With For
eign Persons (BE—125) and the Benchmark Survey of Transactions in Selected Ser2
vices and Intellectual Property With Foreign Persons (BE—120). Specific
definitions for the survey data items can be found in the BEA surveys described in
chapter 13. Adjustments are made to survey results for computer services transk
actions between the United States and Canada to incorporate counterpart data
from Statistics Canada.
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10.126. Other business services. This category, which is a combination of sevi
eral BPM6 standard components, consists of research and development services,
professional and management consulting services, and technical, trade-related,
and other business services. BEA publishes each component separately.

10.127. Research and development services consist of services associated
with basic and applied research and experimental development of new products
and processes.

10.128. Professional and management consulting services include legal serf
vices, accounting, management consulting, managerial services, public relations
services, advertising, and market research. Included are amounts received by a
parent company from its affiliates for general overhead expenses related to these
services.

10.129. Technical, trade-related, and other business services include architec
tural and engineering services, waste treatment, operational leasing services,
trade-related, and other business services.

10.130. In the U.S. international economic accounts, the definition of other
business services is expanded to include the BPM6 standard component of con-
struction and selected components of the BPM6 standard component of per-
sonal, cultural, and recreational services. These items are included as part of
other business services due to source data limitations for quarterly statistics.
Construction covers the creation, renovation, repair, or extension of structures. It
also includes management of construction projects. The components of personal,
cultural, and recreational services that BEA includes in other business services inl
clude fees to performers, athletes, directors, and producers involved with conl
certs, theatrical and musical productions, sporting events, and similar events for
performing arts, sports, etc., remotely-provided telemedicine services, and onl
line non-travel education.

10.131. Statistics for research and development services, professional and
management consulting services, and technical, trade-related, and other busi
ness services are based primarily on BEA survey data. The BEA surveys include
the quarterly BE-125 and the benchmark BE—120. Specific definitions for the sur
vey data items can be found in the BEA surveys described in chapter 13.

10.132. Government goods and services n.i.e. This BPM6 standard compol
nent covers goods and services supplied by and to enclaves, such as embassies,
military bases, and international organizations; goods and services acquired from
the host economy by diplomats, consular staff, and military personnel located
abroad and their dependents; and services supplied by and to governments that
are not included in other services categories. Services supplied by and to governl
ments are classified to specific services categories when source data permit. Stal@
tistics for government goods and services n.i.e. are based largely on data
provided to BEA by other U.S. government agencies.
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Primary Income

Concepts and coverage

10.133. Primary income represents the return that accrues to institutional
units for their contribution to the production process or for the provision of fi
nancial assets and renting natural resources to other institutional units. The first-
level published components are investment income and compensation of em-
ployees. Investment income is the return on holdings of financial assets and in@
cludes direct investment income, portfolio investment income, other investment
income, and income on reserve assets. Unlike other functional categories, no pril@
mary income accrues to financial derivatives; any amounts that accrue under the
contract are classified as revaluations. Compensation of employees is income for
the contribution of labor inputs to the production process. Cross-border primary
income flows provide a link between gross domestic product (GDP) and gross nal@
tional income (GNI) as GNI equals GDP plus the primary income balance.

10.134. The presentation structure of investment income in the current ac
count is consistent with that for the corresponding financial flows in the financial
account and positions in the International Investment Position (IIP) Accounts. InE
vestment income receipts and payments are classified and presented by func
tional category. ITA table 4.1 presents investment income by functional category
and by instrument type. ITA table 4.2 presents direct investment income by type
and by industry. ITA tables 4.3 and 4.4 present portfolio investment income and
other investment income by sector and by type of instrument.

Departures from BPM6

10.135. The coverage and presentation of primary income closely follow
BPM6 recommendations, particularly in the more detailed ITA tables 4.1-4.4.
One departure is the absence of statistics for other primary income, which conf
sists of rent for the use of natural resources and taxes less subsidies on products
and production. Source data are not available that allow the separation of rental
income from investment income. Cross-border taxes and subsidies on products
and production are rare. In addition, statistics are not provided for investment inf
come attributable to standardized guarantees and pension funds as these finan
cial instruments are not captured in BEA’s source data for international
transactions and positions.

Key data sources

10.136. BEA Survey Data. Statistics for direct investment income receipts and
payments are based largely on data collected on BEA’s quarterly, annual, and
benchmark direct investment surveys. The quarterly surveys collect only inforf
mation needed for the ITAs and the IIP accounts—specifically, information on
income flows between parents and their affiliates as well as related financial
transactions and positions between parents and their affiliates.

10.137. The Quarterly Survey of U.S. Direct Investment Abroad (BE-577) coli

lects quarterly data on U.S. direct investment abroad. The Quarterly Survey of
Foreign Direct Investment in the United States (BE—605) collects quarterly data
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Primary income
Terms
Major component of the current account that represents the return to institutional units for their contribution to the production process or for the provision of financial assets. Consists of investment income and compensation of employees.

Investment income
Terms
Component of the current account that includes income on equity and on debt. Equity income consists of profits (distributed or reinvested) on direct investment and dividends on portfolio stocks. Debt income consists of interest from direct, portfolio, and other investment.

Compensation of employees
Terms
Comprises wages, salaries, and other benefits earned by employees for work performed.


on foreign direct investment in the United States. Each year, the data from the
quarterly surveys are reconciled to the Annual Survey of U.S. Direct Investment
Abroad (BE—11) and to the Annual Survey of Foreign Direct Investment in the
United States (BE—15). Once every five years, the data from the quarterly surveys
are reconciled to the Benchmark Survey of U.S. Direct Investment Abroad
(BE—10) and to the Benchmark Survey of Foreign Direct Investment in the United
States (BE-12).!

10.138. U.S. Treasury Department. Statistics for portfolio investment income
and for other investment income presented in ITA tables 1.1-1.3 and in ITA tables
4.3-4.4 are based partly on resident-nonresident transactions and positions coll
lected monthly on the Treasury International Capital (TIC) S, SLT, C, and B forms
and on the related SHC(A) and SHL(A) annual and benchmark surveys.

10.139. Interest yields on U.S. corporate, federally-sponsored agency, and
Treasury long-term debt securities are the current yields derived from the SHL(A)
survey data and interest yields on long-term foreign debt securities are the cur
rent yields derived from the SHC(A) survey data.

10.140. Federal Reserve Bank of New York. Interest earned on U.S. reserves
and central bank liquidity swaps are provided to BEA.

10.141. International Monetary Fund (IMF). The IMF provides month-end pol
sition data and daily increases and decreases during each month, including interf
est flows, for the U.S. accounts at the IMF. The data include positions and
transactions between the United States and the IMF for the Special Drawing
Rights account and the General Resources (tranche) account and its subaccounts
covering securities, valuation adjustments, and IMF borrowing from the United
States.

10.142. Foreign counterparty. TIC and BEA survey coverage of claims and lial®
bilities of U.S.-resident nonbanking enterprises with foreign-resident banks are
supplemented by reports from the Federal Reserve Board (FRB), the Bank for In&
ternational Settlements, and bilateral statistics from partner country central
banks. These sources provide quarterly data on loans and deposits from the point
of view of the foreign bank counterparties.

10.143. Morgan Stanley Capital International (MSCI), Standard & Poor’s
(S&P), and Merril Lynch Price Indexes. For U.S. equity shares, BEA uses the divill
dend yield from the S&P 500, which is a proxy for the composition of foreign
holdings of U.S. equity shares. For dividends on foreign equity shares, BEA uses
MSCI national and regional dividend yields for developed and emerging markets
matched to the composition of the foreign stocks held by U.S. residents. Dividend

1. Reconciliation of the quarterly and benchmark survey data is described in the Survey oF CurrenT
Business. Reconciliation of data on U.S. direct investment abroad is described in Marilyn Ibarra-
Caton, “Direct Investment for 2009-2012: Detailed Historical-Cost Positions and Related Financial
and Income Flows.” Survey 93 (September 2013): 200-206. Reconciliation of data on foreign
direct investment in the United States is described in Jeffrey H. Lowe, “Direct Investment for
2007-2010: Detailed Historical-Cost Positions and Related Financial and Income Flows.” Survey 91
(September 2011): 50-56.
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yields and equity share price indexes are closely related. Merril Lynch equity price
indexes are used to advance holdings of U.S. and foreign bonds.

10.144. Federal Reserve Board (FRB) and British Bankers Association (BBA).
For representative interest yields on loans and deposits, BEA uses U.S. money
market, Eurodollar market, and foreign money market rates from the FRB and the
BBA. BEA also uses lending rates from the FRB’s “Survey of Terms of Business
Lending” for U.S. dollar-denominated loans, deposits, and trade credit and adZ
vances.

Estimation methods

10.145. Estimation methods vary significantly for the components of investZ
ment income and for compensation of employees. Direct investment income stal
tistics are based largely on data reported on BEA’s direct investment surveys.
Portfolio investment income, other investment income, and reserve asset income
statistics are primarily derived by type of asset and liability as the product of pol
sitions from the 1IP accounts and effective yields. Compensation of employees
statistics are based on a wide variety of sources and methods, including direct rel@
porting by foreign central banks, counterpart statistical organizations, and inter
national organizations, supplemented by estimates from various sources on
numbers of employees and average compensation. These sources and methods
are described below. Unless otherwise noted, descriptions of methods for pri
mary income apply to both receipts and payments.

Direct investment income

10.146. Direct investment income receipts and payments consists of income
received by U.S. and foreign parent companies and affiliates who own assets clash
sified in the direct investment functional category. Income measures the return
that parents and affiliates receive on their equity and debt investments abroad or
in the United States. It consists of the parents’ shares of the earnings and losses
from current operations of affiliates plus interest received and paid on intercom@
pany debt. Income on equity includes both earnings distributed to parent com-
panies and earnings reinvested in affiliates. The inclusion of reinvested earnings
in direct investment income recognizes that the earnings of affiliates are income
to parents, whether or not a portion is reinvested. Interest is income received or
paid on intercompany loans, trade credit, and other forms of debt between rel
lated parties.

10.147. Direct investment income is recorded on an asset/liability basis in the
aggregate statistics. Recording direct investment income on an asset/liability bal
sis is consistent with the recording of income for the other functional categories
in the international economic accounts. It also facilitates balance sheet analysis
and is consistent with other macroeconomic statistics. On an asset/liability basis,
direct investment income statistics are organized according to whether the inl
come is earned on an asset or paid on a liability.

10.148. Direct investment income statistics presented by country or by indusf

try, however, are presented on a directional basis because that basis is better
suited for analyzing certain aspects of direct investment, such as identifying the
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Direct investment
Terms
Functional category for primary income and the financial account of the ITAs and for the IIP accounts that refers to an investment by a resident entity in one economy that represents a lasting interest in an enterprise resident in another economy. The lasting interest implies the existence of a long-term relationship between the direct investor and the enterprise and a significant degree of influence by the investor on the management of the enterprise. Lasting interest is determined by a 10 percent or more ownership share.

Parent companies
Terms
A U.S. parent is a U.S. entity that has a direct investment interest in a foreign business enterprise. A foreign parent is the first entity outside the United States in a U.S. affiliates ownership chain that has a direct investment interest in the affiliate.

Affiliates
Terms
Enterprise that is directly or indirectly owned or controlled by an entity in another country to the extent of 10 percent or more ownership of the voting stock for an incorporated business or an equivalent interest for an unincorporated business.

Asset/liability basis
Terms
Method of presenting direct investment statistics under which the financial flows and positions are organized according to whether the investment relates to an asset or liability without any offsetting adjustments for reverse investment or investment by fellow enterprises. An alternative presentation is the directional principle.

Directional basis
Terms
Method of presenting direct investment statistics under which the financial flows and positions are organized according to the direction of the direct investment relationship (outward vs. inward). Reverse investment and certain types of investment in fellow enterprises are subtracted from gross outward and inward flows and positions. An alternative presentation is the asset/liability principle. The directional principle is used for classifying direct investment flows and positions by partner country and by industry.


foreign countries in which U.S. multinational enterprises (MNEs) invest or the
U.S. industries in which foreign direct investors invest. On the directional basis,
direct investment statistics in the current account are organized according to
whether the direct investment is outward or inward (that is, whether the investor
is a domestic resident or a foreign resident).

10.149. ITA table 1.2 presents direct investment income transactions on an asfl
set/liability basis, while ITA table 1.3, which presents bilateral statistics, presents
direct investment income transactions on a directional basis. ITA table 4.2 presi
ents the translation from the asset/liability basis to the directional basis and also
presents detail on direct investment income by industry of the affiliate.

10.150. On an asset/liability basis, U.S. receipts of direct investment income
measure receipts on direct investment assets, whether those assets are held by
U.S. parents or U.S. affiliates. Similarly, U.S. payments measure payments of di&
rect investment income on liabilities, whether those liabilities are incurred by
U.S. parents or U.S. affiliates. Thus, direct investment income receipts measure
the return on U.S. direct investment assets. In contrast, on a directional basis, di
rect investment income receipts measure the return on U.S. direct investment
abroad—that is, the U.S. parents’ return on their equity and debt investments in
their foreign affiliates. On a directional basis, U.S. payments of direct investment
income measure the return on foreign direct investment in the United
States—that is, the foreign parents’ return on their equity and debt investments
in their U.S. affiliates, plus the return of other members of the foreign parent
group on their debt investments in their U.S. affiliates.

10.151. The published statistics represent the aggregation of income-related
data items reported on BEA direct investment surveys by U.S. MNEs for U.S. di
rect investment abroad and by the U.S. affiliates of foreign MNEs for foreign dil@
rect investment in the United States. The following sections describe the
methods used for each of the direct investment income statistics presented in ITA
tables 1.1, 1.2, 1.3, and 4.1, and for each of the components and classifications
presented in ITA table 4.2.

Income on equity

10.152. Direct investment income on equity represents parents’ shares in the
net income of their affiliates, after provision for income taxes. A parent’s share in
net income is based on its directly held equity interest in the affiliate; a parent’s
directly held debt in the affiliate is not considered in determining the parent’s
share because debt is not an indication of ownership. Debt instruments are, howt
ever, a major component of direct investment. Direct investment income on eqZ
uity is recorded as it accrues, in accordance with the accrual principles of
accounting. Income on equity is recorded before deduction of withholding taxes
on dividends. These taxes are treated as payable by the recipients of such inl
come, even though as an administrative convenience, they may be withheld at
the source.

10.153. Direct investment income on equity measures earnings from producl
tive activities during the current period. This concept of income on equity is
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Multinational enterprises (MNEs)
Terms
Enterprise groups with a direct investor resident in one country that has direct investment enterprises located in one or more other countries. In the U.S. international economic accounts, MNEs consist of parent companies and their affiliated groups.


sometimes referred to as net operating earnings or net operating surplus. Bel
cause income on equity is related to current production, it excludes several items
that may be included in the financial accounting statements of the enterprise. Ex?
amples of such exclusions are (1) parents’ shares of capital gains and losses of aff2
filiates, such as realized or unrealized gains and losses that result from the sale or
other disposition of affiliates’ assets and liabilities; (2) realized gains or losses on
plant and equipment that result from the closures of part or all of a business; (3)
realized gains and losses on the sale or disposition of financial assets including in
vestment securities, except in cases where the affiliate is a market maker; (4)
goodwill impairment; (5) restructuring costs that reflect write-downs or writel®
offs of assets; and (6) gains and losses from changes in the dollar value of foreigni
currency-denominated assets and liabilities, or from the translation of affiliates’
financial statements from local currencies into dollars due to changes in ex@
change rates. These capital gains and losses are, however, included as valuation
adjustments to outstanding assets and liabilities in the IIP accounts.

10.154. A current cost adjustment is made to measure direct investment inl
come on equity at current (replacement) cost in the international economic acl@
counts. The current cost adjustment includes adjustments to the depreciation,
depletion, and exploration and development costs reported in the financial state®
ments of enterprises. These adjustments are made primarily to ensure that these
charges reflect current-period prices and to more closely align income earned in
a given period with charges against income in the same period, as required by
economic accounting principles. The current cost adjustment converts deprecial
tion charges valued for financial accounting purposes at historical cost to a curf
rent (replacement) cost valuation. The adjustment also adds charges for
depletion of natural resources back to the reinvested earnings component of ini
come because these charges are not treated as production costs in the U.S. nal@
tional economic accounts. In addition, the adjustment reallocates expenses for
mineral exploration and development across periods so that they are written off
over their economic lives rather than all at once. Estimates for the adjustments
are available only on a global basis; estimates by country or by industry are not
available due to a lack of appropriate source data.

10.155. The two major components of direct investment income on equity are
dividends and withdrawals and reinvested earnings.

10.156. Dividends and withdrawals are distributed earnings allocated to the
owners of a business for placing funds at the disposal of the business. For corpol@
rations, they represent the payment of dividends to the owners of equity. They
are the returns to the shareholders or owners. Although dividends are notionally
paid out of the current period’s earnings, corporations often smooth the payf
ment of dividends, sometimes paying out more than current operating earnings
by using the surplus earned in earlier periods, other times paying out less than
current operating earnings.

10.157. In addition to dividends from corporations, withdrawals from unincori
porated affiliates, subsidiaries, and branches are included in income on equity.
These entities usually engage in the same type of economic and financial activii
ties and maintain separate financial statements as do corporations, but they are
not legally incorporated. Legally, they cannot distribute income as dividends.
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Current cost adjustment
Terms
Adjustment to earnings that converts depreciation reported for financial accounting purposes to a measure more consistent with economic accounting principles. The adjustment (1) converts depreciation valued at historical cost to current (replacement) cost, (2) adds depletion of natural resources back to earnings for consistency with national economic accounts, and (3) reallocated mineral exploration and development costs across periods so that they are written off over their economic lives rather than all at once.


