No. 1 of the Publicity Material Series on the Balance of Payments and International Investment Position Manual (Sixth Edition) 

——Overview of the Balance-of-Payments Statistics and the Revision of the Manual
This article mainly introduces the basic concepts in the balance-of-payments statistics, the background to the revisions, and the main content of the latest balance-of-payments manual as well as its impact on China. The detailed contents are as follows: 

I. Overview of the Balance-of-Payments Statistics

(I) Relevant background regarding the balance of payments 

The balance of payments reflects the economic processes or phenomena of import and export trade, investment and financing, and other kinds of economic transactions between an economy (or country/region, the same below) with other economies, as well as the situation of existing external financial assets and liabilities. The balance-of-payments statistics are crucial statistical information that comprehensively reflect changes in foreign trade, financial investments, and economic proceeds, as well as the situation of the existing financial assets and liabilities. The balance-of-payments statistics are aggregated and arranged in the Balance-of-Payments (BOP) statement and the International Investment Position (IIP) statement. 
The concept of the balance of payments first occurred in the seventeenth century. In 1948, soon after its inception, the International Monetary Fund (IMF) published the Balance of Payments Manual (First Edition) and the balance of payments officially became a statistical item. According to the requirements of IMF procedures, all of its members (countries or economies, the same below) are obliged to submit balance-of-payments statistics to the IMF on a regular basis. In 1984, soon after China assumed official membership in the IMF, it began to conduct statistics on the nation’s balance of payments and to submit them to the IMF. This has been conducted regularly and the statistics have been reported since 1982. The State Administration of Foreign Exchange (SAFE) is responsible for the statistics on the nation’s balance-of-payments situation and for the external release of the information. With the constant development and changes in the international community and economies, the IMF has been revising and refining the contents and requirements of the Manual on an ongoing basis. In 2009, the IMF issued the sixth edition of the Balance of Payments and International Investment Position Manual (BPM6, or the Sixth Edition of the Manual). Currently, China is using the fifth edition of the Balance of Payments Manual (BPM5, or the Fifth Edition of the Manual) which was published in 1993 for the balance-of- payments statistics, and it is now shifting to the standards of the latest sixth edition.  
(II) Basic balance-of-payments concepts and major statistical principles 

1. The scope of the balance-of-payments statistics: All economic transactions flowing between an economy and other economies and its existing external financial assets and liabilities.  

2. Economy: An economy consists of an economic territory, residents within an economic territory, and the economic activities of the residents. An economic territory herein refers to a jurisdictional or geographical territory of a government or an international organization to effectively implement economic management. The purpose of adopting the concept of an economy is to facilitate identification of the scope of the balance-of-payments statistics and international comparisons. The scope of China’s balance-of-payments statistics covers the Chinese mainland, excluding Hong Kong, Macao, and Taiwan region.
3. Resident: A resident within an economy refers to an institution/individual that has a certain kind of venue, domicile, place of production, or other building and is engaged in economic activities and transactions of a certain scale in a such place for an indefinite period or with time limit but on a permanent basis, i.e., the economic benefit center of such an institution/individual is within such an economy. In actual practice, the IMF defines the time period for the economic benefit center as one year or more, mainly for the purpose of avoiding inconsistencies in the statistical standards in actual operations and for facilitating international statistical comparisons. For China’s definitions of Chinese residents in the balance-of-payments statistics, please refer to the Measures on the Declaration of the BOP Statistics (State Council Decree No. 642).   
4. Bookkeeping method: A double-entry bookkeeping method is adopted for the balance of payments and the bookkeeping principle of “a debit is sure to bring about a credit and their amounts are always the same” is observed, i.e., each transaction consists of two accounting entries of an equal amount and in an opposite direction, and the total amount of a credit entry equals that of a debit entry. A credit means the exports of the actual resources and a decrease in the external assets or an increase in the external liabilities, while a debit means the imports of the actual resources and an increase in the external assets or a decrease in the external liabilities. For example, take earnings from the export of goods as an example: In the balance-of-payments statement, the export of trade in goods is credited and the increase in external deposit assets is debited. For inflows of spot exchange in foreign direct investments in China, increases in liabilities from direct investments are credited whereas increases in  external deposit assets are debited.    
5. The recording time of the flow: In principle, an accrual basis is adopted to determine the recording time of the flow/transaction in the balance-of-payments statistics. An accrual basis means that the flow is recorded at the time when the economic value is created, transformed, exchanged, transferred, or disappears. That is to say, a flow which reflects a change in the economic ownership is recorded at the time point when the ownership is transferred, while the service is recorded at the time when it being provided. In other words, economic transactions are recorded during the period when they occur, regardless of whether cash has already been received /paid or will be received/paid in the future. For example, under circumstances whereby goods have been exported but payments for the goods have not yet been received, a trade credit under the other investment item shall be debited and in the meantime the export of goods shall be credited.  

