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Foreword

This volume, External Debt Statistics: Guide for Compilers and Users (the Guide), has been prepared
under the joint responsibility of our eight organizations, through the mechanism of the Inter-Agency
Task Force on Finance Statistics. The preparation of the Guide, under way since mid-1999, was based
on the broad range of experience of our institutions in close consultation with national compilers of
external debt and balance of payments statistics.

International financial crises in the late 1990s underscored the importance of reliable and timely statis-
tics on external debt as a critical element for the early detection of countries’ external vulnerability.
Against this background, improving the quality and timeliness of key external debt data and promoting
convergence of recording practices have been the focus in the preparation of the Guide. The Guide is a
useful source of reference both for national compilers and users of external debt statistics.

The Guide updates the previous international guidelines on external debt statistics, External Debt:
Definition, Statistical Coverage and Methodology, published by four of our organizations in 1988.
During the 1990s, new statistical guidelines for national accounts and balance of payments statistics
were established, and a substantial growth in financial flows between private sector institutions
occurred, including the use of debt instruments and financial derivatives to manage and redistribute
risk. The concepts set out in the Guide are harmonized with those of the System of National Accounts
1993 and the fifth edition of the IMF’s Balance of Payments Manual, also published in 1993.

We recommend that countries adopt the Guide as the basis for compiling and disseminating external
debt statistics.
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Preface

The need for comprehensive, comparable, and reliable information on external debt to inform policymak-
ers, financial markets, and other users of statistics has long been recognized. This was once again rein-
forced by the international financial crises in the 1990s. Because they carry obligations to make future
payments, external debt liabilities have the potential to create circumstances that render an economy vul-
nerable to solvency and liquidity problems. Moreover, as experience has shown, external vulnerability can
have widespread economic costs, and not just for the initially affected economy. It is clear, therefore, that
external debt needs to be measured and monitored. To this end, External Debt Statistics: Guide for Com-
pilers and Users (the Guide) provides guidance on (1) the concepts, definitions, and classifications of ex-
ternal debt data, (2) the sources and techniques for compiling these data, and (3) the analytical uses of
these data. The Guide is intended to be of use to both compilers and users of external debt statistics.

Evolution of This Guide

The previous international guidance on external debt statistics, External Debt: Definition, Statistical Cov-
erage and Methodology (the “Grey Book™), was published in 1988 by the Bank for International Settle-
ments (BIS), International Monetary Fund (IMF), Organisation for Economic Co-operation and Develop-
ment (OECD), and World Bank. This publication provided a common definition of external debt.
However, since its publication there have been new international statistical guidelines for national ac-
counts and balance of payments statistics—the System of National Accounts 1993 (1993 SNA) and the
fifth edition of the IMF’s Balance of Payments Manual (BPM5); a tremendous growth in private sector fi-
nancial flows, especially to private sector debtors; and, associated with these financial flows, an increased
use of instruments such as debt securities and financial derivatives to manage and redistribute risk.

Against this background, the Guide provides a comprehensive conceptual framework, derived from the
1993 SNA and BPMS35, for the measurement of gross external debt of the public and private sectors. It
draws on many of the concepts introduced in the Grey Book and is intended to provide clear guidance
that can be applied consistently across the different sectors of an economy and across the different debt
instruments used for borrowing. Thereafter, the Guide provides a scheme for classifying external debt
by instruments and sectors that is developed into a presentation table for the gross external debt position.
Data disseminated using this presentation table, and employing the concepts outlined earlier in the
Guide, are essential for providing a comprehensive and informed picture of the gross external debt posi-
tion for the whole economy. For countries in which there is a particular interest in public sector debt, the
sector information can be rearranged to give focus to public and publicly guaranteed debt, consistent
with the approach used by the World Bank’s Debtor Reporting System. Such a presentation may be of
central importance where public sector external debt is dominant, although vigilance in monitoring pri-
vate sector debt liabilities is necessary because experience has shown that these can grow rapidly.

Further, from the evidence of the international financial crises of the 1990s, and from the experience of
many countries, additional data series may be vital to assist in identifying potential vulnerability to sol-
vency and liquidity problems arising from the gross external debt position. The important need for data on
debt-maturity profiles and currency breakdowns has been highlighted in international forums and, together
with improving coverage of private sector debt liabilities, has helped to motivate preparation of the Guide.

Xi
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So, the Guide provides additional conceptual guidance, and presentation tables, for data series such as the
debt-service schedule (especially relevant for liquidity analysis), the currency composition of debt, and
other series known from experience to be of analytical use. The Guide also explains the concept of net
external debt—that is, a comparison of the stock of external debt with holdings of external financial assets
of similar instrument type—and incorporates financial derivative positions into external debt analysis.