Nevertheless, the owner, or owners, may choose to withdraw some or all of the
income earned by the enterprise. Some are entities formally organized as trusts,
partnerships, or other institutions that may formally distribute some or all of
their earnings. From an economic point of view, the withdrawal of such income is
equivalent to the distribution of corporate income through dividends and is
treated the same way in the ITAs.

10.158. Exceptional payments by corporations and unincorporated entities to
their shareholders or owners that are made out of accumulated reserves, or from
sales of assets, are not treated as dividends and withdrawals. Such exceptional
payments, sometimes called super-dividends, are treated as withdrawals of eqZ
uity, and are therefore recorded in the financial account. Stock dividends are also
excluded from dividends because they are not considered as a remittance of
earnings, but rather a capitalization of retained earnings and thus a substitution
of one type of equity (capital stock) for another (retained earnings). Liquidating
dividends are also excluded from dividends because they are a return of capital,
rather than a remittance of earnings.

10.159. Dividends are recorded at the time they are either received from or
entered into, intercompany accounts with the affiliate, whichever occurs first.
Withdrawals of income from unincorporated entities are recorded when they are
withdrawn by their owners. Dividends and withdrawals of income are recorded
before the deduction of withholding taxes. These taxes are treated as payable by
recipients of such income.

10.160. Reinvested earnings are the earnings that remain after distributions
have been made to owners of the enterprise. They represent the net savings of
the enterprise in the period. Because reinvested earnings, or net savings, reprel
sent an addition to owners’ capital, an offsetting entry of equal magnitude is
made in the direct investment component of the financial account. The offsetting
entry is presented as reinvestment of earnings, and it is listed separately along
with other equity and intercompany debt as components of owners’ investment
in the enterprise.

10.161. Reinvested earnings are recorded in the period in which they accrue
and are measured after deduction of income taxes charged on the income earned
by the enterprise. Such taxes are payable by the enterprise and not by its owners.
In the aggregate statistics, reinvested earnings are measured after the deprecial
tion of fixed assets has been restated at current (replacement) cost and after the
adjustments to depletion charges and exploration and development costs del
scribed above have been made.

10.162. Reinvested earnings can be negative when a direct investment enterf2
prise has a loss on its operations or the dividends declared in a period are larger
than net earnings in that period. If direct investment generates negative earnl
ings, the entry is shown as negative income receipts by the direct investor.

Interest

10.163. On an asset/liability basis, interest receipts and payments are rel
corded on a gross basis. Interest income that accrues to U.S. parents or U.S. affili
ates from affiliated foreign persons is a receipt and interest income that is paid by
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U.S. parents or U.S. affiliates to affiliated foreign persons is a payment. U.S. direct
investment interest receipts consist of U.S. parents’ receipts of interest from their
foreign affiliates and U.S. affiliates’ receipts of interest from their foreign parent
group, both before the deduction of withholding taxes. Likewise, U.S. interest
payments on direct investment consist of U.S. parents’ interest payments to their
foreign affiliates and U.S. affiliates’ interest payments to their foreign parent
groups.

10.164. On adirectional basis, interest receipts and payments are recorded on
a net basis. Interest is income received by, or credited to, parents on intercom(
pany debt owed to them by their affiliates, less interest paid or credited by par
ents on intercompany debt owed by them to their affiliates, both before the
deduction of withholding taxes. Interest includes net interest on capitalized
leases between parents and affiliates.

10.165. The following table presents an example of the conversion of direct
investment income defined on the asset/liability basis recommended by BPM6 to
the directional basis recommended for classifying direct investment income by
partner country and by industry.

10.166. Interest is recorded on an accrual basis—that is, interest is recorded
as accruing continuously over time to the creditor on the amount of debt outf
standing, in accordance with the principles of accrual accounting. Under the acl
crual basis, as interest accrues, the amount of debt outstanding increases;
accrued interest not yet paid becomes part of the amount of debt owed to the
creditor. What are commonly referred to as interest payments, therefore, are fil
nancial account transactions that reduce the debtor’s existing liability.

10.167. Interest received and paid on debt instruments excludes receivables
and payables on intercompany debt between parents in the finance industry and
affiliated financial institutions. This exclusion derives from the treatment in the fi
nancial accounts of intercompany debt transactions among certain nonbank fi
nancial institutions. Under this treatment, the transactions are classified as
portfolio investment claims and liabilities rather than direct investment claims
and liabilities because the nature of the transactions is related to the underlying
activity of financial intermediation rather than to activity typical of a direct in
vestment relationship. Therefore, the related interest received and paid on the
debt is excluded from direct investment interest and included in portfolio investZ
ment interest. The financial intermediary accounts consist of transactions bel
tween firms in a direct investment relationship where both the U.S. and foreign
firms are classified in the finance industry (excluding insurance) but the firms are
not banks.

10.168. Interest received and paid between affiliated depository institul
tions—banks, bank holding companies, and financial holding companies—are
also excluded from direct investment and combined with these institutions’ ref
ceipts and payments with unaffiliated entities as other investment. The combinal
tion groups together transactions related to the underlying activity of financial
intermediation, regardless of the affiliation of the enterprises. BEA began reclasZ
sifying interest income from positions in permanent debt—debt that is deemed

10-32 U.S. International Economic Accounts: Concepts & Methods



to represent a lasting interest in the institution receiving the funds, such as fund@
ing used for working capital or to finance plant and equipment—between affili
ated banks, bank holding companies, and financial holding companies from direct
investment to other investment starting with 2007. For earlier years, interest in@
come from permanent debt positions remains in direct investment.

Direct Investment Income on the
Asset/Liability Basis and on the Directional Basis

Receipts Millions of dollars
Primary income on direct investment, asset/liability basis 130
Income on equity 100
Dividends and withdrawals 75
Reinvested earnings 25
Interest 30
U.S. parents’ receipts 20
U.S. affiliates’ receipts 10
Less: Adjustments to convert to directional basis 25
U.S. parents’ interest payments 15
U.S. affiliates’ interest receipts 10
Equals: Primary income for outward direct investment (U.S. direct 105
investment abroad), directional basis
Income on equity 100
Dividends and withdrawals 75
Reinvested earnings 25
Interest, net receipts 5
U.S. parents’ receipts 20
U.S. parents’ payments 15
Payments Millions of dollars
Primary income on direct investment, asset/liability basis 90
Income on equity 50
Dividends and withdrawals 30
Reinvested earnings 20
Interest 40
U.S. affiliates’ payments 25
U.S. parents’ payments 15
Less: Adjustments to convert to directional basis 25
U.S. parents’ interest payments 15
U.S. affiliates’ interest receipts 10
Equals: Primary income for inward direct investment (Foreign direct 65
investment in the United States), directional basis
Income on equity 50
Dividends and withdrawals 30
Reinvested earnings 20
Interest, net payments 15
U.S. affiliates’ payments 25
U.S. affiliates’ receipts 10

U.S. International Economic Accounts: Concepts & Methods 10-33



Portfolio investment income

10.169. Portfolio investment income consists of income received by U.S. and
foreign investors who own equity and investment fund shares and debt securi-
ties that are included in the portfolio investment functional category. The pub-
lished components are income on equity and investment fund shares and interest
on debt securities. U.S. portfolio income receipts are income received by U.S. res-
idents who own equity or debt securities issued by foreign governments or busi-
ness enterprises. U.S. portfolio income payments are income paid to foreign
residents who own equity or debt securities issued by the U.S. government, U.S.
federally-sponsored agencies, or U.S. business enterprises.

10.170. Receipts and payments of income on holdings of equity and debt se-
curities are estimated by multiplying average positions owned by investors by
representative dividend or current interest yields. The methods for average posi-
tions and representative yields are described below.

Average positions

10.171. Average positions for U.S. and foreign short-term debt securities and
for negotiable certificates of deposit are based on the positions reported in the
monthly and quarterly TIC B and C forms. Average positions for U.S. and foreign
equity and long-term debt securities are based on data from the monthly SLT.
Prior to December 2011, when the SLT was first used by BEA for income esti-
mates, average positions for U.S. and foreign long-term debt securities were
based on annual and benchmark survey positions from the SHC(A) and SHL(A),
advanced by monthly transactions summed to quarters plus valuation adjust-
ments from indexes of market prices. BEA continues to use these annual and
benchmark surveys to review, and if necessary revise, the average positions that
are based on the SLT.

Interest yields

10.172. For interest on short-term debt securities and on negotiable certifi-
cates of deposit, BEA uses representative U.S. money market and Eurodollar rates
for U.S. dollar-denominated securities. BEA uses foreign money market rates for
foreign-currency-denominated securities. Rates are matched to average positions
estimated for U.S.- and foreign-issued securities and negotiable certificates of de-
posit based on the currency of denomination and the type of instrument.

10.173. Forinterest on long-term debt securities, BEA uses representative cur-
rent yields that reflect coupon interest flows. This current yield is the same mea-
sure used for the U.S. national income and product accounts and it meets IMF
guidelines, which recommend estimating interest on debt securities on a debtor
basis, or the actual coupon payments made by debtors. Current yields are de-
rived based on the annual and benchmark surveys of U.S. and foreign holdings of
long-term debt securities by dividing the reported annual coupon interest by the
market value of the securities to obtain the current yield for the long-term debt
securities reported in the surveys. In order to estimate a quarterly current yield
between annual surveys when income data are not available, the most recent an-
nual current yield is advanced by holding interest income constant and revaluing
the market value of bond holdings by weighted average price indexes.
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Portfolio investment
Terms
Functional category for primary income and the financial account of the ITAs and for the IIP accounts for transactions and positions involving debt or equity securities, other than those included in direct investment or reserve assets. Securities are debt and equity financial instruments that have the characteristic feature of negotiability.

Equity and investment fund shares
Terms
Financial instrument category that includes both equity excluding investment fund shares and investment fund shares.

Debt securities
Terms
Negotiable instruments that serve as evidence of debt including bills, bonds, notes, negotiable certificates of deposit, commercial paper, debentures, asset-backed securities, money market instruments, and similar instruments traded in financial markets.


10.174. For U.S. holdings of foreign bonds, Merrill Lynch price indexes, stated
in dollar terms for six major currencies, are used to advance the market value of
bonds and implicitly the current yields each quarter for both foreign-currency-del
nominated and dollar-denominated bonds. The indexes are weighted by the disZ
tribution of currencies on the latest annual or benchmark survey. For foreign
holdings of U.S. bonds, Merrill Lynch price indexes for U.S. long-term corporate
debt and for Eurobonds (denominated in both U.S. dollars and foreign currencies)
are used to advance the market value of bonds and implicitly the current yields
each quarter.

Dividend yields

10.175. For U.S. holdings of foreign equities, BEA uses market dividend yields
by major country and area. The dividend yields are MSCl index dividend yields
stated in dollar terms. Seven country and two regional indexes are used for devel
oped markets abroad, and one regional index and two indexes derived from sev
eral country indexes are used for emerging markets. The nine developed market
yields are combined to create a weighted average yield for the developed mar
kets. The weighted yield is applied to holdings of foreign equities, averaged over
two quarter-end positions, for all developed countries to estimate dividend rel
ceipts. The three emerging market yields are combined to create a weighted avi
erage yield for emerging markets. The weighted yield is applied to holdings of
foreign equities, averaged over two quarter-end positions, for all emerging marf2
ket countries to estimate dividend receipts. The weights are based on the country
distribution of holdings in the latest annual or benchmark survey.

10.176. For foreign holdings of U.S. equities, the dividend yield is the yield on
the S&P 500 index. It is multiplied by an average of two quarter-end positions,
advanced by monthly holdings and valuation adjustments in U.S. equities, to estiR
mate dividend payments. Only a single index is necessary because the composiZ
tion of holdings in the annual and benchmark TIC surveys is very similar to the
composition of equities included in the S&P 500 index.

Other investment income

10.177. Other investment income consists of income received by U.S. and for
eign residents who own financial assets such as loans, deposits, insurance tech-
nical reserves, and trade credit and advances that are included in the other
investment functional category. The published components are interest and in-
come attributable to insurance policyholders. U.S. other investment income ref
ceipts include income received by U.S. residents on loans to foreign residents,
extensions of trade credit and advances to foreign residents, deposits in foreign
banks, and claims on insurance technical reserves of foreign-resident insurance
companies. U.S. other investment income payments include income paid to forf
eign residents on loans to U.S. residents, extensions of trade credit and advances
to U.S. residents, deposits in U.S. banks, and claims on insurance technical re
serves of U.S.-resident insurance companies.

10.178. Other investment income is a broad category with statistics based on

several sources and methods. Some components are reported on BEA direct
investment surveys or on reports provided by the FRB and by U.S. government
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Loans
Terms
Financial instruments that are established when a creditor lends funds directly to a debtor and that are evidenced by non-negotiable documents. This category includes installment loans, hire-purchase loans, and trade credit finance. Loans also include securities repurchase agreements and financial leases.

Deposits
Terms
Deposits include all claims on deposit-taking institutional units that are represented by evidence of deposit.

Insurance technical reserves
Terms
Reserves for unearned nonlife insurance premiums due to prepayment of premiums and reserves against outstanding nonlife insurance claims.

Trade credit and advances
Terms
Credit extended directly by suppliers of goods and services to their customers and advances for work in progress and prepayment by customers for goods and services not yet provided.


operating agencies under OMB Statistical Directive No. 19. Other components
are derived by multiplying average positions by representative yields.

10.179. Income receipts and payments associated with loans, deposits, and
trade credit and advances for which the U.S. party to the transaction is a business
enterprise are mostly estimated by multiplying average positions held by invesZ
tors by representative interest yields. U.S. financial and nonfinancial business enl
terprises report their claims and liabilities for these types of assets on the TIC B
and C forms. Loans and deposits are reported on both the B and C forms. Trade
credit and advances are separately identified in the TIC system only on the C
forms (form CQ-2).

10.180. Estimation methods are described separately below by type of busi
ness entity or by type of income. Income yields that are used for several compol
nents were described above under major data sources.

U.S. financial enterprises and their U.S. and foreign customers

10.181. Beginning in December 2013, all U.S. financial enterprises reported
positions vis-a-vis affiliated and unaffiliated foreign residents on the B forms with
the exception of pension funds and insurance companies because their positions
with affiliates are defined as direct investment. Thus, the positions reported on
the B forms completely cover other investment positions for financial enterprises
and their U.S. and foreign customers for whose accounts the financial enterprises
also report. Average positions reported on the B forms for U.S. financial enterf2
prises and their customers are multiplied by income yields to obtain the statistics
for other investment income.

10.182. Prior to December 2013 and beginning in February 2003, U.S. banks,
bank and financial holding companies, and securities brokers reported vis-a-vis
affiliated and unaffiliated foreign residents on the B forms, but other financial en
terprises reported on the C forms vis-a-vis only unaffiliated foreign residents. As a
result, the other investment income statistics for this period consist of (1) aver
age positions from the B and C forms for financial enterprises that reported on
these forms multiplied by income yields and (2) income data collected on BEA dil
rect investment surveys for U.S. financial enterprises that were not banks, bank
and financial holding companies, or securities brokers.

10.183. Prior to February 2003, U.S. banks and bank and financial holding
companies reported vis-a-vis affiliated and unaffiliated foreign residents on the B
forms, U.S. securities brokers reported vis-a-vis only unaffiliated foreign residents
on the B forms, and other U.S. financial enterprises reported vis-a-vis only unaffil
iated foreign residents on the C forms. As a result, the other investment income
statistics for this period consist of (1) average positions from the B and C forms
for financial enterprises that reported on these forms multiplied by income yields
and (2) income data collected on BEA direct investment surveys for U.S. financial
enterprises that were neither banks nor bank and financial holding companies.
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U.S. nonfinancial enterprises

10.184. U.S. nonfinancial enterprises report their other investment claims and
liabilities vis-a-vis unaffiliated foreign residents on the C forms. Average positions
from the C forms are multiplied by representative income yields to obtain statisl
tics for other investment income receipts and payments for U.S. nonfinancial en
terprises.

Foreign bank counterparty claims and liabilities on U.S. nonbank firms

10.185. BEA supplements other investment position data for deposits and
loans reported by U.S. nonbank firms on the TIC B and C forms, and for nonbank
financial intermediaries on surveys of direct investment, with counterparty
claims and liabilities from foreign banks. For other investment claims, the supplel
mental foreign data are assumed to represent U.S. deposits placed abroad. Aver
age positions for these supplemental deposits are multiplied by the deposit
income yield to obtain statistics for other investment income receipts attribut?
able to the supplemental deposits. For other investment liabilities, the supplef
mental foreign data are assumed to represent U.S. loans from foreign banks.
Average positions for these supplemental loans are multiplied by the loan inl
come yield to obtain statistics for other investment income payments attribut®
able to the supplemental loans.

Insurance premium supplements

10.186. Other investment income from insurance premium supplements is in@
terest that accrues to the owners of insurance policies from insurance company
reserves that are accumulated from premiums paid by insurance policy owners.
Insurance policy owners benefit from the interest on the reserves through lower
premiums due to the interest insurance companies receive from holding ref
serves. These implicitly charged services are included in the insurance services
component of services, and an offsetting entry is made in other investment inf
come receipts or payments. Statistics for interest paid to foreign policy owners by
U.S. insurance companies and for interest received by U.S. policy owners from
foreign insurance companies are based on BEA’s insurance surveys and industry
data.