Economic ownership herein under the accrual basis refers to economic rights and obligations or returns and risks related to the ownership of economic assets/liabilities assumed by the owners of the economic assets/liabilities.  
6. Valuation principle: The market price is mainly adopted as the basis for the valuation in the balance-of-payments transactions. In practice, when the market price is not available, the market price of an equivalent transaction or the equivalent of the par value is used for the recording. In the International Investment Position (IIP) statement, the market price at the end of the statistical period is used to record the value of the external financial assets and liabilities.  
7. The major components of the balance-of-payments (BOP) statement: current account, capital account, and financial account. The current account is further divided into the goods and services account, the primary income account, and the secondary income account. The financial account is sub-divided into direct investments, portfolio investments, financial derivative products and employee stock options, other investments, and reserve assets. 
The major structure of the IIP statement is exactly the same as the financial account of the BOP statement.

II. Background to the Modifications 

Since IMF issued the fifth edition of the Balance of Payments Manual, economic globalization has further promoted economic development in various countries. MNCs have become the forerunners and beneficiaries of the economic globalization by means of integrating global resources and production factors and rationally allocating capital and labor costs. Trade and investment have promoted the thorough integration of various economies, and, in particular, they have promoted rapid economic development and scientific and technological advances of the developing countries. As a result, economic exchanges among the various countries are becoming increasingly frequent, and the scale of the transactions and the balance in the BOP have been constantly rising. Meanwhile, with the increasing diversification of the types and patterns of financial transactions and the constant emergence of new products and new businesses, such as financial derivative products, cross-border portfolio investments, and electronic banking, the scale of the transactions in the financial market and the BOP has been greatly expanded. These economic and financial changes and developments have increased the complexity of mastering the relevant information. In addition, the frequent outbreak of international financial crises has encouraged all nations to understand the external risk profiles, such as the vulnerability and sustainability of their own economies, and to urgently enhance their capabilities to grasp the risk exposure of their external financial assets and liabilities.   
To adapt to these changes, the Statistical Department and the BOP Statistical Committee (hereafter “the Committee”) of the IMF began to organize BOP statistical experts from all over the world to revise the sixth edition of the Manual in 2001, which was completed after nearly eight years. During this period, the Committee established four expert groups and meticulously deliberated important issues, such as direct investments and reserves, to strengthen the connections with the relevant macroeconomic statistical concepts. Meanwhile, on many occasions the IMF solicited opinions from the departments responsible for the BOP statistics of the various member countries. In March 2007, the IMF released a draft version of the sixth edition of the Manual for the first time on its Web site to solicit worldwide opinions. In 2008, the Committee convened nine regional seminars to provide interpretations of the revised contents and to further hear opinions and suggestions from various sources. Finally, the sixth edition of the Manual was unanimously approved at the 22nd meeting of the BOP Statistical Committee in November 2008. The Manual serves as the latest international statistical standard for all member countries to conduct BOP statistical work under the guidance of the IMF.  
III． Overview of the Revisions
The sixth edition of the Manual basically maintains the basic principles, statistical scope, and other important content of the BOP statistics in the fifth edition, but it makes improvements and overall refinements in terms of the framework and structure, statistical classifications, definition of concepts, and so forth, with a more comprehensive content and more concrete expressions of the interpretations. In addition, the sixth edition of the Manual is further aligned with relevant international statistical standards, including the System of National Accounts (2008 Edition) of the UN and the Benchmark Definitions of Foreign Direct Investments (Fourth Edition) of the OECD. 
(I) Improving and adding statistical requirements 

First, the significance of conducting statistics on existing external financial assets and liabilities is highlighted. BPM6 adds the “international investment position” in its title, and defines and explains it in detail in all relevant sections of Chapters I through Chapters IX of the Manual as an equally important content of the BOP statement. In contrast, in the fifth edition of the Manual, the international investment position is only explained and interpreted in one chapter. 
Second, BPM6 provides detailed definitions and interpretations of the financial assets and liabilities instruments, such as the financial derivative instruments that have witnessed rapid development in recent years, stock equity, securities, debt instruments, and insurance, whereas BPM5 only presents a conceptual definition or a concise description of such concepts. 
Third, it is clarified that a “change in the economic ownership” shall serve as the unique core standard for determining BOP transactions, deleting the exceptional circumstances of “legal ownership” in the fifth edition. 
Fourth, BPM6 is further aligned with the relevant concepts and statistical classifications of other international statistical standards, such as the system of national accounts (SNA). For example, “proceeds” and “current transfer” accounts are revised as “primary income” and “secondary income” accounts, and the sectoral classifications of institutions, such as the central bank and financial and non-financial institutions, have been adjusted.   

Fifth, the statistical standards for some statistical sub-items have been adjusted. For example, the basis for judging the direct investment statistics is adjusted from the control right (stock equity) ratio to the direct investment relationship, thus expanding the scope of the direct investment statistics; and the direct investment relationship classification is added under the detailed statistical item in the statement. In addition, multiple valuation methods for existing direct investments are provided in detail, offering more reference approaches for the actual operations and implementation of statistical work. 
Sixth, other statistical items are added or improved. For example, statistics on financial intermediation services that are indirectly measured (FISIM) are increased, the statistical content and methods for various kinds of insurance services receipts and payments and compensation are clarified, the definition of switch trade statistics is improved, the concept of “individual transfers” is introduced in the secondary income account, and other equity, insurance, pension and standardized guarantee plans, special drawing rights, and other receivable/payable sub-items are added in the other investment account.   