Drawing on the broad range of experience in the international agencies involved in its production, the
Guide provides advice on the compilation of external debt statistics, and the analytical use of such
data. This advice is not intended to be comprehensive, but rather provides an overview of the issues.
The work of international agencies in the field of external debt is outlined. Because the Guide is pri-
marily intended to be a source of reference for both compilers and users of external debt statistics, cer-
tain sections will be more relevant for some audiences than others. For instance, the first section dis-
cusses complex conceptual measurement issues and provides detailed advice as a source of
reference—this guidance is intended particularly for the compiler. In contrast, the section on the use of
external debt data is directed toward both users and compilers. It is hoped that by this approach the
Guide will contribute to better external debt statistics and an improved understanding of the complex
issues involved in both compiling and analyzing them.

Acknowledgments

The production of the Guide has been jointly undertaken by the international agencies that participate
in the Inter-Agency Task Force on Finance Statistics (TFFS), in close consultation with national com-
pilers of external debt and balance of payments statistics. The TFFS is one of the interagency task
forces formed under the aegis of the United Nations Statistical Commission and the Administrative
Committee on Coordination—Sub-Committee on Statistical Activities, and was set up in 1992. It was
reconvened in 1998 to coordinate work among the participating agencies to improve the methodologi-
cal soundness, transparency, timeliness, and availability of data on external debt and international
reserve assets. The TFFS was chaired by the IMF, and the work on the Guide involved representatives
from the BIS, the Commonwealth Secretariat, the European Central Bank (ECB), Eurostat, the IMF,
the OECD, the Paris Club Secretariat, the United Nations Conference on Trade and Development
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|I. Overview

1.1 The purpose of the External Debt Statistics:
Guide for Compilers and Users (the Guide) is to
provide comprehensive guidance for the measure-
ment and presentation of external debt statistics. It
also provides advice on the compilation of these data
and on their analytical use. The intention is to con-
tribute to both an improvement in, and a greater
understanding of, external debt statistics. In doing
so, the Guide is responding to the concerns of mar-
kets and policymakers for better external debt statis-
tics to help assess external vulnerabilities at a time
when increasing international capital flows are
resulting in greater market interdependence.

The Grey Book

1.2 Previous guidance on the measurement of gross
external debt was provided in External Debt: Defini-
tion, Statistical Coverage and Methodology (the
“Grey Book™), published jointly in 1988 by the
Bank for International Settlements (BIS), Interna-
tional Monetary Fund (IMF), the Organisation for
Economic Co-operation and Development (OECD),
and the World Bank. The Grey Book provided an
agreed definition of what constituted external debt,
with the intention of encouraging a greater consis-
tency of approach in the measurement of external
debt:

Gross external debt is the amount, at any given time, of
disbursed and outstanding contractual liabilities of resi-
dents of a country to nonresidents to repay principal,
with or without interest, or to pay interest, with or with-
out principal.

1.3 The measure of external debt using this defini-
tion is commonly known as disbursed and outstand-
ing debt (DOD) and is valued on a nominal-value
basis. Under this definition, there must be a contrac-
tual liability to make principal or interest payments,
or both. The contractual liability—used in the wide
sense of entailing a legal obligation—must be a

claim of a nonresident on a resident to qualify as ex-
ternal debt, and only that part of the liability that is
outstanding and disbursed qualifies as debt.

1.4 The DOD approach is a basic cornerstone of ex-
ternal debt statistics and provides the conceptual
basis for the majority of the existing external debt
compilation systems, including those of countries
using the Commonwealth Secretariat and United
Nations Conference on Trade and Development
(UNCTAD) debt-management systems, and those of
the OECD and World Bank. It has facilitated vulner-
ability, debt-sustainability, and creditworthiness
analyses and can provide a transparent standard for
comparable statistics across countries. For instance,
the World Bank’s Global Development Finance and
the OECD’s External Debt Statistics present and an-
alyze data on a DOD basis.

1.5 To a considerable extent, the Grey Book reflects
the traditional focus of external debt statistics, which
is on borrowing from banks and government
sources, often by the public sector. For the purposes
of public debt management, a DOD measure of ex-
ternal debt allows a debt manager to determine how
much is owed, to make budgetary projections, and to
inform policymakers of the borrowing position in re-
lation to any authorized limits. Also, DOD can serve
as a baseline for debt managers to analyze the im-
pact of exchange rate movements and indexation of
principal on the stock of debt outstanding. In a num-
ber of countries, DOD is typically a measure derived
from a debt-management system that records con-
tractual obligations on existing debt, which are es-
sential for cash-flow management and for imple-
menting payments.

Conceptual Approach in the Guide

1.6 Depending on the stage of economic develop-
ment, borrowing by the public sector from banks and
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government sources may still remain the focus of
external debt analysis for a number of countries. But
for many countries, the growth during the 1990s of
cross-border private sector capital flows, the expo-
sure of the private sector to foreign borrowing, the
widespread issuance of debt securities, and the use
of financial derivatives and similar instruments,
have necessitated a wider scope of external debt
analysis. In other words, in addition to the traditional
focus, a need has increasingly arisen to monitor the
cross-border financial borrowing activities of the
nonbank private sector, including external borrowing
by all sectors of the economy in the form of debt
securities.