U.S. government and central bank assets and liabilities

10.187. U.S. government income receipts earned on outstanding U.S. governi@
ment credits extended to foreign residents are reported quarterly to BEA by U.S.
government operating agencies under OMB Statistical Directive No. 19. Receipts
include capitalized interest, which is reported as having been realized through
the recording of an additional credit utilization, which, in turn, increases principal
indebtedness outstanding. Except for capitalized interest, receipts are recorded
on a cash collection basis or when the debtor delivers goods or services to U.S.
operating agencies. Collections of commitment fees for credits extended by U.S.
government operating agencies are included indistinguishably with these interest
receipts.

10.188. U.S. government debt is mainly in the form of debt securities, so it
does not pay interest to foreign residents on loans, deposits, or trade credit and
advances. The U.S. government does pay interest to the IMF on allocations of
special drawing rights (SDRs), which are reserve-related liabilities on the books of
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the Exchange Stabilization Fund of the U.S. Treasury Department. Monthly rel
ports of interest payments are made available to BEA through the IMF accounting
department.

10.189. Beginning in December 2007, the Federal Reserve Board (FRB) prol
vided dollar funding to foreign central banks through temporary central bank li@
quidity swaps, which do not meet the definition of a reserve asset. Under these
arrangements, foreign central banks sold their currencies to the FRB in exchange
for dollars. The foreign currency received by the FRB remained on deposit at the
foreign central bank until the swap was reversed, creating a U.S. asset that
earned interest. The FRB reports these interest receipts monthly to BEA on a
cash-received basis.

Reserve assets income

10.190. U.S. monetary authorities invest U.S. foreign currency reserves in a valZ
riety of instruments that yield market rates of return and that have a high degree
of liquidity and credit quality. To the greatest extent practicable, the investments
are split evenly between the System Open Market Account of the FRB and the
U.S. Treasury Department’s Exchange Stabilization Fund.

10.191. Asignificant portion of the U.S. monetary authorities’ foreign ex@
change reserves is usually invested on an outright basis in German, French, and
Japanese government securities. A smaller portion of the reserves is usually inl@
vested in euro-denominated repurchase agreements, under which the U.S. monE
etary authorities may accept sovereign debt backed by the full faith and credit of
the following governments: Belgium, France, Germany, Italy, the Netherlands,
and Spain. Foreign currency reserves are also invested at the Bank for Internal?
tional Settlements and in facilities at other official institutions. The FRB reports
these interest receipts monthly to BEA on a cash-received basis.

10.192. U.S. reserve assets also include the U.S. reserve position at the IMF
and SDRs held in the U.S. SDR account at the IMF. The IMF pays interest on these
U.S. assets. Monthly reports of interest receipts are made available to BEA
through the IMF accounting department.

Compensation of employees

10.193. Compensation of employees receipts covers (1) earnings of U.S. resiZ
dents employed temporarily abroad, (2) earnings of U.S. residents employed by
foreign governments in the United States, and (3) earnings of U.S. residents em[
ployed by international organizations in the United States.

10.194. Compensation of employees payments covers (1) Canadian and MexiZ
can workers who commute to work in the United States, (2) foreign students
studying at colleges and universities in the United States, (3) foreign professionals
temporarily residing in the United States, (4) foreign temporary agricultural work?
ers in the United States, (5) foreign temporary nonagricultural workers in the
United States, and (6) foreign nationals working for U.S. diplomatic missions
abroad.
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10.195. Compensation receipts and payments, which are recorded before the
deduction of U.S. and foreign income taxes, are based on a variety of methods
and on source data from foreign statistical authorities, the U.S. Internal Revenue
Service (IRS), and various demographic and labor market data from the U.S. Del?
partment of Agriculture, the U.S. State Department, the U.S. DHS, and the U.S.
Department of Labor.

Compensation receipts

10.196. Earnings of U.S. residents employed temporarily abroad. This item
measures the earnings of U.S. residents employed temporarily abroad. Estimates
for Germany, Canada, and the United Kingdom are based on data from the
Deutsche Bundesbank, Statistics Canada, and United Kingdom Office of National
Statistics, respectively. Estimates of U.S. residents’ earnings abroad for countries
other than Germany, Canada, and the United Kingdom are derived as a share of
total foreign-earned income paid to foreign residents of U.S. taxpayers in each
country. The estimates by country are based on data from the IRS.

10.197. Because the IRS data commingle earnings of U.S. taxpayers who own
equity or debt securities issued by the U.S. government, U.S. federally-sponsored
agencies, or U.S. business enterprises abroad both temporarily (for less than 1
year and are therefore considered U.S. residents) and permanently (with the in®
tent to stay 1 year or more and are therefore not considered U.S. residents), data
from selected countries are used to construct an average proportion of U.S. resi
dents’ earnings from temporary employment to total foreign-earned income of
U.S. taxpayers from both temporary and permanent employment. This average
proportion is applied to the IRS data by country to estimate U.S. residents’ earn
ings from temporary employment abroad and then summed to a worldwide total
for countries other than Canada, Germany, and the United Kingdom.

10.198. Earnings of U.S. residents employed by foreign governments in the
United States. This item measures earnings of U.S. residents employed by foreign
governments in the United States. Earnings are estimated by multiplying the
number of U.S. residents employed by average compensation, with the exception
of Canada, for which Statistics Canada provides an estimate of earnings of U.S.
residents employed by the Canadian government installations in the United
States. Estimates for countries other than Canada are based on various studies
and on data on the number of foreign diplomats in the United States from the
U.S. State Department and estimates of their average compensation.

10.199. Earnings of U.S. residents employed by international organizations in
the United States. This item measures earnings of U.S. residents, including foreign
nationals, employed by international organizations in the United States. Earnings
are estimated by multiplying the number of U.S. residents employed by average
compensation. Estimates are based on direct reporting from international organil@
zations in some cases and from their annual reports in other cases. Foreign nal@
tionals employed by international organizations in the United States are
considered U.S. residents.
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Compensation payments

10.200. Canadian and Mexican workers who commute to work in the United
States. This item measures the compensation of Mexican and Canadian residents
who commute to jobs in the United States. Employment of Mexican workers is
generally limited to the United States-Mexican border area; employment of Call
nadian workers is mostly along the United States-Canadian border. The proximity
of the households to the places of employment permits daily trips to and from
work across the border. Compensation of Mexican workers is based on academic
and other studies and is extrapolated forward each year. Estimates of compensal
tion of Canadian residents working in the United States are based on estimates
provided to BEA by Statistics Canada that are extrapolated forward each year.

10.201. Foreign students studying at colleges and universities in the United
States. This item measures wages earned by foreign students studying in the
United States. Estimates are based on data from an annual survey of about 2,700
accredited U.S. institutions conducted by the Institute for International Education
(IIE). Foreign students are defined as individuals enrolled in institutions of higher
education in the United States who are not U.S. citizens, immigrants, or refugees.
Characteristics of the population used in the estimates include the geographic
area of the college or university, type of institution (public or private), enrollment
status (part-time or full-time), and academic level of the institution. The survey
covers students enrolled in undergraduate programs, graduate programs, and
other programs, which consist of intensive English language programs and non-
degree programs.

10.202. Foreign professionals temporarily residing in the United States. This
item measures the compensation of foreign professionals temporarily residing in
the United States, including artists, athletes, consultants, and teachers. Estimates
are based on data from the U.S. State Department on visas issued to foreign prol
fessionals and average wage rates reported by employers to the U.S. Department
of Labor’s Office of Foreign Labor Certification, supplemented by data on earni@
ings of foreign artists and athletes from the IRS.

10.203. Foreign temporary agricultural workers in the United States. This item
measures the compensation of foreign temporary agricultural workers in the
United States. Estimates cover both documented and undocumented workers
(that is, workers who are in the United States with no work authorization) who
are employed temporarily in the United States to assist in the growing and har@
vesting of crops. The primary residence of these workers is usually Mexico and
other Latin American countries.

10.204. The estimates are based on biennial data from the U.S. Department of
Labor’s National Agricultural Workers Survey (NAWS), H-2A visa counts from the
U.S. State Department visa statistics, and data from the U.S. Department of Agril
culture’s Quarterly Agricultural Labor Survey (QALS). The NAWS, which is based
on interviews with agricultural workers, covers crop workers such as cash grains,
fruits and vegetables, and exclude livestock, poultry, and animal fodder workers.
The QALS is a telephone survey of farm employers conducted four times per year.
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10.205. Foreign temporary nonagricultural workers. This item measures the
compensation of foreign temporary nonagricultural workers in the United States.
Estimates cover both documented and undocumented workers (that is, workers
who are in the United States with no work authorization). The primary residence
of these workers is usually Mexico and other Latin American countries. Compenl
sation is calculated by multiplying the number of foreign temporary nonagricul®
tural workers by their annual employment in hours and their average hourly
wage.

10.206. The number of documented temporary nonagricultural workers is ob®
tained from H—2B visa counts from U.S. State Department visa statistics. The
number of undocumented temporary nonagricultural workers is calculated by
combining an estimate of the undocumented immigrant population in the U.S. ci
vilian labor force based on data from the DHS Office of Immigration Statistics and
the Pew Hispanic Center, with an estimate of the share of those who are tempol@
rary workers based on information from the NAWS.

10.207. Annual employment is estimated at approximately 1,000 hours. The
average wage rate for undocumented workers is based on wage rates for occupal
tions commonly filled by this group and various studies about undocumented
workers. The wage rate for documented workers is based on information on the
occupational distribution of H-2B visa holders from the Office of Foreign Labor
Certification and wage rates from the U.S. Bureau of Labor Statistics for occupal®
tions filled by H-2B visa holders.

10.208. Foreign nationals working for U.S. diplomatic missions abroad. This
item measures the compensation of foreign nationals employed directly by U.S.
diplomatic missions abroad. Estimates are based on data reported to BEA quar
terly by the U.S. State Department.

Secondary Income

Concepts and coverage

10.209. Secondary income presents current transfers between residents and
nonresidents. Capital transfers are presented in the capital account. Unlike an ex
change, a transfer is a transaction in which a good, service, or asset is provided
without a corresponding return of economic value. Current transfers directly af
fect the level of disposable income and savings and influence the consumption of
goods or services in both the donor and recipient countries. Entries for current
transfers in the ITAs offset transactions with nonresidents that involve real rel@
sources or financial assets recorded in the goods, services, income, or financial
accounts.

10.210. Secondary income receipts and payments are further classified and
presented in ITA table 5.1. Both receipts and payments are distinguished bel
tween U.S. government transfers and private transfers. For payments, U.S. gov&l
ernment transfers are classified between U.S. government grants and U.S.
government pensions and other transfers, and private transfers are classified bel
tween personal transfers and other current transfers. U.S. government grants inf
clude both military and nonmilitary assistance. Personal transfers, often referred
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Secondary income
Terms
Major component of the current account that presents current transfers between residents and nonresidents. Unlike an exchange, a transfer is a transaction that provides a good, service, or asset without a corresponding return of economic value (quid pro quo).

Current transfers
Terms
Component of the current account treated as the offset to current economic value acquired or provided without a corresponding return of economic value (quid pro quo).

Capital transfers
Terms
Component of the capital account treated as the offset to financial claims or nonfinancial assets acquired or provided without a corresponding return of economic value (quid pro quo).


to as remittances, consists of amounts sent by U.S. resident individuals to housel
holds abroad. Other current transfers include institutional remittances, withhold®
ing taxes, and an adjustment to insurance services for insurance claims volatility.

Departures from BPM6

10.211. The coverage and presentation of secondary income closely follows
BPM6 recommendations, although the presentation of detailed components in
ITA table 5.1 differs somewhat from that proposed by BPM6 due to the detail in
the source data used for the U.S. statistics.

Key data sources

10.212. BEA Survey Data. Estimates for the adjustments for insurance claims
volatility are largely based on data collected on BEA’s quarterly and benchmark
surveys of insurance transactions (BE—-45, BE-140) and on BEA’s quarterly and
benchmark services surveys (BE-125, BE-120). BEA’s direct investment surveys
provide data for withholding taxes on dividends.

10.213. Statistics for institutional remittances are obtained partly from BEA’s
voluntary survey of U.S. religious, charitable, educational, scientific, and similar
nonprofit and philanthropic foundations and organizations on cash transfers
abroad by country (BE-40).

10.214. U.S. Census Bureau. The American Community Survey (ACS) is conl
ducted annually by the U.S. Census Bureau to collect data on the income and
characteristics of the U.S. population, including the U.S. resident immigrant popl
ulation. Data from the ACS are used to develop model-based estimates of perf
sonal transfers to foreign residents.

10.215. U.S. Government Agencies. U.S. government grants are estimated on
the basis of data submitted quarterly by U.S. government agencies under OMB
Statistical Directive No. 19. Fines received by the U.S. government are compiled
by BEA using publicly available data from the agency that issues the fine.?

Estimation methods

10.216. Estimation methods vary for the different components of secondary
income. Statistics for some components are based directly on source data while
statistics for other components reflect a combination of source data and models.
Methods for the components presented in ITA table 5.1 are described below.

10.217. U.S. government transfers (receipts). This component includes with
holding taxes, fines and penalties, and transfers received by the U.S. government
from foreign residents.

10.218. Withholding taxes received by the U.S. government. This component
represents taxes collected by the U.S. government on nonresidents’ interest and
dividend income and the distribution of earnings on foreign direct investment in
the United States. Taxes on various services transactions and on compensation

2. Fines related to antitrust violations are corroborated by data on private international cartels
collected by John M. Connor, professor emeritus, Purdue University, Indiana (2013).
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earned by nonresidents temporarily employed are also included. These taxes are
included in services imports and primary income payments. The offsets to these
taxes are included in this item. For securities, withholding taxes for both divi
dends and interest are based on IRS data and BEA research. For direct invest?
ment, withholding taxes are reported on BEA surveys for dividends and are
estimated for interest. For services and compensation, estimates are based on
BEA research, BEA surveys, and IRS data.

10.219. Fines and penalties received by the U.S. government. This component
represents monetary fines and penalties paid by foreign corporations to the U.S.
government for violations of U.S. laws including antitrust and environmental
laws, the U.S. Foreign Corrupt Practices Act, banking regulations, and others. Stal
tistics are compiled by BEA using data from U.S. government agencies, U.S.
courts, and other public documents.

10.220. Grants received by the U.S. government. This component represents
cash settlements for grants previously provided to foreign residents, for returns
of equipment previously transferred, for foreign currencies provided to offset
U.S. expenditures under foreign assistance programs, and for goods and services
provided under mutual assistance programs that require the receiver to extend
assistance to the United States or other countries to achieve a common objecl
tive. Statistics are based on data submitted quarterly by U.S. government operat@
ing agencies under OMB Statistical Directive No. 19.

10.221. Private transfers (receipts). This component consists primarily of
pension, inheritance, and other benefits received by U.S. residents from resil
dents and governments in Canada, Germany, and the United Kingdom, personal
transfers paid to U.S. residents by nonresidents, and the counterpart entry to the
adjustment for insurance claims volatility made to insurance services. (This ad@
justment is described below as a component of secondary income payments.)

10.222. For pension, inheritance, and other benefits, statistics are based on
information from Statistics Canada, the Deutsche Bundesbank, and the Office for
National Statistics of the United Kingdom. Data from other countries are not
available. Indemnification transfers from Germany associated with World War |l
indemnification claims of U.S. residents are also included.

10.223. U.S. government transfers (payments). This component includes U.S.
government grants and U.S. government pensions and other transfers.

10.224. U.S. government grants (payments). This component covers the use
of U.S. government financing to transfer real resources or financial assets to fori
eigners under programs enacted by the U.S. Congress for the provision of nonmil&
itary and military foreign assistance (grants) for which no repayment is expected.
Also included are transfers under assistance programs for which repayment
terms are indeterminate at the time of the transfer and subject to future settlel
ment. These types of assistance are recorded as grants in the period rendered.
Subsequently, when settlement for the assistance is agreed upon, the terms may
call for a cash settlement, which are included as U.S. government transfers rel
ceipts.
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10.225. U.S. government nonmilitary grants payments measure the financing
of goods delivered, services rendered, or cash disbursed by U.S. nonmilitary
agencies to foreign countries under programs enacted by the U.S. Congress to aul@
thorize the provision of nonmilitary assistance for which no repayment is ex@
pected or for which repayment terms are indeterminate.

10.226. U.S. government nonmilitary grants payments include (1) funds ad@
vanced to finance sales to foreign governments and to release foreign governl
ments from their contractual liabilities to pay for defense articles and services
purchased under the Arms Export Control Act; (2) funds advanced by the U.S.
Agency for International Development (AID); and (3) contributions and special
grants to international agencies carrying out humanitarian activities. Also inZ
cluded are (4) assistance for economic reconstruction and humanitarian relief
abroad; (5) donations of food and other relief supplies, and their transportation;
(6) expenditures for international refugee assistance; (7) expenditures for the
Peace Corps; and (8) contributions to the economic development and subsidies
for the Pacific Ocean islands that the United States holds in trusteeship for the
United Nations.

10.227. The offsetting entries to the expenditures by the Peace Corps and AID
are included in exports of government goods and services n.i.e. where they reprel
sent the “export” of U.S. government goods and services to the aid-receiving
countries. When services are obtained and paid for abroad, an entry is also rel
corded in payments under government goods and services n.i.e. If the specific
type of service provided or obtained can be identified, the entries are recorded in
other business services exports or imports, respectively.

10.228. U.S. government military grants payments measure the financing of
goods delivered, services rendered, or cash disbursed by U.S. military services to
foreign countries under programs enacted by the U.S. Congress to authorize the
provision of military assistance for which no repayment is expected or for which
repayment terms are indeterminate.