(II) Adjustment of the structure and classification 

First, the listing structure and preparation method for the financial account of the BOP statement has been adjusted.  The listed column is adjusted from the previous "credit” and “debit” to “the net acquisition of financial assets” and "the net generation of financial liabilities” to indicate the net transaction amount of the acquisition and disposal of financial assets and liabilities, so as to more intuitively compare the corresponding relationship with the balance of financial assets and liabilities in the IIP statement.  

Second, financial derivative instruments and employee stock options are adjusted to the first-level sub-item under the financial account, whereas in BPM5 they are a sub-item under the portfolio investment account.  

Third, the classifications of institutions and departments have been adjusted. The classifications in the System of National Accounts (2008 edition) have been adopted; for example, “central bank” is used to replace “monetary authorities,” “deposit-oriented companies except for the central bank” replaces “bank,” “government in the broad sense” replaces “all levels of governments,” and the lower-level classifications of other financial companies are also refined. 
Fourth, some sub-items under trade in goods and services have been adjusted. For example, processing trade is adjusted from trade in goods to trade in services, switch trade is adjusted from trade in services to trade in goods, with only the value-added part of the balance recorded, and the repair of goods is adjusted from trade in goods to trade in services, and so forth. 
Fifth, the affiliation of some sub-items under trade in services has been adjusted. For example, "R&D services” are recorded as other commercial items under trade in services, instead of items under the capital account. 
Sixth, “defaults” and “immigrant transfers” and other statistical content previously conducted under BOP transaction flows have been adjusted to the scope of the statistics in the existing IIP. 
IV. Relevant Impact of the Revisions on China 

As the latest and most comprehensive international statistical standard with regard to reflecting the BOP situation, the sixth edition of the Manual provides especially detailed specifications for financial assets and liabilities, such as financial derivative instruments, securities, bonds, and insurance. BPM6 requires that all countries further improve their statistical systems, refine their statistical classifications and relevant statistical standards, and increase the frequency and improve the timeliness of their BOP statistics. Meanwhile, since BPM6 has made some adjustments to the structure of the BOP statement, it will inevitably affect the analysis of the BOP statistics. Therefore, such changes are expected to have a certain impact on China's BOP statistics and analysis.  
(I) A comprehensive improvement in the BOP statistical system is urgently needed  
With respect to China’s current situation, China’s existing BOP statistics still do not meet the requirements of BPM6, and major gaps exist in the following areas: the flow and balance statistics of assets and liabilities do not match, the flow statistics are weak, the classification of the financial instruments are insufficiently detailed, the interpretations of the indicators are relatively simple, there is a lack of certain important statistical items, such as financial derivative products, employee stock options, and so forth, which do not fully comply with the valuation principle of the market value, and information on the country, currency type, and maturity type is not comprehensive.  

In order to implement BPM6, the SAFE has conducted preparatory and implementation work during recent years, such as clarifying the gaps, carrying out research on countermeasures, mapping out plans, and implementing in phases, for example, by revising the Measures on the Declaration of the BOP Statistics, the Statistical System for External Financial Assets and Liabilities and Transactions, as well as the Classification and Codes for Transactions of Foreign-related Receipts and Payments, and so forth, which will gradually improve and refine the framework for China’s BOP statistical system while meeting the latest BOP statistical standards and enhancing China’s overall BOP statistics and foreign-related economic and financial statistical capabilities. 
(II) Adjustments in China’s BOP statistical forms and in analysis and interpretation methods are required 

In general, there are no major changes in terms of the scope of the BOP statistics in the sixth edition of the Manual, and the structure of the current account and the capital and financial account in the BOP statement and the major items in the IIP statement do not vary much from that of the fifth edition. 
However, with regard to China’s actual situation in terms of the BOP statistics, there are two points that merit special attention: first, the structure of the BOP statement as announced by China will be adjusted to some degree. The most important change is that the reserve assets will be integrated into the financial account in order to be aligned with the standard forms of BPM6, thus becoming a sub-account under the financial account. Actually, when issuing BPM5, the IMF had already integrated the reserve assets into the financial account. Considering factors such as habits in the use of the data, China did not make the adjustments accordingly. In addition, the IMF allows all member countries to carry out certain structural adjustments to the BOP statement based on their respective analytical requirements or use habits, for example, the BOP statements of BPM6 announced by Hong Kong, Japan, and other regions/countries are slightly different from the standard IMF forms. Second, the mutual adjustments between the sub-items of trade in goods and trade in services will lead to a slight decline in the flow and scale of trade in goods, with trade-offs between one another. The main reason for this is that China has a certain amount of imports and exports from processing trade with supplied materials and outward processing, and according to BPM6, this shall be adjusted from trade in goods to trade in services and shall be recorded according to the net amount. The specific impact of these changes in the standard BPM6 forms on items in China’s BOP statement will be elaborated upon in the following publicity materials.
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