10.229. For recent time periods, military grants payments include primarily
transfers of equipment, materials, supplies, and services for Iraq, Afghanistan,
and Pakistan military security forces (valued on the basis of the U.S. government
financial records reflecting the expenditure of authorized funds). For earlier time
periods, similar transfers made under various military assistance programs are
also included here.

10.230. Military grants payments include transfers of goods and services pur2
chased with dollar funds appropriated or with foreign currencies owned by the
U.S. government and authorized by legislation for that use (valued on the basis of
the U.S. government financial records reflecting the expenditure of authorized
funds). Military grants payments also include transfers of goods under authorizal
tions to deliver to foreign nations the equipment and material deemed excess to
U.S. requirements and military drawdowns (valued according to the legislative
authorization under which the transfer is made).
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10.231. Military grants payments also include transfers for programs such a
DOD narcotics in-country support, cooperative threat reduction, and humanitar
ian assistance for which DOD has been designated as the executive agent.

10.232. The value of goods and services financed by U.S. military grant prol@
grams offsets identical credit entries for goods and for services in the current acl@
count, which reflect the military goods delivered and services rendered.

10.233. U.S. government grants statistics are based on data submitted quar
terly by U.S. government operating agencies under OMB Statistical Directive No.
19. Where necessary, the reported data are adjusted for timing. The adjustments
are based on supplementary information, including published statements, conl@
gressional submissions, and the financial and operating records of government
agencies. For transactions that are reported only partially or not at all by the op@
erating agencies, BEA uses supplementary information.

10.234. U.S. government pensions and other transfers (payments). This com
ponent covers (1) payments of social security, railroad retirement, and other sol@
cial insurance benefits to eligible persons residing abroad; (2) payments under
retirement and compensation programs for former U.S. government civilian em
ployees, military personnel, and veterans residing abroad, including the cost of
providing medical services abroad under Veterans’ Administration programs; (3)
membership contributions (dues) to international nonfinancial organizations; (4)
payments under U.S. educational, cultural exchange, and research programs; and
(5) damage claims paid by the U.S. armed services in countries where they have
installations. Statistics for this component are estimated based on data submit@
ted quarterly by U.S. government operating agencies under OMB Statistical Dil
rective No. 19.

10.235. Private transfers. This component consists of personal transfers and
other current transfers.

10.236. Personal transfers (payments). Personal transfers, often called “rel
mittances,” consist of all current transfers in cash or in kind sent by the foreign-
born population resident in the United States to households abroad. The foreign-
born population resident in the United States is defined as that part of the total
foreign-born population that has resided, or intends to reside, in the United
States for more than one year. These transfers are estimated using a model that
incorporates demographic and economic characteristics of the foreign-born popl
ulation, including size of the foreign-born population, the income of the foreign-
born population, and the percentage of income remitted by the foreign-born
population. The percentage of income remitted varies based on the demographic
characteristics of the foreign-born population.

10.237. The size of the foreign-born population, their demographic character
istics, and their income are based on source data from the U.S. Census Bureau’s
annual American Community Survey. The percentage of income remitted is a BEA
estimate based on the Census Bureau’s 2008 migration supplement to the Cur
rent Population Survey and various research and academic studies. The demol
graphic characteristics in the model include duration of stay in the United States,
family type (that is, presence or absence of the spouse and the presence or
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absence of roommates), and country of origin—all of which have been shown to
have a clear impact on remitting behavior.

10.238. Other current transfers (payments). These payments are primarily
charitable donations by U.S. entities such as nonprofit institutions and corporal
tions, withholding taxes paid to foreign governments, and the counterpart of ad®
justments for insurance claims volatility made to insurance services. Other
current transfer payments also includes fines and penalties paid by U.S. corporal
tions to foreign entities, largely as a result of violations of foreign antitrust laws
for participation in illegal international cartels.

10.239. Donations by U.S. entities are based on several sources. One source is
data reported by U.S. religious, charitable, educational, scientific, and similar
nonprofit and philanthropic foundations and organizations on BEA’s survey InstilZ
tutional Remittances to Foreign Countries (BE—40). Data are reported by country
and consist entirely of funds (cash) transferred. Funds transferred to foreign resil
dents include outright grants, payments abroad for procurement of goods to be
used abroad, payments for contract services abroad, and salaries and other adZ
ministrative expenses abroad. The BE—40 does not currently request reporting of
goods donations. Goods shipped abroad as donations are based on Census Bul
reau export data identified as donated goods.

10.240. These data are supplemented by grants data from The Foundation
Center, a leading authority on philanthropy that connects nonprofit institutions
and grant-makers, and by data reported annually to the U.S. AID by private volunf
tary organizations. Business and financial statistics are also used to identify pol
tential corporate charitable donations not distributed through foundations.

10.241. Withholding taxes paid to foreign governments. This component repl
resents taxes collected by foreign governments primarily on U.S. residents’ inter
est and dividend receipts and the distribution of earnings on U.S. direct
investment abroad. Payments of taxes on various services transactions and on
compensation earned by U.S. residents employed temporarily abroad are also in
cluded. These taxes are included, but not separately identified, in services ex
ports and primary income receipts; the offsets to these taxes are included here as
outward current transfers. For securities, withholding taxes for both dividends
and interest are based on IRS data and BEA research. For direct investment, withl
holding taxes are reported on BEA surveys for dividends and are estimated for inl
terest. For services and compensation, estimates are based on BEA research, BEA
surveys, and IRS data.

10.242. Insurance claims volatility adjustment. Insurance services are meal
sured as premiums less expected losses. Expected losses consist of losses that ocl
cur regularly and a share of certain major catastrophic losses that occur at
infrequent intervals. For regularly occurring losses, expected losses are measured
as a 6-year moving average of the ratio of premiums to actual losses. Certain catZ
astrophic losses are added in equal increments to the estimate of regularly occur2
ring losses over the 20 years following the event to derive an estimate of total
expected losses. The determination of which catastrophic losses are subject to
20-year spreading is made on a case-by-case evaluation of each major event or
loss.
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10.243. Expected losses are considered transfers from the policyholders to the
insurance company. This transfer offsets the portion of premiums that is not acll
counted for in insurance services. Claims payable (actual losses) are transfers
from the insurance company to the policyholder. Payments for the insurance
claims volatility adjustment consist of expected losses associated with insurance
services payments and actual losses associated with insurance services receipts.
Receipts for the insurance claims volatility adjustment consist of expected losses
associated with insurance receipts and actual losses associated with insurance
payments.

10.244. An exception to this treatment is for catastrophic losses, which BEA
defines as events where the total impact, insured and uninsured, is greater than
one percent of gross domestic product. For catastrophic losses, the full amount
of the insured loss is entered as a transfer in the capital account in the quarter in
which the event occurs. This treatment considers the recovery of losses as an in@
crease in financial assets, rather than an increase in current economic activities
that would have been implied if it were combined with regular losses in current
transfers. The treatment also removes a significant source of volatility in the cura
rent-account balance.

10.245. Fines and penalties paid by U.S. corporations to foreign entities. This
component represents item measures monetary fines and penalties paid by U.S.
corporations to foreign governments, including the European Commission, for vil@
olations of foreign antitrust laws for participation in illegal international cartels.
Estimates are from administrative records of foreign government agencies and
foreign courts.

L¢ ! Capital Account

Concepts and coverage

10.246. The capital account presents capital transfers between residents and
nonresidents and the cross-border acquisition and disposal of nonproduced non-
financial assets. Current transfers are presented in the current account. Capital
transfers include debt forgiveness and nonlife insurance claims. Nonproduced
nonfinancial assets include natural resources and contracts, leases, and licenses.

10.247. Capital account transactions are distinguished from current account
transactions in that capital account transactions result in a change in the assets of
one or both parties to the transaction without affecting the income or savings of
either party. Thus, transactions in the components of the capital account do not
affect measures of production, income, and savings of an economy, whereas
transactions in the components of the current account do affect these measures.

Departures from BPM6

10.248. The coverage and presentation of the capital account largely follows
BPM6 recommendations, including the separate presentation of credits (re
ceipts) and debits (payments). Transactions related to debt assumption, investZ
ment grants, and marketing assets, including goodwill, are not included in the
ITAs due to the lack of adequate source data. BEA combines capital transfers with
other capital account transactions in its presentation.
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Capital account
Terms
Major account of the ITAs that records resident-nonresident transactions for capital transfers and for the acquisition or disposal of nonproduced nonfinancial assets.

Capital transfers
Terms
Component of the capital account treated as the offset to financial claims or nonfinancial assets acquired or provided without a corresponding return of economic value (quid pro quo).

Nonproduced nonfinancial assets
Terms
Component in the capital account that covers transactions in tangible assets that are used in production but that are not actually produced, such as natural resources, and nonproduced intangible assets, such as patents, copyrights, trademarks, and franchises.


Key data sources

10.249. U.S. Treasury Department. Data for forgiveness of U.S. government
loans are obtained from the U.S. Treasury Department.

10.250. Publicly available information. Data for significant one-time or inter
mittent capital-account transactions are obtained from publicly available
sources. Data for disaster-related claims are mostly based on press releases is@
sued by insurance companies.

Estimation methods

10.251. Estimation methods differ between capital transfers and the acquisil
tion and disposal of nonproduced nonfinancial assets. Each component is del
scribed below.

10.252. Capital transfers. The two most important components are insured di-
saster-related losses and debt forgiveness. Insured disaster-related losses are
based on information obtained from insurance company financial reports. A sinZ
gle entry for the entire amount of the loss recovered from foreign reinsurance
and primary insurance companies is made in the quarter in which the disaster ocl2
curs. These transfers are separated from other insurance transactions to assure
that insured disaster-related losses do not affect measures of income and savings
in the national income and product accounts.

10.253. Debt forgiveness is the voluntary cancellation of all or part of a debt
obligation within a contractual agreement between a creditor and debtor. With
debt forgiveness, the contractual arrangement cancels or forgives all or part of
the principal amount outstanding, including interest unpaid past the due date
(arrears) and other interest costs that have accrued. Currently, source data are
available only for forgiveness of debt owed to the U.S. government.

10.254. Acquisition and disposal of nonproduced nonfinancial assets. Acquisil
tions and disposals of nonproduced nonfinancial assets include purchases and
sales of rights to tangible assets, such as mineral rights, electromagnetic specf
trum, and offshore drilling rights, and purchases and sales of certain intangible
assets, such as trademarks and franchises. Source data are not available to sepal®
rately identify and completely measure most of these transactions. Transactions
are intermittent and recorded in the ITAs when large transactions are identified.
In some cases, capital account transactions may be covered but are commingled
with transactions recorded elsewhere in the accounts; for example, U.S governl
ment investment grants are commingled with U.S. government current transfers
in secondary income payments.

10.255. Examples of intermittent transactions in nonproduced nonfinancial
assets currently included in the capital account are receipts of U.S.-based sports
leagues for the establishment of franchises in Canada, receipts of the U.S. State
Department for the sale of land in London, and payments by U.S. sports franf
chises for the purchase of rights to negotiate with athletes under contract to forf
eign sports franchises. Although no source data are regularly available,
transactions in nonproduced nonfinancial assets are included in the capital ac
count when BEA can identify them.
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ITA Financial Account

The financial account consists of transactions between U.S. residents and nonres
idents for direct investment, portfolio investment, other investment, reserves,
and financial derivatives other than reserves. Sources and methods for each of
these major components are described below. Each major component includes
descriptions of concepts and coverage, including departures from BPM6, key
data sources, and estimation methods for each of the individual components.

Direct Investment

Concepts and coverage

10.256. Direct investment is a category of cross-border investment associated
with a resident in one economy having control or a significant degree of influ
ence on the management of an enterprise resident in another economy. The
major published components are equity and debt instruments. Generally, di
rect investment indicates a long-term relationship with the management of a forf
eign enterprise. Ownership or control of 10 percent or more of the nonresident
entity’s voting securities is the threshold for separating direct investment from
other types of investment.

10.257. ITA table 6.1 presents direct investment financial transactions
first on the asset/liability basis recommended by BPM6 for aggregate direct
investment statistics and then on the directional basis—outward and inward, del
pending on whether the direct investor is a U.S. resident or a foreign resiZ
dent—recommended for classifying direct investment by partner country and by
industry. Table 6.1 also presents the conversion of direct investment on the asl
set/liability basis to the directional basis. ITA table 1.3 presents financial transac
tions for outward and inward direct investment by country.

10.258. Like other financial account components, direct investment is meal
sured and presented on a net basis. Net acquisition of direct investment assets
represents net purchases (gross purchases less gross sales) of foreign assets by
U.S. residents, and net incurrence of direct investment liabilities represents net
purchases of U.S. assets by foreign residents.

Departures from BPM6

10.259. The coverage and presentation of direct investment closely follow
BPM6 recommendations with the exception of classifications for reverse invest-
ment and fellow enterprises due to limitations in BEA’s source data. Although
BEA’s direct investment surveys capture reverse debt investment, they are not
designed to fully capture reverse equity investment.? The surveys capture investf
ment between majority-owned fellow enterprises but not with those fellow enl@
terprises that are minority-owned as called for in BPM6 and BDA4.

3. BEA has included questions to gauge the magnitude of reverse equity investment on its direct
investment benchmark surveys. Results from the 2009 benchmark survey of U.S. direct investment
abroad indicate that reverse equity investment was immaterial; data from the 2012 benchmark sur2
vey of foreign direct investment are under review.
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Direct investment
Terms
Functional category for primary income and the financial account of the ITAs and for the IIP accounts that refers to an investment by a resident entity in one economy that represents a lasting interest in an enterprise resident in another economy. The lasting interest implies the existence of a long-term relationship between the direct investor and the enterprise and a significant degree of influence by the investor on the management of the enterprise. Lasting interest is determined by a 10 percent or more ownership share.

Equity
Terms
Financial instruments that represent claims to the residual values of incorporated enterprises. Includes common stocks, preferred stocks, restricted stocks, and depository receipts.

Debt instruments
Terms
Direct investment that results from changes in net outstanding loans between parents (or for inward investment, other foreign parent group members and their affiliates, including loans by parents to affiliates and loans by affiliates to parents.

Asset/liability basis
Terms
Method of presenting direct investment statistics under which the financial flows and positions are organized according to whether the investment relates to an asset or liability without any offsetting adjustments for reverse investment or investment by fellow enterprises. An alternative presentation is the directional principle.

Directional basis
Terms
Method of presenting direct investment statistics under which the financial flows and positions are organized according to the direction of the direct investment relationship (outward vs. inward). Reverse investment and certain types of investment in fellow enterprises are subtracted from gross outward and inward flows and positions. An alternative presentation is the asset/liability principle. The directional principle is used for classifying direct investment flows and positions by partner country and by industry.

Reverse investment
Terms
Direct investment by affiliates (direct investment enterprises) in their parent or parent group (direct investor). This direct investment usually consists of debt rather than equity.

Fellow enterprises
Terms
Enterprises that have no direct investment relationship with one another but that have a common direct investor.


Key data sources

10.260. BEA Survey Data. Statistics for direct investment financial transactions
(assets and liabilities) presented in ITA tables 1.1-1.3 and in ITA table 6.1 are
based largely on data collected on BEA’s quarterly, annual, and benchmark direct
investment surveys. The quarterly surveys collect only information needed for
the ITAs and the IIP accounts—specifically, financial transactions and positions
between parents and their affiliates and income flows between parents and their
affiliates.

10.261. The Quarterly Survey of U.S. Direct Investment Abroad (BE-577) col®
lects quarterly data on U.S. direct investment abroad. The Quarterly Survey of
Foreign Direct Investment in the United States (BE—605) collects quarterly data
on foreign direct investment in the United States. Each year, the data from the
quarterly surveys are reconciled to the Annual Survey of U.S. Direct Investment
Abroad (BE-11) and to the Annual Survey of Foreign Direct Investment in the
United States (BE—15). Once every five years, the data from the quarterly surveys
are reconciled to the Benchmark Survey of U.S. Direct Investment Abroad
(BE—10) and to the Benchmark Survey of Foreign Direct Investment in the United
States (BE-12).

Estimation methods

10.262. Direct investment financial transactions represent the aggregation of
data items reported on BEA’s direct investment surveys by U.S. multinational en-
terprises (MNEs) for U.S. direct investment abroad, and by the U.S. affiliates of
foreign MNEs for foreign direct investment in the United States. The following
sections describe the methods used for each of the direct investment compof
nents and classifications presented in ITA table 6.1.

Equity other than reinvestment of earnings

10.263. Parents’ equity in incorporated affiliates consists of the parents’ hold®
ings of capital stock in, and other capital contributions to, their affiliates. Capital
stock consists of all stock of affiliates, whether common or preferred, voting or
nonvoting. Other capital contributions by parents, also referred to as the “equity in
additional paid-in capital,” consist of (1) capital, invested or contributed, that is not
included in capital stock (such as amounts paid for stock in excess of its par or
stated value), and (2) capitalizations of intercompany accounts (conversions of debt
to equity) that do not result in the issuance of capital stock. Direct investment eq®
uity does not include investment fund shares. Parents’ equity in unincorporated aff
filiates consists of the parents’ share of the affiliates’ total owners’ equity.

10.264. Equity investment other than reinvestment of earnings is the net of
parents’ equity increases and decreases in their affiliates. It excludes changes in

4. Reconciliation of the quarterly and benchmark survey data is described in the Survev oF CURRENT
Business. Reconciliation of data on U.S. direct investment abroad is described in Marilyn Ibarra-
Caton, “Direct Investment for 2009-2012: Detailed Historical-Cost Positions and Related Financial
and Income Flows.” Survey 93 (September 2013): 200-206. Reconciliation of data on foreign
direct investment in the United States is described in Jeffrey H. Lowe, “Direct Investment for
2007-2010: Detailed Historical-Cost Positions and Related Financial and Income Flows.” Survev 91
(September 2011): 50-56.
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Multinational enterprises (MNEs)
Terms
Enterprise groups with a direct investor resident in one country that has direct investment enterprises located in one or more other countries. In the U.S. international economic accounts, MNEs consist of parent companies and their affiliated groups.


equity that result from the reinvestment of earnings, which are recorded as a sep@@
arate component of direct investment financial transactions. Increases in equity
other than reinvestment of earnings result from the parents’ establishment of
new affiliates (i.e., greenfield investment), from initial acquisitions of a 10-per
cent-or-more ownership interest in existing businesses, from acquisitions of addi
tional ownership interests in existing affiliates, and from capital contributions to
affiliates. Decreases in equity other than reinvestment of earnings result from lig®
uidations of affiliates, from partial or total sales of ownership interests in affiliates,
and from the return of capital contributions. Decreases also include liquidating
dividends, which are a return of capital to parents. Decreases in equity investment
other than reinvestment of earnings are netted against increases to derive net
flows of equity other than reinvestment of earnings.

Reinvestment of earnings

10.265. Reinvestment of earnings of affiliates equals total earnings less divil
dends and withdrawals. Earnings are the parents’ shares in the net income of
their affiliates after provision for host country income taxes. Earnings are from
the books of the affiliate. A parent’s share in net income is based on its directly
held equity interest in the affiliate.

10.266. Reinvestment of earnings is shown as a separate component of direct
investment financial transactions, in recognition of the fact that the earnings of
an affiliate are income to the parent, whether they are reinvested or remitted to
the parent. However, because reinvested earnings are not actually transferred to
the parent but increase the parent’s investment in its affiliate, an entry of equal
magnitude, but opposite direction, is made in the direct investment financial ac?
count, offsetting the entry made in direct investment income receipts or pay®
ments.

10.267. Reinvestment of earnings, as well as total earnings and total income in
the current account, is measured at current cost (or replacement cost) rather
than at historical cost to assure that fixed assets are valued at current-period
prices and to assure that reported measures of earnings and income earned in a
given period are properly aligned with charges against income in the same pel
riod. The adjustment is made at the global level because source data are not
available to apply at either the country level or industry level; reinvestment of
earnings at country and industry levels remain based on historical-cost assets.
The total amount of the current-cost adjustment is entered in the “international
organizations and unallocated” area to assure that the sum of the geographic ar?
eas adds to the global total for reinvestment of earnings.

Debt instruments

10.268. Debt instrument transactions can involve transactions between a parf2
ent and its affiliates or between enterprises that are under the control or influ
ence of the same immediate or indirect investor, but where neither enterprise
controls or influences the other enterprise (“fellow enterprises”). For example,
debt instrument transactions for foreign direct investment in the United States
cover transactions between U.S. affiliates and members of their foreign parent
group other than their immediate foreign parent.
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10.269. When a parent lends funds to its affiliate, the balance of the parent’s
receivables (amounts due) from the affiliate increases; subsequently, when the
affiliate repays the principal owed to its parent, the balance of the parent’s ref
ceivables from the affiliate is reduced. Similarly, when a parent borrows funds
from its affiliate, the balance of the parent’s payables (amounts owed) to the afi
filiate increases; subsequently, when the parent repays the principal owed to its
affiliate, the balance of the parent’s payables to the affiliate is reduced. Quarterly
transactions in debt instruments are derived by subtracting the outstanding inZ
tercompany receivables and payables balances at the end of the previous quarter
from the corresponding balances at the end of the current quarter.

10.270. Debt investment transactions are recorded on an asset/liability basis
in the aggregate statistics. However, statistics presented by country or by indus
try are presented on a directional basis because the directional basis is better for
analyzing certain aspects of direct investment, such as identifying the foreign
countries in which U.S. MNEs are investing or the U.S. industries in which foreign
direct investors are investing. On an asset/liability basis, direct investment statis?
tics are organized according to whether the investment relates to an asset or a li
ability. On the directional basis, direct investment statistics in the financial
account are organized according to whether the direct investment is outward or
inward (that is, whether the investor is a domestic resident or a foreign resident).

10.271. On the asset/liability basis, debt instrument transactions that increase
or decrease U.S. parents’ receivables (claims) from their foreign affiliates and
transactions that increase or decrease U.S. affiliates’ receivables (claims) from
their foreign parent groups are recorded under net U.S. acquisition of direct in@
vestment assets. Likewise, transactions that increase or decrease U.S. parents’
payables (liabilities) to their foreign affiliates and transactions that increase or
decrease U.S. affiliates’ payables (liabilities) to their foreign parent groups are rel@
corded under U.S. net incurrence of direct investment liabilities. On the direcl
tional basis, debt instrument transactions are recorded on a net basis. They
consist of the change in parents’ net intercompany debt due from their affiliates
during the quarter. The net balance at the end of a quarter or year is calculated as
parents’ receivables less parents’ payables.

10.272. On the directional basis, increases in U.S. parents’ receivables from
their foreign affiliates or reductions in U.S. parents’ payables to their foreign affil2
iates result in increases in U.S. parents’ net assets and give rise to outflows in
debt instruments under outward direct investment. Reductions in U.S. parents’
receivables from their foreign affiliates or increases in U.S. parents’ payables to
their foreign affiliates result in decreases in U.S. parents’ net assets and give rise
to inflows in debt instruments under outward direct investment.

10.273. On the directional basis, increases in U.S. affiliates’ payables to their
foreign parents or reductions in U.S. affiliates’ receivables from their foreign parf
ents result in increases in U.S. affiliates’ net liabilities and give rise to inflows in
debt instruments under inward direct investment. Reductions in U.S. affiliates’
payables to their foreign parents or increases in U.S. affiliates’ receivables from
their foreign parents result in decreases in U.S. affiliates’ net liabilities and give
rise to outflows in debt instruments under inward direct investment.
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10.274. The table below presents an example of the conversion of direct inR
vestment financial account transactions defined on the asset/liability basis rec
ommended by BPM6 to the directional basis recommended for classifying direct
investment transactions by partner country and by industry.

10.275. Not all debt instrument transactions reflect actual flows of funds. For
example, when distributed earnings or interest accrue to a parent from an affiliate,
the full amount is included as a receipt or payment of direct investment income. If
all or part of that amount is not actually transferred to the parent, the amount not

Direct Investment Financial Transactions on the
Asset/Liability Basis and on the Directional Basis

Net U.S. acquisition of assets/transactions for outward investment Millions of dollars
Net U.S. acquisition of direct investment assets, asset/liability basis 460
Equity 400
Equity other than reinvestment of earnings 50
Reinvestment of earnings 350
Debt instruments 60
U.S. parents’ claims 20
U.S. affiliates’ claims 40
Less: Adjustments to convert to directional basis 50
U.S. parents’ liabilities 10
U.S. affiliates’ claims 40
Equals: Financial transactions for outward direct investment, directional basis 410
Equity 400
Equity other than reinvestment of earnings 50
Reinvestment of earnings 350
Debt instruments 10
U.S. parents’ claims 20
U.S. parents’ liabilities 10

Net U.S. incurrence of liabilities/transactions for inward investment Millions of dollars
Net U.S. incurrence of direct investment liabilities, asset/liability basis 255
Equity 200
Equity other than reinvestment of earnings 90
Reinvestment of earnings 110
Debt instruments 55
U.S. affiliates’ liabilities 45
U.S. parents’ liabilities 10
Less: Adjustments to convert to directional basis 50
U.S. parents’ liabilities 10
U.S. affiliates’ claims 40
Equals: Financial transactions for inward direct investment, directional basis 205
Equity 200
Equity other than reinvestment of earnings 90
Reinvestment of earnings 110
Debt 5
U.S. affiliates’ liabilities 45
U.S. affiliates’ claims 40
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transferred is entered into debt instruments as an increase in the parent’s receivi
ables from its affiliate.

10.276. The following sections discuss special issues in the measurement of
direct investment transactions. These special issues include financial intermedil
aries, capital and operating leases, direct investment and portfolio investment,
and reverse investment and investment in fellow enterprises.

Financial intermediaries

10.277. Complexities arise in the classification of intercompany debt transacl
tions involving parents and/or affiliates in financial industries. For example, if a
U.S. manufacturer borrows funds from its affiliate or its parent in a financial in&
dustry, the acquisition of those funds is generally recorded as an increase in debt
instrument payables (a debt inflow) and the repayment of those funds as a del@
crease in debt instrument payables (a debt outflow) and both are included in dil
rect investment financial transactions. However, if a U.S. financial firm acquires
funds from or repays funds to a financial affiliate or parent in the Cayman Islands,
those financial transactions are generally classified as other investment claims
and liabilities because the nature of the transactions is more closely related to
the underlying activity of financial intermediation than to activity typical of a dil
rect investment relationship.

10.278. For U.S. direct investment abroad, intercompany debt transactions
and associated interest transactions between U.S. parents and the following
three groups of nonbank foreign financial affiliates are reclassified to other inl
vestment from direct investment: (1) financial affiliates located in the Netheri
lands Antilles, (2) financial affiliates whose U.S. parents are banks, and (3)
financial affiliates whose U.S. parents are securities dealers. For foreign direct inf
vestment in the United States, intercompany debt transactions and associated inZ
terest transactions between foreign parents (and foreign affiliates of foreign
parents) are reclassified for U.S. nonbank financial affiliates whose foreign parent
company is in a finance industry, including banking. If the foreign parent is a hold®
ing company, the data are reclassified if the ultimate beneficial owner is in a fi&l
nance industry, including banking.

10.279. These financial intermediaries’ accounts are defined as transactions
between firms in a direct investment relationship (that is, between U.S. parents
and their foreign affiliates or between U.S. affiliates and their foreign parent
groups), where both the U.S. and foreign firms are classified in a finance industry
(excluding insurance), but the firms are not banks. (By the same reasoning, rel
lated interest flows are also classified as other investment income rather than as
direct investment interest.)

10.280. Debt transactions between affiliated depository institutions—banks,
bank holding companies, and financial holding companies—are also excluded
from direct investment and are combined with these institutions’ transactions
with unaffiliated entities and classified as other investment in the ITAs. The com@
bination groups together transactions related to the underlying activity of finan®
cial intermediation, regardless of the affiliation of the enterprises. BEA began
reclassifying transactions in permanent debt—debt that is deemed to represent a
lasting interest in the institution receiving the funds, such as funding used for
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working capital or to finance plant and equipment—between affiliated banks,
bank holding companies, and financial holding companies from direct investment
to other investment with data for year 2007. For earlier years, permanent debt
transactions remain in direct investment.

Capital and operating leases

10.281. Transactions in debt instruments includes changes in the value of cap@
ital—or financial—leases and operating leases of more than 1 year between parfa
ents and their affiliates. When property is leased by a foreign affiliate from its
U.S. parent, or leased by a foreign parent from its U.S. affiliate, the value of the
leased property is recorded as an asset of the U.S. parent or U.S. affiliate because
it increases its receivables (a debt instruments outflow). The subsequent pay
ment of principal on a capital lease, or the component of payments on an operat?
ing lease that reflects depreciation, is a return of capital and is recorded as a
reduction in the U.S. parent’s or U.S. affiliate’s assets because it reduces its ref
ceivables (a debt inflow).

10.282. Similarly, when property is leased to a U.S. parent by its foreign affiliZ
ate, or to a U.S. affiliate by its foreign parent, the value of the leased property is
recorded as a liability of the U.S. parent or U.S. affiliate because it increases its
payables (a debt instruments inflow). The subsequent payment of principal on a
capital lease, or the component of payments on an operating lease that reflects
depreciation, is a return of capital and is recorded as a reduction in the U.S. parf2
ent’s or U.S. affiliate’s liabilities because it reduces its payables (a debt outflow).

Direct investment and portfolio investment

10.283. Some transactions require a shift in classification between direct inZ
vestment and portfolio investment. If a U.S. parent’s equity interest in a foreign
business enterprise, or a foreign parent’s equity interest in a U.S. business enterf
prise, is originally less than 10 percent, and if additional purchases result in a
greater than 10 percent equity interest, a direct investment financial transaction
equal to the value of the additional interest is recorded. In addition, offsetting
valuation adjustments are made to the direct investment position and the portfol
lio investment position to bring the original interest into the direct investment
position. If a U.S. parent’s equity interest in a foreign affiliate or a foreign parent’s
equity interest in a U.S. affiliate falls below 10 percent, a direct investment finanZ
cial transaction equal to the value of the reduction in interest is recorded, and
offsetting valuation adjustments are made to the direct investment position and
the portfolio investment position to extinguish the remaining direct investment
position. Related income flows are also reclassified.

Reverse investment and investment in fellow enterprises

10.284. A U.S. parent may have investment in a foreign affiliate that, in turn,
has investment in the U.S. parent as a result of the affiliate’s lending funds to, or
acquiring voting securities or other equity interest in, the U.S. parent. Likewise, a
foreign parent may have investment in a U.S. affiliate that, in turn, has investZ
ment in the foreign parent as a result of the affiliate’s lending funds to, or acquir
ing voting securities or other equity interest in, the foreign parent. For cases in
which affiliates have no voting power or less than 10 percent voting power in
their parents, equity and debt investment by affiliates in their parent companies
is known as “reverse investment.” For cases in which affiliates have 10 percent or
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more voting power in their parent companies, investment by affiliates in parents
is treated as separate direct investment in its own right.

10.285. International guidelines call for reverse equity investment to be sepal@
rately identified in cases where it is significant. The results from the 2009 benchf
mark survey of U.S. direct investment abroad suggest that reverse equity
investment is currently not significant for U.S. outward investment, so BEA has
decided to not show this category in its accounts at this time.>

10.286. An affiliate may have debt investment in a fellow enterprise, another
enterprise that is under the control or influence of the same immediate or indil@
rect investor, but where neither enterprise controls or influences the other enterf2
prise. International guidelines call for such investment to be separately identified
in the ITAs and labeled as “direct investment between fellow enterprises,” in
cases where it is significant. Because of the high level of consolidation of data col®
lected for U.S. parent companies, BEA is not able to separately identify fellow enl
terprise transactions on outward investment. For this reason, these transactions
are treated as direct transactions between the U.S. parent company and its for
eign affiliates on outward investment. For consistency, these transactions are
treated as direct transactions between U.S. affiliates and their foreign parent
group on inward investment as well. On an asset/liability basis, the direction of
equity ownership does not matter; an inflow of direct-investment-related debt
funds represents an increase in U.S. debt liabilities and an outflow of direct-inl
vestment-related debt funds represents an increase in U.S. debt assets.

Portfolio Investment

Concepts and coverage

10.287. Portfolio investment consists of cross-border transactions involving
debt or equity securities, excluding those included in direct investment or rel?
serve assets. The major published components are equity and investment fund
shares and debt securities. In ITA table 7.1, portfolio investment is presented by
maturity and by type of instrument for debt securities, by sector of U.S. holder
for assets, and by sector of U.S. issuer for liabilities. Transactions in portfolio in
vestment liabilities to foreign official agencies are presented in ITA table 9.1.

10.288. Like other financial account components, portfolio investment is meal
sured and presented on a net basis. Net acquisition of portfolio investment assets
represents net purchases (gross purchases less gross sales) of foreign securities
by U.S. residents, and net incurrence of portfolio investment liabilities represents
net purchases of U.S. securities by foreign residents.

Departures from BPM6

10.289. The coverage and presentation of portfolio investment closely follows
BPM6 recommendations. BEA uses slightly different terminology and slightly dif?
ferent sector detail in some cases.

5. The results of the 2012 benchmark survey of foreign direct investment in the United States,
which are currently under review, will address this question from the perspective of inward invest{
ment.
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Portfolio investment
Terms
Functional category for primary income and the financial account of the ITAs and for the IIP accounts for transactions and positions involving debt or equity securities, other than those included in direct investment or reserve assets. Securities are debt and equity financial instruments that have the characteristic feature of negotiability.

Securities
Terms
Financial instruments that are marketable such as publicly traded stocks, bonds, money market securities and other financial instruments.

Equity and investment fund shares
Terms
Financial instrument category that includes both equity excluding investment fund shares and investment fund shares.

Debt securities
Terms
Negotiable instruments that serve as evidence of debt including bills, bonds, notes, negotiable certificates of deposit, commercial paper, debentures, asset-backed securities, money market instruments, and similar instruments traded in financial markets.

Foreign official agencies
Terms
Primarily consists of treasuries, including ministries of finance or corresponding departments of national governments, central banks, stabilization funds, exchange control offices, and other governmental exchange authorities. Also included are other entities that are authorized as fiscal agents of national governments.


Key data sources

10.290. U.S. Treasury Department. U.S. residents’ net purchases of foreign-is@
sued equity and long-term debt securities and foreign residents’ net purchases of
U.S.-issued equity and long-term debt securities are based on data collected
monthly on the Treasury International Capital (TIC) SLT form. The related annual
and benchmark surveys cover equity and long- and short-term debt, including
negotiable certificates of deposit, and are used to supplement the other TIC data
sources. The SHL(A) covers foreign holding of U.S. securities and the SHC(A) covZ
ers U.S. holdings of foreign securities. Values on these surveys reflect the second®
ary market prices of the equity and long-term debt securities.

10.291. Estimates of U.S. short-term debt securities and negotiable certifi
cates of deposit are based on the TIC B and C forms: BC, BL-2, BQ-1, BQ-2, and
CQ-1. Values on the TIC B and C forms are reported at their original contractual
values (face value).

10.292. Changes in reported values caused by the addition of new reporters,
corrected reports, or other changes to the reporting panels of these TIC surveys
are reported to BEA. As a result, changes in quarterly balances not due to trans@
actions, price changes, or exchange rate changes can be removed when estimatZ
ing transactions.

10.293. The values of securities denominated in foreign currencies, including
most foreign-issued securities and some U.S.-issued securities, are converted to
U.S. dollars at exchange rates prevailing on the reporting date and are reported in
U.S. dollars on the TIC surveys.

10.294. Morgan Stanley Capital International (MSCI), Standard & Poor’s
(S&P), and Merrill Lynch Price Indexes. For U.S. equity shares, BEA uses the S&P
500 stock index, which is a proxy for the composition of foreign holdings of U.S.
equity shares. For U.S. corporate, federally-sponsored agency, and Treasury long-
term debt securities, BEA uses various Merrill Lynch indexes matched to these
market segments and to the maturity, investment quality, and currency of del@
nomination of U.S. long-term debt securities held by foreign residents.

10.295. For foreign equity shares, BEA uses MSCI national and regional inl
dexes for developed and emerging markets matched to the composition of the
foreign stocks held by U.S. residents. For foreign bonds, BEA uses various Merrill
Lynch indexes representing investment quality long-term debt securities issued
abroad in the U.S. dollar, the euro, the Japanese yen, the Canadian dollar, and the
British pound, as well as a global broad market index excluding U.S. dollar debt,
to match the composition of foreign-issued long-term debt held by U.S. resiZ
dents.

10.296. Depository Trust and Clearing Corporation (DTCC). BEA receives rel
ports of commercial paper issued in the United States from DTCC. The data prol@
vided by DTCC are combined with databases of company reports to determine
whether commercial paper issuers are U.S. residents or foreign residents, providZ
ing estimates that supplement U.S. holdings of foreign commercial paper rel
ported on TIC form BQ—1 and the SHC(A).
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Estimation methods

10.297. Estimation methods for portfolio investment statistics, including clas@
sifications by maturity and sector, are summarized below in tables A, B, and C. TaR
ble A summarizes transactions in short-term debt securities and negotiable
certificates of deposit (NCDs) of any maturity. Table B summarizes transactions in
equity and long-term securities, excluding long-term NCDs. Table C summarizes
methods used to derive detailed components by sector from aggregate compol
nents.

Table A. Transactions in Short-Term Debt Securities and
Negotiable Certificates of Deposit in Tables 7.1 and 9.1,
Directly Estimated From TIC B & C and DTCC Reported Holdings

Line [tem description

Table 7.1. U.S. International Financial Transactions for Portfolio Investment

Net U.S. acquisition of portfolio investment assets
7+13 Negotiable certificates of deposit, any maturity

8 Commercial paper
9 Other short-term securities
Assets by sector of U.S. holder
34 Short-term debt securities held by deposit-taking institutions except central bank !
39 Short-term debt securities held by other financial institutions '
44 Short-term debt securities held by nonfinancial institutions except general
government!

Net U.S. incurrence of portfolio investment liabilities
22+29| Negotiable certificates of deposit, any maturity

20 Treasury bills and certificates
21 Federally sponsored agency securities, short term
23 Commercial paper and other short-term securities
Liabilities by sector of U.S. issuer
50 Short-term debt securities issued by deposit-taking institutions except central bank 2
56 Federally sponsored agency securities, short term (equals line 21)
59 Short-term debt securities issued by other financial institutions
64 Short-term debt securities issued by nonfinancial institutions except general
government
69 U.S. Treasury securities, short term (equals line 20)

Table 9.1. U.S. International Financial Transactions
for Liabilities to Foreign Official Agencies

Net U.S. incurrence of portfolio investment liabilities
10+17 | Negotiable certificates of deposit, any maturity
8 Treasury bills and certificates

9+11 Short-term federally sponsored agency securities plus commercial paper and other
short-term securities

1. Transactions in negotiable certificates of deposit directly estimated for this sector are allocated between short- and long-term
maturities based on annual data from the SHC(A).

2. All transactions in U.S. negotiable certificates of deposit are allocated to deposit-taking institutions except central bank.
Transactions are allocated between short- and long-term maturities based on annual data from the SHL(A).
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Short-term debt securities and NCDs of any maturity

10.298. Estimates of U.S. residents’ net purchases of foreign short-term debt
securities and NCDs of any maturity and of foreign residents’ net purchases of
U.S. short-term debt securities and NCDs of any maturity are based on changes in
quarterly holdings of these securities reported on the TIC B and C forms. U.S. resf
idents’ holdings of foreign commercial paper reported on the BQ—1 are supplel
mented by holdings estimated from DTCC data. Transactions in short-term
instruments and NCDs are equal to holdings reported at the end of the current
quarter, less holdings reported at the end of the preceding quarter, less changes
in holdings not due to transactions.

10.299. Changes not due to transactions include changes in holdings caused
by changes to reporting panels and changes in foreign currency denominated
instruments caused by changes in exchange rates. (See paragraph 11.50 for inforf2
mation on the estimation of exchange-rate changes.) Because holdings are rel
ported at face value, reported values are not much affected by price changes in
secondary markets, so no adjustment is made for changes in secondary market
prices. Table A below indicates the components published in ITA tables 7.1 and
9.1 derived by this method.

10.300. The TIC B and C forms provide outstanding amounts for NCDs but do
not provide long-term and short-term holdings for these instruments. BEA uses
annual data from the SHC(A) and SHL(A) annual and benchmark surveys of portf
folio investment on long- and short-term holdings of NCDs to allocate flows com@
puted for NCDs to long-term and short-term flows for ITA table 7.1, lines 7, 13,
22, 29, 34, 35, 39, 40, 44, 45, 50, and 51, and for ITA table 9.1, lines 10 and 17.

10.301. The SHL(A) annual and benchmark surveys of foreign portfolio invest
ment in the United States provide complete holdings by foreign official agencies
of all types of U.S.-issued short-term securities and short- and long-term negotial
ble certificates of deposit. The TIC form BL-2 provides monthly holdings by for
eign official agencies of short-term U.S. Treasury securities and the aggregate
holdings of all other U.S. short-term securities plus NCDs of any maturity.

10.302. Quarterly aggregate holdings by foreign official agencies from the
BL—-2 are combined with the detailed annual holdings by security type from the
SHL(A) to estimate quarterly holdings by foreign official agencies of short-term
U.S. federally-sponsored agency securities, U.S. commercial paper and other U.S.
short-term securities, and U.S. short- and long-term NCDs. Also included are
holdings by foreign official agencies of U.S. Treasury bills and certificates, which
are available quarterly on the BL-2. The statistics in ITA table 9.1, lines 8-11 and
17, are based on the quarterly changes in these estimated holdings by foreign off
ficial agencies.

Equity and long-term debt securities, excluding long-term NCDs

10.303. Statistics for U.S. residents’ net purchases of foreign equity and long-
term debt securities and for foreign residents’ net purchases of U.S equity and
long-term debt securities are based on (1) changes in quarterly holdings of these
securities reported in the TIC SLT form, (2) changes in the value of the holdings
based on broad market price indexes, and (3) other changes in reported holdings
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not due to transactions, such as changes in reporting panels. Price indexes del
nominated in U.S. dollars are used to measure changes in prices. For foreign cur
rency-denominated equity and debt securities, changes in value caused by
changes in exchange rates are included in the price changes computed from the
U.S. dollar-denominated price indexes. (See paragraph 11.59 for information on
the estimation of exchange-rate changes.) Transactions equal holdings reported
at the end of the current quarter, less holdings reported at the end of the preced?
ing quarter, less the sum of changes in the value of the holdings caused by
changes in prices and exchange rates and other changes in holdings not due to
transactions. Table B indicates the components published in ITA tables 7.1 and
9.1 derived by this method.

Table B. Transactions in Equity and Long-Term Debt Securities in Tables 7.1
and 9.1, Directly Estimated From Valuation-Adjusted SLT Holdings

Line [tem description
Table 7.1. U.S. International Financial Transactions for Portfolio Investment
Net U.S. acquisition of portfolio investment assets
2 Equity and investment fund shares
Debt securities
11+12 Long-term government securities plus corporate bonds and notes
Net U.S. incurrence of portfolio investment liabilities
15 Equity and investment fund shares
Debt securities
Long term
25 Treasury bonds and notes
27 Federally sponsored agency securities
26+28 Corporate bonds and notes plus state and local government securities
Liabilities by sector of U.S. issuer
Debt securities
57 Federally sponsored agency securities, long term (equals line 27)
70 U.S. Treasury securities, long term (equals line 25)

Table 9.1. U.S. International Financial Transactions
for Liabilities to Foreign Official Agencies

Net U.S. incurrence of portfolio investment liabilities
3 Equity and investment fund shares
Debt securities
Long term
13 Treasury bonds and notes
15 Federally sponsored agency securities
14416 Corporate bonds and notes plus state and local government securities
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10.304. Annually, BEA uses corresponding annual or benchmark survey data
for cross-border securities holdings to reconcile positions and transactions by
comparing the annual or benchmark survey results to the TIC Form SLT data for
the same reporting date.

10.305. Table C presents the lines in ITA tables 7.1 and 9.1 that are estimated
by allocating estimates of transactions in equity and long-term securities from
the lines listed in table B according to U.S. holdings of foreign assets at the end of
the current quarter or according to foreign holdings of U.S. liabilities at the end of
the current quarter. In table C, the derived estimate described in column A is
equal to the source estimate in column B multiplied by the ratio of column C
holdings to column D holdings, at the end of the current quarter. Transactions in
long-term NCDs, estimated as described in the previous section, are added to sel
lected lines listed in table C covering long-term debt securities.

Table C. Transactions in Equity and Long-Term Debt Securities From
Valuation-Adjusted SLT Holdings and Ratios From SLT Holdings Detail [Cont.]

Derived Source Allocation ratio components
transactions transactions from SLT holdings
Table|Line|ltem description|[Table| Line |Iltem description|| Numerator Denominator
(A] (B] [C] (0]
Net U.S. acquisition of portfolio investment assets
Assets by type of foreign security
Equity and investment fund shares
Equity otherthan Equity and Equity other than | Equity and
7.1]  3linvestmentfund || 7.1 2| investment fund ||investment fund | investment fund
shares shares shares shares
Investment fund Equity and Investment fund | Equity and
7.1 4|shares 71 2| investment fund ||shares investment fund
shares shares
Long-term debt securities
Government Long-term Government Long-term
securities government securities government
71 11 7.1/11+12| securities plus securities plus
corporate bonds corporate bonds
and notes and notes
Corporate bonds Long-term Corporate bonds | Long-term
and notes government and notes government
74 12 7.1[11+12| securities plus securities plus
corporate bonds corporate bonds
and notes and notes

1. Transactions in negotiable certificates of deposit directly estimated for this sector are allocated between short- and long-term
maturities based on annual data from the SHC(A).
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Table C. Transactions in Equity and Long-Term Debt Securities From
Valuation-Adjusted SLT Holdings and Ratios From SLT Holdings Detail [Cont.]

Derived Source Allocation ratio components
transactions transactions from SLT holdings
Table|Line|ltem description|Table| Line |ltem description|| Numerator Denominator
(A] (B] [C] (0]
Assets by sector of U.S. holder
Deposit-taking institutions except central bank
Equity and Equity and Equity and Equity and
investment investment fund||investment investment
fund shares shares held by ||fund shares fund shares
71 32 held by deposit- 71 5 all sectors held by deposit- | held by all
' taking ' taking sectors
institutions institutions
except central except central
bank bank
Long-term debt Long-term debt || Long-term debt | Long-term debt
securities held securities held ||securities held | securities held
71 35 by deposit-taking 71 10 by all sectors by deposit-taking | by all sectors
' institutions : institutions
except central except central
bank ! bank
Other financial institutions
Equity and Equity and Equity and Equity and
investment investment fund||investment investment
71 37 fund shares 71 5 shares held by ||fund shares fund shares
' held by other ' all sectors held by other held by all
financial financial sectors
institutions institutions
Long-term debt Long-term debt ||Long-term debt | Long-term debt
71 40 securities held 71 10 securities held ||securities held | securities held
' by other financial ' by all sectors by other financial | by all sectors
institutions institutions
Nonfinancial institutions except general government
Equity and Equity and Equity and Equity and
investment investment fund||investment investment
fund shares shares held by ||fund shares fund shares
71 40 held by 71 5 all sectors held by held by all
' nonfinancial : nonfinancial sectors
institutions institutions
except general except general
government government
Long-term debt Long-term debt || Long-term debt | Long-term debt
securities held securities held ||securities held | securities held
71 45 by nonfinancial 71 10 by all sectors by nonfinancial | by all sectors
' institutions : institutions
except general except general
government ! government

1. Transactions in negotiable certificates of deposit directly estimated for this sector are allocated between short- and long-term

maturities based on annual data from the SHC(A).
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Table C. Transactions in Equity and Long-Term Debt Securities From
Valuation-Adjusted SLT Holdings and Ratios From SLT Holdings Detail [Cont.]

Derived Source Allocation ratio components
transactions transactions from SLT holdings
Table Line|ltem description|[Table| Line |ltem description|| Numerator Denominator
[A] [B] [C] [D]
Net U.S. incurrence of portfolio investment liabilities
Liabilities by type of U.S. security acquired by foreign residents
Equity and investment fund shares acquired by all foreign residents
Equity other Equity and Equity other Equity and
7.1| 16/than investment || 7.1 15| investment fund ||than investment | investment fund
fund shares shares fund shares shares
Investment fund Equity and Investment fund | Equity and
7.1] 17| shares 7.1 15| investment fund ||shares investment fund
shares shares
Equity and investment fund shares acquired by foreign official agencies
Equity other Equity and Equity other Equity and
9.1 4/thaninvestment || 9.1 3| investment fund ||than investment |investment fund
fund shares shares fund shares shares
Investment fund Equity and Investment fund | Equity and
9.1 5|shares 9.1 3|investment fund ||shares investment fund
shares shares

Lo

ng-term debt securities acquired by all foreign residents

State and local

Corporate bonds

State and local

Corporate bonds

government and notes plus ||government and notes plus
7.1| 26| securities 7.1|26+28| state and local  ||securities state and local
government government
securities securities
State and local Corporate bonds ||State and local | Corporate bonds
government and notes plus ||government and notes plus
7.1| 71| long-term 7.1|26+28| state and local  ||securities state and local
securities government government
(equals line 26) securities securities
Corporate Corporate bonds ||Corporate Corporate bonds
bonds and notes and notes plus ||bonds and notes | and notes plus
71 28 7.1126+28 | state and local state and local

government
securities

government
securities
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Table C. Transactions in Equity and Long-Term Debt Securities From

Valuation-Adjusted SLT Holdings and Ratios From SLT Holdings Detail [Cont.]

Derived Source Allocation ratio components
transactions transactions from SLT holdings
Table|Line|ltem description|[Table| Line |ltem description|| Numerator Denominator

[A]

(B]

[C]

(0]

Long-term debt securitie

s acquired by foreign official agencies

State and local

Corporate bonds

State and local

Corporate bonds

government and notes plus ||government and notes plus
9.1| 14| securities 9.1|14+16| state and local  ||securities state and local
government government
securities securities
Corporate Corporate bonds ||Corporate Corporate bonds
bonds and notes and notes plus ||bonds and notes | and notes plus
91| 16 9.1/14+16 | state and local state and local
government government
securities securities
Liabilities by sector of U.S. issuer
Deposit-taking institutions except central bank
Equity and Equity and Equity and Equity and
investment investment fund || investment investment fund
fund shares sharesissued by || fund shares sharesissued by
71 48 issued by 71 15 all sectors issued by all sectors
' deposit-taking ' deposit-taking
institutions institutions
except central except central
bank bank
Long-term debt Corporate bonds || Long-term debt | Corporate bonds
securities and notes plus ||securities and notes plus
issued by state and local  ||issued by state and local
7.1| 51| deposit-taking 7.1/26+28| government deposit-taking | government
institutions securities institutions securities
except central except central
bank 2 bank

2. All transactions in U.S. negotiable certificates of deposit are allocated to deposit-taking institutions except central bank. Transac-
tions are allocated between short- and long-term maturities based on annual data from the SHL(A).
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Table C. Transactions in Equity and Long-Term Debt Securities From

Valuation-Adjusted SLT Holdings and Ratios From SLT Holdings Detail [End]

Derived Source Allocation ratio components
transactions transactions from SLT holdings
Table|Line|ltem description|[Table| Line |ltem description|| Numerator Denominator
[A] (B] [C] (0]
Other financial institutions
Equity and Equity and Equity and Equity and
investment investment fund||investment investment fund
71 53 fund shares 71 15 sharesissued by || fund shares sharesissued by
' issued by other ' all sectors issued by other | all sectors
financial financial
institutions institutions
Long-term debt Corporate bonds || Long-term debt | Corporate bonds
securities and notes plus ||securities and notes plus
7.1| 60|issued by other || 7.126+28|state and local ||issued by other | state and local
financial government financial government
institutions securities institutions securities
Nonfinancial institutions except general government
Equity and Equity and Equity and Equity and
investment investment fund || investment investment fund
fund shares sharesissued by || fund shares sharesissued by
issued by all sectors issued by all sectors
1) 62 nonfinancial 71 15 nonfinancial
institutions institutions
except general except general
government government
Long-term debt Corporate bonds ||Long-term debt | Corporate bonds
securities and notes plus ||securities and notes plus
issued by state and local ||issued by state and local
7.1 65| nonfinancial 7.1/26+28| government nonfinancial government
institutions securities institutions securities
except general except general
government government

2. All transactions in U.S. negotiable certificates of deposit are allocated to deposit-taking institutions except central bank. Transac-
tions are allocated between short- and long-term maturities based on annual data from the SHL(A).
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Other Investment

Concepts and coverage

10.306. Other investment is a residual category that includes financial ac?
count transactions other than those included in direct investment, portfolio inl
vestment, financial derivatives, and reserve assets. Other investment consists of
a wide variety of financial instruments that are usually, but not always, issued
and held by financial institutions. The major published components are currency
and deposits, loans, insurance technical reserves, and trade credit and ad-
vances. Other investment liabilities also include allocations of special drawing
rights (SDRs) by the IMF.

10.307. In ITA table 8.1, other investment is classified and presented by type
of instrument and by maturity for both assets and liabilities. In addition, assets
and liabilities are classified and presented by the sector of the U.S. holder for asi
sets and by the sector of the U.S. issuer for liabilities. For each sector, classifical?
tion by type of instrument is also presented. Transactions in other investment
liabilities to foreign official agencies are presented in line 18 of ITA table 9.1.

10.308. Like other financial account components, other investment is meal@
sured and presented on a net basis. Net acquisition of other investment assets
represents gross acquisitions less gross disposals of foreign financial instruments
by U.S. residents, and net incurrence of other investment liabilities represents
gross acquisitions less gross disposals of U.S. financial instruments by foreign resi
idents.

Departures from BPM6

10.309. BPM6 introduces a new class of financial instruments—insurance,
pension, and standardized guarantee schemes—which includes insurance technil
cal reserves (prepayments of premiums and reserves against outstanding insuri
ance claims), pension entitlements (the claims of pensioners on their employers
or pension funds), and provisions for calls under standardized guarantees (prel
payments of net fees and provisions to meet outstanding calls under standard®
ized loan guarantees). BEA is working with the U.S. Treasury Department to
improve the existing source data for cross-border transactions in insurance techl
nical reserves. Currently, the insurance-related transactions cannot be distinf
guished from other changes in claims and liabilities reported on Treasury
International Capital (TIC) reporting system surveys.

10.310. While source data for transactions related to pension entitlements
and standardized guarantee schemes are not sufficient for preparing statistics,
cross-border transactions in pension entitlements and standardized guarantees
are believed to be negligible. Also, in some cases BEA uses slightly different terf
minology and slightly different sector detail. For example, BEA uses the term
trade credit and advances because it is the only item for which source data are
available under the component other accounts receivable/payable.
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Other investment
Terms
Functional category for primary income and the financial account of the ITAs and for the IIP accounts that is not direct investment, portfolio investment, reserves, or financial derivatives other than reserves and that covers loans, deposits, and other assets and liabilities.

Currency and deposits
Terms
Currency consists of notes and coins with fixed nominal values that are issued or authorized by central banks or governments. Deposits include all claims on deposit-taking institutional units that are represented by evidence of deposit.

Loans
Terms
Financial instruments that are established when a creditor lends funds directly to a debtor and that are evidenced by non-negotiable documents. This category includes installment loans, hire-purchase loans, and trade credit finance. Loans also include securities repurchase agreements and financial leases.

Insurance technical reserves
Terms
Reserves for unearned nonlife insurance premiums due to prepayment of premiums and reserves against outstanding nonlife insurance claims.

Trade credit and advances
Terms
Credit extended directly by suppliers of goods and services to their customers and advances for work in progress and prepayment by customers for goods and services not yet provided.

Special drawing rights (SDRs)
Terms
Reserve asset item created by the IMF to supplement other reserve assets that are periodically allocated to IMF members in proportion to their respective quotas. Value of SDRs is determined by a weighted basket of currencies. Transactions in SDRs are recorded in the financial account and positions are recorded in the IIP accounts.


Maturity
Terms
Period after which a security can be redeemed for its maturity value. Short-term is defined as payable on demand or at one year or less. Long-term is defined as payable after more than one year or with no maturity.

Foreign official agencies
Terms
Primarily consists of treasuries, including ministries of finance or corresponding departments of national governments, central banks, stabilization funds, exchange control offices, and other governmental exchange authorities. Also included are other entities that are authorized as fiscal agents of national governments.


10.311. Currently, BEA is not able to provide separate estimates of other eql
uity, which is equity that is not in the form of securities. It can include equity in
institutions such as branches, trusts, limited liability and other partnerships, uni
incorporated funds, and notional units for ownership of real estate and other
natural resources. The ownership of many international organizations is not in
the form of shares and is thus classified as other equity. Other equity is commin@
gled with equity reported in the TIC system and is included in portfolio invest-
ment. Other equity of the U.S. government in international organizations may
also be included in U.S. government reporting of U.S. claims on foreign residents
that is classified as loans in other investment.

10.312. In BEA’s presentation, the sectors “other financial institutions” and
“nonfinancial institutions excluding general government” are combined, mainly
because partner country data used to supplement TIC survey data do not distinf
guish between U.S. financial institutions and nonfinancial nonbank institutions.

Key data sources

10.313. U.S. Treasury Department. Claims and liabilities for deposits, loans,
and insurance technical reserves are reported by financial institutions on the TIC
B forms. Deposits, loans, and trade credit and advances are reported by nonfil
nancial institutions on the TIC C forms beginning in December 2013. Prior to Del
cember 2013, U.S. banks, bank holding companies, financial holding companies,
and securities brokers and dealers reported deposits and loans on the TIC B
forms, and other types of financial intermediaries, nonfinancial institutions, and
nonprofit institutions reported deposits, loans, insurance technical reserves, and
trade credit and advances on the TIC C form.

10.314. Values on the TIC B and C forms are reported at their original contracl
tual values (face value). Changes in prices in the secondary markets for assets and
liabilities reported on the TIC B and C forms are assumed to have little or no imf
pact on the reported positions. Write-offs of assets are reported on the TIC B
forms and, if write-offs are significant, estimates of transactions are adjusted to
exclude the impact of write-offs. Other known inconsistencies between reported
quarterly balances, caused by the addition of new reporters or corrected reports
ing, are also reported to BEA so that the changes in quarterly balances caused by
these inconsistencies can be removed from total changes in balances when estil
mating transactions.

10.315. BEA Survey Data. BEA makes two types of adjustments to the TIC
source data based on surveys it conducts. One type of adjustment adds transacl
tions in loan claims and loan liabilities not covered in the TIC source data to estil@
mates from the TIC B and C forms. The second type of adjustment removes
transactions in owner’s equity between financial institutions and unincorporated
branches, which are covered in direct investment, from transactions in loan
claims and loan liabilities computed from the TIC B forms. The loan transactions
removed are covered in the TIC B forms because positions in owner’s equity in
unincorporated branches cannot be separated from other intercompany posil
tions in the TIC B reporting. These adjustments are based on data reported on
BEA’s BE-577 and BE—605 direct investment surveys.
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10.316. U.S. Department of Defense. Advance payments for sales of military
goods to foreign governments are reported to BEA. U.S. government liabilities to
foreign governments for these advance payments are classified as payments for
trade credit and advances in the general government sector.

10.317. U.S. government administrative data. U.S. government agencies that
engage in international transactions report these transactions quarterly to BEA.
Loans by the U.S. government to foreign residents are mostly made under prof
grams enacted by the U.S. Congress for the provision of foreign assistance, rel
quiring repayment over a period of years, usually with interest.

10.318. Federal Reserve Board (FRB). Net shipments of U.S. currency into and
out of the United States are provided by the FRB to BEA to measure increases and
decreases in foreign holdings of U.S. currency. These transactions are not capl
tured elsewhere in statistical reporting systems.

10.319. Federal Reserve Bank of New York (FRBNY). “The Treasury and Federal
Reserve Foreign Exchange Operations Report” from the FRBNY provides data for
transactions in central bank liquidity swaps. The report of foreign central bank acZ
count balances at the FRBNY provides key data for central bank sector deposit
transactions.

10.320. International Monetary Fund (IMF). The IMF issues press releases and
posts information on its Web site when it implements significant decisions such
as allocating new special drawing rights to members or increasing member quol
tas. Recommendations by the IMF Executive Board for such actions must be rati®
fied by member countries before they can be implemented.

10.321. Depository Trust and Clearing Corporation (DTCC). Claims of U.S. non-
bank firms include loans associated with the issuance of asset-backed commerf
cial paper (ABCP) that are not captured in other source data. Estimates of loan
transactions between U.S. affiliates located in Delaware and their offshore par?
ents are estimated from DTCC records for selected ABCP program.

10.322. Supplemental counterparty data. Bilateral comparisons between U.S.
statistics and comparable statistics from foreign banks for loans and deposits
show that U.S. statistics, collected directly from U.S. nonbank firms, understate
the external claims and liabilities of U.S. nonbank firms vis-a-vis foreign banks.
The foreign banking data are from the central banks of the United Kingdom and
Germany, from the Bank for International Settlements for the Netherlands, and
from FRB reports for banks in the Bahamas and the Cayman Islands.

Estimation methods

10.323. Estimation methods are described below for each of the major pubf
lished components. These components include currency, deposits, loans, insur@
ance technical reserves, trade credit and advances, and SDRs. Unless otherwise
noted, methods are the same for U.S. asset transactions and U.S. liability transacl
tions.
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Currency

10.324. Transactions in U.S. currency liabilities are equal to net shipments of
U.S. currency into and out of the United States. Net disbursements of $100 notes
from FRB cash offices to foreign wholesale banks serve as the measure of curi@
rency flows. In a typical transaction, foreign wholesale banks purchase notes
from the FRB for distribution to customers abroad. Foreign wholesale banks also
sell back to the FRB notes unfit for further circulation or excess balances of notes.

10.325. U.S. currency liabilities are liabilities of the U.S. central bank sector.
Transactions in these liabilities are presented in ITA table 8.1 but are excluded
from ITA table 9.1 because they are not liabilities to foreign official agencies.

Deposits

10.326. U.S. deposit claims and liabilities with foreign residents include those
reported by U.S. financial and nonfinancial institutions both for their own acl
count and for their customers on the TIC B and C forms. Also included are the def
posit claims and liabilities of the FRB with foreign central banks reported in
administrative data.

10.327. Statistics for transactions in deposit claims and liabilities of U.S. finani
cial and nonfinancial institutions are based on changes in quarterly holdings as
reported on the TIC B and C forms, which are supplemented by changes in quarf
terly holdings of deposits placed in foreign banks by U.S. nonbank firms estil
mated from supplementary counterparty data from foreign banks. The computed
changes in holdings are adjusted to remove the impact of any changes in holdings
not caused by transactions, such as changes in exchange rates or reporting panels
for the TIC surveys. (See paragraph 11.95 for information about the estimation of
exchange-rate changes.)

10.328. Assets held abroad by the FRB as the result of central bank liquidity
swaps with foreign central banks are classified in other investment as deposits of
the U.S. central bank in foreign central banks. Transactions in these deposits are
equal to changes in quarterly swap balances reported by the Federal Reserve.
These deposits are excluded from U.S. reserve assets because they are held until
the swap is reversed and are not available for other purposes. The FRB also rel?
ports to BEA its deposit liabilities and its liabilities from repurchase agreements
with foreign central banks. The liabilities from repurchase agreements are classil@
fied as deposits following BPM6 guidelines. Transactions are equal to changes in
the liability balances reported by the FRB.

10.329. Transactions in U.S. deposit liabilities for all U.S. sectors with foreign
official agencies are estimated from changes in deposit liabilities to foreign offi
cial agencies available separately on the TIC form BL-1. These liabilities include
those of the FRB. These transactions are presented in ITA table 9.1.

10.330. U.S. deposit claims and liabilities by sector are presented in ITA table
8.1. Central bank deposit claims received by the FRB in central bank liquidity
swaps are short-term and the deposits are denominated in foreign currencies.
Deposits placed in foreign banks by U.S. deposit-taking institutions except central
bank are estimated from separate reports by deposit-taking institutions on the
TIC B forms.
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10.331. U.S. central bank deposit liabilities to foreign central banks include lia®
bilities from repurchase agreements. Repurchase agreements are short-term and
the other deposit liabilities are available to foreign central banks on short notice,
so these are classified as short-term liabilities. Deposit liabilities of U.S. deposit-
taking institutions except central bank with foreign residents are estimated from
separate reports by deposit-taking institutions on the TIC B forms.

10.332. Securities brokers, classified in the other financial institutions sector,
hold brokerage balances in brokerage accounts for their customers that are very
similar to deposits. Many investors use their brokerage balances like deposit acl
counts and many brokers pay interest on the accounts and offer limited or unlim@
ited check writing on the accounts. Because of the similarity of brokerage
balances to deposits, BEA records transactions in brokerage balances in the del
posit liability category. Transactions of U.S. securities brokers with foreign resil
dents in brokerage balances are estimated from separate reports by securities
brokers on the TIC B forms.

Loans

10.333. U.S. loan claims and liabilities with foreign residents include those rel
ported by U.S. financial and nonfinancial institutions both for their own account
and for their customers on the TIC B and C forms. Also included are loan claims
on foreign residents reported by U.S. government agencies, mainly under foreign
assistance programs, in administrative data.

10.334. Statistics for loan transactions between U.S. financial and nonfinancial
institutions and foreign residents are based on changes in quarterly holdings as
reported on the TIC B and C forms. TIC data are supplemented by loan claims
data from DTCC and loan claims and loan liabilities of U.S. nonbank firms with
foreign banks based on supplementary counterparty data from foreign banks.
Prior to the first quarter of 2014, loan transactions also include intercompany
debt of selected financial intermediaries reported on BEA surveys of direct investZ
ment. Beginning with the first quarter of 2014, all financial firms with reportable
other investment claims and liabilities reported those positions on the TIC B
forms, eliminating the need to include the intercompany debt of the selected fil
nancial intermediaries. The computed changes in holdings from the TIC data are
adjusted to remove the impact of any changes in holdings not caused by transacl
tions, such as changes in exchange rates or TIC survey reporting panels. (See
paragraph 11.106 for information about the estimation of exchange-rate
changes.)

10.335. Quarterly statistics for transactions in U.S. government loan claims
are based on data submitted by U.S. government operating agencies under OMB
Statistical Directive No. 19; data are summarized by country and by agency. BEA
supplements these data with information from quarterly statements of receipts,
expenditures, and balances of foreign currency holdings, provided by the U.S.
Treasury Department, published financial statements, annual reports and other
submissions to the U.S. Congress, and the financial and operating records of
other U.S. government agencies.
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10.336. U.S. loan claims and liabilities by sector are presented in ITA table 8.1.
U.S. loan liabilities of all U.S. sectors with foreign official agencies are estimated
from changes in deposit liabilities to foreign official agencies available separately
on the TIC forms BL-1 and BL-2. These transactions are presented in ITA table
9.1. Transactions in loans to foreign residents by U.S. deposit-taking institutions
except central bank are estimated from separate reports by deposit-taking instil
tutions on the TIC B forms.

10.337. Transactions in loans to foreign residents by other U.S. financial insti
tutions and nonfinancial institutions excluding general government comprise the
remaining loans estimated from the TIC B and C forms, supplemented by couni
terparty data from foreign banks. Prior to 2014, this sector includes intercomf
pany debt reported on BEA surveys of direct investment by selected financial
intermediaries.

10.338. Loan liabilities of U.S. deposit-taking institutions except central bank
with foreign residents are estimated from separate reports by deposit-taking inl
stitutions on the TIC B forms. Transactions in loans from foreign residents to
other U.S. financial institutions and nonfinancial institutions excluding general
government comprise the remaining loans estimated from the TIC B and C forms,
supplemented by counterparty data from foreign banks. Prior to 2014, this sector
includes intercompany debt reported on BEA surveys of direct investment by sel?
lected financial intermediaries.

Insurance technical reserves

10.339. Transactions in insurance technical reserves are based on changes in
quarterly holdings as reported on the TIC B forms. The computed changes in
holdings are adjusted to remove the impact of any changes in holdings not
caused by transactions. Transactions in insurance technical reserves are not sepal
rately available at this time. Collection of data for insurance technical reserves as
a separate item began in December 2013. Separate transactions will be published
in ITA table 8.1 pending evaluation of the new source data for reliability and conf
fidentiality.

10.340. Insurance technical reserves are not liabilities to foreign official agen
cies and are therefore not relevant for inclusion in ITA table 9.1.

Trade credit and advances

10.341. Transactions in claims and liabilities with foreign residents from trade
credit and advances include those reported by U.S. financial and nonfinancial in
stitutions on the TIC form CQ-2. Also included are transactions in the liabilities of
the U.S. government to foreign governments from funds advanced mainly for the
purchase of military goods and services reported to BEA in U.S. government ad@
ministrative data.

10.342. Trade credit and advances of other U.S. financial institutions and non-
financial institutions are estimated from changes in quarterly holdings as rel
ported on the TIC CQ-2 form. The computed changes in holdings are adjusted to
remove the impact of any changes in holdings not caused by transactions. (See
paragraph 11.118 for information about the estimation of exchange-rate
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changes.) Claims and liabilities are reported in ITA table 8.1. The liabilities are not
liabilities to foreign official agencies and are therefore not relevant for inclusion
in ITA table 9.1.

10.343. U.S. government transactions in liabilities from advance payments for
foreign purchases of goods and services that are mainly for military use are the
sum of (1) U.S. government cash receipts from foreign governments for puri
chases of military goods and services and (2) the financing of military sales by
U.S. government credits and grants. Netted against this gross total are (3) the
part of the receipts from foreign governments that represents principal repayi@
ments on credits financing military agency sales contracts, (4) issues of special
U.S. Treasury securities that are subject to redemption prior to maturity for the
purpose of prepaying for military purchases in the United States, and (5) the
counterpart to the value of deliveries of military goods and services recorded in
the goods and services accounts. These liabilities are classified as long-term liabil®
ities because contracts for the foreign purchases of goods and services are generf
ally long-term arrangements. Estimates of these U.S. liabilities are presented in
ITA tables 8.1 and 9.1.

Special drawing rights (SDR) allocations

10.344. SDR allocations to the United States and other countries through a
collective decision of IMF-member governments are rare. The most recent allocal?
tions occurred in the third quarter of 2009 and were widely publicized in IMF and
other publications. Data on future SDR allocations will continue to be obtained
from IMF publications and databases.

10.345. By sector, SDR allocations are liabilities of the U.S. Treasury Depart@
ment to other governments that participate in the SDR program and are classified
in the general government sector. Transactions are presented in ITA tables 8.1
and 9.1.

Reserve Assets

Concepts and coverage

10.346. Reserve assets are those external assets that are readily available to
and controlled by monetary authorities for meeting balance of payments financl
ing needs, for intervention in exchange markets to affect the currency exchange
rate, and for other related purposes such as maintaining confidence in the cur@
rency and the economy and serving as a basis for foreign borrowing. The major
published components are monetary gold, International Monetary Fund (IMF)
special drawing rights (SDRs), reserve position in the IMF, and other reserve as-
sets.

10.347. Other reserve assets enable the United States to hold foreign currency
balances that are highly liquid and that are available for intervention sales. U.S.
foreign currency balances include deposits, debt securities, and repurchase
agreements that are classified as “other.” The United States does not have finanZ
cial derivatives in its reserve assets.
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Reserve assets
Terms
Functional category for primary income and the financial account of the ITAs and for the IIP accounts that consists of claims on nonresidents that are readily available to and controlled by monetary authorities. They can be used to affect the currency exchange rate and for other purposes.

Monetary gold
Terms
Reserve asset item that refers to gold owned by the monetary authorities and held as a reserve asset. Transactions in monetary gold occur only between monetary authorities and their counterparts in other economies or between monetary authorities and international monetary organizations.

Special drawing rights (SDRs)
Terms
Reserve asset item created by the IMF to supplement other reserve assets that are periodically allocated to IMF members in proportion to their respective quotas. Value of SDRs is determined by a weighted basket of currencies. Transactions in SDRs are recorded in the financial account and positions are recorded in the IIP accounts.


Reserve position in the IMF
Terms
Reserve asset item that refers to the sum of the reserve tranche purchases that a member of the fund may draw upon and any indebtedness of the International Monetary Fund that is readily repayable to the member.

Other reserve assets
Terms
Reserve assets other than monetary gold, SDRs, and reserve position in the IMF. Can include currency and deposits, securities, financial derivatives, and other claims.


10.348. Excluded from transactions are changes in the value of reserve assets
attributable to holding gains and losses, which are not considered to be internal@
tional transactions. Thus, changes in the value of assets that arise from fluctual®
tions in the market price of gold and from fluctuations in the exchange market
value of the dollar vis-a-vis foreign currencies and SDRs are excluded. Also ex®
cluded are reclassifications arising from monetizations and demonetizations of
monetary gold by monetary authorities. These exclusions are, however, included
in the International Investment Position Accounts as valuation adjustments.

10.349. Transactions in nonmonetary gold—gold exported or imported in
forms such as ore, scrap and base bullion, refined bullion, and coins and medalZ
lions—are not included with transactions in monetary gold; they are included in
goods exports and goods imports.

Departures from BPM6

10.350. The coverage and presentation of reserve assets closely follows BPM6
recommendations.

Key data sources

10.351. U.S. government administrative data. Data on U.S. reserve assets are
published by the U.S. Treasury Department in terms of holdings (outstanding
amounts). BEA also uses U.S. Treasury Department source data on the gold stock.

10.352. Federal Reserve Bank of New York (FRBNY). “The Treasury and Federal
Reserve Foreign Exchange Operations Report” from the FRBNY provides data for
transactions in central bank liquidity swaps. Other data for interest earned on rel@
serves and swaps and on claims and liabilities with foreign central banks are prol
vided to BEA for estimates of reserve assets and central bank sector transactions.

10.353. International Monetary Fund (IMF). The IMF provides month-end pof
sition data and daily increases and decreases during each month for the U.S. ac?
counts at the IMF. The data include positions and transactions between the
United States and the IMF for the SDR account and the General Resources
(tranche) account and its subaccounts covering securities, valuation adjustments,
and IMF borrowing from the United States.

Estimation methods

10.354. Descriptions are provided below for each component and classifical
tion published in ITA table 1.2.

Monetary gold

10.355. Transactions in monetary gold are rare. Such transactions can only
take place with another monetary authority or with an international institution
such as the IMF that is authorized to hold monetary gold. If transactions were to
take place, BEA would obtain from the U.S. Treasury Department data for the
guantity of gold transferred out or received from the counterparty, either in
ounces or in dollars at a known price. If daily data were available, BEA would
value the daily gold transactions using the afternoon (PM) fix in the London mar
ket for each day. If transactions occurred over a period of time and daily data
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were not available, the transactions over the period would be valued at an averf2
age price of gold over that period. Transactions valued using the PM fix for the
gold price in London would be aggregated and reported quarterly.

Special drawing rights (SDRs)

10.356. The SDR is an international reserve asset, created by the IMF in 1969
to supplement its member countries' official reserves. Its value is based on a basl
ket of four key international currencies, and SDRs can be exchanged for freely usl
able currencies. The SDR is neither a currency nor a claim on the IMF. Rather, it is
a potential claim on the freely usable currencies of IMF members. In addition to
its role as a supplementary reserve asset, the SDR serves as the unit of account of
the IMF and some other international organizations. The value of the SDR in
terms of the U.S. dollar is determined daily and posted on the IMF’s Web site. It is
calculated as the sum of specific amounts of the four basket currencies valued in
U.S. dollars on the basis of exchange rates quoted at noon each day in the London
market.

10.357. Transactions in SDRs can take place with the IMF, which uses the SDR
as a common unit of account for transactions with member countries, or with
other countries and institutions that subscribe to the SDR. Generally, all U.S.
transactions in SDRs are conducted through the U.S. SDR account at the IMF with
the IMF as the immediate foreign counterparty.

10.358. BEA converts daily increases or decreases caused by transactions in
the U.S. SDR account from SDRs to U.S. dollars at the conversion rate in effect on
that date. These daily transactions are aggregated into quarterly financial flows
for the ITAs.

Reserve position in the IMF

10.359. The U.S. reserve position in the IMF is comprised of the U.S. general
resources, or tranche, account plus any borrowing by the IMF from the United
States through the General Arrangements to Borrow (GAB), the New Arrangel
ments to Borrow (NAB), or other borrowing facilities. The U.S. general resources
account is equal to the U.S. quota in the IMF less IMF holdings of dollars, exclud®
ing dollar holdings in IMF administrative and subsidiary accounts. Thus, the rel
serve position is affected by changes in the U.S. quota, changes in IMF holdings of
U.S. dollars, and changes in balances borrowed from the United States by the
IMF. Transactions in the reserve position in the IMF are equal to transactions in
the general resources account plus transactions from IMF borrowings or repay®
ments.

10.360. Transactions from IMF borrowings or repayments are provided for
each day of the reporting month to BEA by the IMF. BEA converts daily increases
or decreases from SDRs to U.S. dollars at the conversion rate in effect on that
date. These daily transactions are aggregated into quarterly financial flows for
the ITAs.
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10.361. Transactions in the general resources account are computed by del
ducting valuation changes from the total change in balance of the account, which
is equal to the U.S. holdings at the end of the current quarter converted to U.S.
dollars, less the U.S. holdings at the end of the previous quarter converted to U.S.
dollars. The valuation changes are computed from the change in the SDR/U.S.
dollar conversion rate and valuation adjustments to IMF holdings of U.S. dollars.
The SDR/U.S. dollar conversion rate and valuation adjustments to IMF holdings of
U.S. dollars are provided to BEA by the IMF.

Other reserve assets

10.362. Other reserve assets can include currency and deposits, securities, fil
nancial derivatives, and other claims, such as repurchase agreements that are
readily redeemable in foreign currencies to enable the monetary authorities to
carry out timely interventions in the foreign exchange market or to facilitate ball
ance of payments financing. The United States does not have financial derivatives
in its reserve assets.

10.363. The U.S. monetary authorities invest their foreign currency reserves in
a variety of instruments that yield market rates of return and have a high degree
of liquidity and credit quality. To the greatest extent practicable, the investments
are split evenly between the System Open Market Account at the FRB and the Ex@
change Stabilization Fund at the U.S. Treasury Department.

10.364. A significant portion of the U.S. monetary authorities’ foreign ex@
change reserves is invested on an outright basis in German, French, and Japanese
government securities. Euro- and yen-denominated reserves are also held on del
posit at official institutions. Reserves are also invested in euro-denominated rel?
purchase agreements, under which the U.S. monetary authorities may accept
sovereign debt backed by the full faith and credit of the following governments:
Belgium, France, Germany, ltaly, the Netherlands, and Spain. Foreign currency rel
serves are also invested at the Bank for International Settlements and in facilities
at other official institutions.

10.365. Intervention in the foreign exchange market by U.S. monetary author2
ities is relatively rare. It is much more common for transactions in other reserve
assets to reflect income earned on the deposits, securities, and repurchase
agreements. The interest collected on these investments is reported by the
FRBNY to BEA. This interest is entered by type of investment into the U.S. reserve
assets as an increase in assets and into investment income on U.S. reserve assets.

10.366. Intervention purchases and sales of assets are also reported to BEA by
type of investment by the FRB, so that the appropriate increase or decrease in
deposits, securities, or repurchase agreements can be recorded in the accounts.
Purchases or sales of foreign currency would be recorded in nominal U.S. dollar
amounts at the exchange rates in effect at the time of the transactions. The im@
pact of changes in exchange rates on the value of reserve assets is excluded from
transactions and is reflected in price and exchange rate changes recorded in the
IIP accounts.
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Financial Derivatives Other Than Reserves

Concepts and coverage

10.367. Financial derivatives other than reserves consist of cross-border
transactions arising from financial contracts that are linked to underlying finani
cial instruments, commodities, or indicators. Transactions in financial derivatives
consist of U.S. cash receipts and payments arising from the sale, purchase, peri
odic settlement, or final settlement of financial derivatives contracts. Financial
derivatives are a type of financial instrument and financial derivatives other than
reserves is a functional category. Transactions in financial derivatives were introf
duced into the ITAs beginning with statistics for the first quarter of 2006.

10.368. Transactions are reported in the source data on a net settlements bal
sis as U.S. cash receipts less payments on individual contracts grouped into ref
porting categories. Because of the difficulty in characterizing transactions as
arising from assets (contracts with positive fair values) or from liabilities (conl
tracts with negative fair values), transactions for assets and liabilities are not sepl
arately reported. Thus, net settlements are presented in ITA table 1.2 on a single
line, separate from net U.S. acquisition of assets and net U.S. incurrence of liabil&
ities.

Departures from BPM6

10.369. The coverage of financial derivatives other than reserves follows
BPM6 recommendations for the net reporting of transactions when gross report
ing is not feasible. However, BPM6 also recommends that (1) employee stock opll
tions be included with financial derivatives other than reserves and (2) when
financial derivatives are reported net they should be reported as a component of
assets. BEA does not follow the first recommendation because source data are
not available for employee stock options. For the second recommendation, BEA
prefers to present transactions in U.S. assets and U.S. liabilities excluding finan@
cial derivatives for analytical purposes. The functional category, financial deriva-
tives other than reserves, net transactions, is presented as a component of the
financial account separately from transactions in U.S. assets and U.S. liabilities.

Key data sources

10.370. U.S. Treasury Department. Comprehensive data on financial derival
tives are collected on Treasury International Capital (TIC) Form D, “Report of
Holdings of, and Transactions in, Financial Derivatives Contracts.” Data are col?
lected quarterly from U.S. banks, bank holding companies, financial holding com@
panies, securities dealers, and all other firms with worldwide holdings of financial
derivatives, for their own and their customers’ accounts combined, in excess of
$400 billion in notional value. Trading in financial derivatives is highly conceni
trated among a small number of large firms.

10.371. Survey respondents provide net settlements data following specific

steps. Receipts of cash by U.S. residents from foreign residents are treated as posk
itive amounts, and payments of cash by U.S. residents to foreign residents are
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Financial derivatives other than reserves
Terms
Financial instruments that represent securities providing payoffs that are based on the values of other assets such as commodity prices, securities prices, or market index values. Examples are futures, forwards, options and swaps. It is also a functional category of investment.



treated as negative amounts. The receipts and payments for all contracts are
summed for each reporting category. A net settlement cash receipt or payment
occurs only when cash is received or paid for the purchase or sale of a derivative,
or a settlement payment (such as the periodic settlement under a swap agreel?
ment or the daily settlement of an exchange-traded contract) is received or paid.

Estimation methods

10.372. Published statistics are equal to net settlements from the TIC Form D
with the sign reversed. The sign is reversed because net settlements from TIC
Form D have a positive sign when U.S. receipts of cash from foreign residents ex
ceed U.S. payments of cash to foreign residents, and these net U.S. receipts,
which represent net U.S. borrowing from financial-account transactions, are rel@
corded with a negative sign in the ITAs. Similarly, net U.S. payments have a negal
tive sign in the TIC source data, and net U.S. payments, which represent net U.S.
lending from financial-account transactions, are recorded with a positive sign in
the ITAs. Geographic detail for net settlements is presented in ITA table 1.3.

Statistical Discrepancy

10.373. The statistical discrepancy is the amount that balances the sum of the
recorded credits and debits underlying the ITAs.

10.374. The statistical discrepancy is the difference between total debits and
total credits recorded in the current, capital, and financial accounts. A positive
value indicates that recorded debits (inflows) exceed recorded credits (outflows),
and a negative value indicates that recorded credits exceed recorded debits. The
statistical discrepancy can be calculated as the difference between net lending/
borrowing as measured by transactions recorded in the current and capital ac
counts and as measured by transactions recorded in the financial account.

10.375. Errors and omissions in recorded transactions may exist in any ac?
count or component and may arise for many reasons. Statistical reporting sysBl
tems may be inaccurate in their measurement or may be incomplete in their
coverage. Such systems may overlap in their coverage of transactions or com@@
pletely miss transactions that do not fall clearly under one reporting system or
the other. Statistical reporting systems, which are often independent of each
other, must capture opposite sides of the same transaction identically for net er
rors and omissions to be zero. For example, the total value for U.S. purchases of
goods measured in one reporting system must be the same as the total value for
the payments for those goods measured in another system. Finally, some ITA
components do not lend themselves to direct measurement and must be estil
mated indirectly from economic data series; these statistics depend critically on
the adequacy of source data and estimation methods.

10.376. The greatest challenges for statistical reporting systems often result

from rapid changes in economic and financial markets. During the economic cyf
cle of 1997-2002, numerous and large mergers and acquisitions were difficult to
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track and measure accurately. Throughout the 1990s and 2000s, the evolution
and development of complex financial derivatives were incompletely recorded in
the accounts for nearly the entire period. The rapid expansion in 2003—2008 of
hedge funds, many of which operated from offshore locations, proved especially
difficult to track because of the inability to locate officials responsible for reportZ
ing transactions. The securitization of assets in 2003—2008 and the establishment
of special investment vehicles abroad to borrow funds in the United States for
distribution abroad escaped tracking by traditional reporting systems. Difficulties
in recording the process of securitization were compounded by the rapid run up
in leveraging and then deleveraging of these activities.

10.377. ltis not unreasonable to expect that the size and volatility of fluctual®
tions in the statistical discrepancy might increase in times of heightened uncer2
tainty and increased activity in the financial markets. In fact, such a tendency has
been demonstrated in the past. The statistical discrepancy increased sharply in
absolute value about the time of the 1997-98 financial crisis that started in East
Asia and also during the 2008 global financial crisis. However, the relationship is
not strong, and the discrepancy may also be large in periods of relative stability in
financial markets. If both sides of a transaction are absent from the statistical rel
porting systems, the statistical discrepancy is unaffected, but the accounts will
still contain errors, inaccuracies, or gaps in coverage.

10.378. Analysis of the statistical discrepancy could identify data problems,
such as gaps in coverage or misreporting. A consistently positive or negative sign
may indicate a bias in one or more of the underlying components. For example, a
positive statistical discrepancy indicates that credit entries, such as exports or inf
come receipts, are understated or omitted, or that debit entries, such as imports
or income payments, are overstated. However, the ability to use analysis of the
statistical discrepancy to identify data problems is limited by the fact that meal
surement errors in opposite directions offset each other.

10.379. At the global level, the statistical discrepancy represents net errors
and omissions in recorded transactions. For individual partner countries and rel
gions, in addition to errors and omissions, it also reflects discrepancies that arise
when transactions with one country or region are settled through transactions
with another country or region. These transfers of funds between foreign areas
often occur because the dollar is used extensively in settling international trans
actions and forms a large part of the foreign currency reserves of many countries.
Therefore, changes in dollar balances held by one country often cannot be acl
counted for by U.S. transactions with that country. Consequently, the statistical
discrepancies included in the country and area statistics of the international ecolZ
nomic accounts cannot be interpreted as a measure of the area distribution of
global errors and omissions. Instead, they reflect a combination of errors and
omissions and third-country settlements.
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