1.7 In responding to these developments, the Guide
introduces a comprehensive conceptual framework
that is derived from that contained in the System of
National Accounts 1993 (1993 SNA)! and the IMF’s
Balance of Payments Manual, fifth edition (BPM5)?
for measuring the gross external debt position. This
approach facilitates consistency and comparability
among external debt statistics and other macroeco-
nomic statistics, such as balance of payments, the in-
ternational investment position (IIP), and national
accounts. Under this conceptual framework, external
debt includes all liabilities as defined in the /993
SNA (excluding equity liabilities and financial deriv-
atives) that are owed to nonresidents, and the total
amount of such liabilities is presented as the gross
external debt position.

1.8 This new conceptual framework draws on many
of the concepts introduced in the Grey Book. For
instance, external debt continues to include those
instruments that are owed to nonresidents, require
payments of interest and/or principal, and are out-

IThe 1993 SNA was published jointly by the Commission of the
European Communities (Eurostat), IMF, OECD, United Nations,
and World Bank. The 7993 SNA is a comprehensive, consistent,
and flexible set of macroeconomic accounts intended to meet the
needs of government and private sector analysts, policymakers,
and decision takers. Also, it is the point of reference in establish-
ing standards for related statistics, such as government finance
and monetary and financial statistics.

2BPM35 was published by the IMF in 1993 and provides interna-
tional guidelines for the compilation of data for an articulated set
of international accounts encompassing the measurement of exter-
nal transactions (balance of payments), on the one hand, and the
stock of financial assets and liabilities (the international invest-
ment position, or IIP), on the other. There is harmonization to the
maximum extent possible with the national accounts as articulated
in the /993 SNA.

standing. Thus, compilation systems developed to
produce data on the basis of the Grey Book, particu-
larly for the public sector, can be a statistical build-
ing block for the measurement of the gross external
debt position outlined ahead. But the new framework
also discusses and clarifies many items not discussed
or decided in the Grey Book, particularly in respect
to the range of instruments that are classified as ex-
ternal debt.

1.9 Tables are provided for the presentation of the
gross external debt position, and related data, both
for the whole economy and by sector of debtor.
Using the concepts provided in Chapters 2 and 3,
data compiled and presented in the format of the
table in Chapter 4 provide a comprehensive and in-
formed picture of the gross external debt position for
the whole economy. Subsequently in Chapter 5, the
gross external debt position is presented in a table
that highlights the role of the public sector, a table
particularly relevant for countries where the public
sector is centrally involved in external debt borrow-
ing activity, as a borrower and/or guarantor.

1.10 Further, the Guide provides additional ac-
counting principles to assist in compiling data series
of analytical use in understanding the gross external
debt position. The priority that individual countries
give to compiling each of these data series will vary
depending on circumstances. But such data series as
the debt-service schedule—that is, a schedule that
provides information on the expected amounts
and timing of future payments—and the foreign
currency composition of external debt—one indica-
tion of the exposure of the economy to movements
in the exchange rate—can reveal essential informa-
tion on potential external vulnerabilities facing
an economy. Similarly, the Guide advises on the
measurement and presentation of the net external
debt position—gross external debt less external
assets in the form of debt instruments. For econo-
mies whose private sector is active in international
financial markets, this concept, and indeed, that
of the net asset position of the IIP,? is particularly
relevant in assessing sustainability of the external
position.

3The IIP of an economy is the balance sheet of the stock of ex-
ternal financial assets and liabilities, with the difference being the
net asset (or liability) position. The IIP is described in Chapter 17
and its standard components are set out in Chapter 3.



Structure of the Guide

1.11 The Guide is presented in four parts:
(I) Conceptual Framework—covering Chapters

2-9;

(IT) Compilation: Principles and Practice—
Chapters 10-14;

(IIT) Use of External Debt Statistics—Chapters 15
and 16; and

(IV) Work of International Agencies—Chapters 17-19.

There are also several appendices.

Conceptual Framework

1.12 The structure of Part I is as follows:

e Chapter 2 provides a definition for gross external
debt and explains in detail the accounting principles
required for the measurement of the gross external
debt position. Chapter 3 discusses the identification
of institutional sectors and financial instruments.

* Chapter 4 sets out a table for the presentation of
the gross external debt position. Highest priority is
given to institutional sectors, followed by maturity
and then type of instrument. Chapter 5 provides a
table for the presentation of data on public and
publicly guaranteed external debt.

e Chapter 6 provides further accounting principles
for compiling additional data series of analytical
use in understanding the gross external debt posi-
tion. Chapter 7 provides further presentation tables
(for example, a debt-service payment schedule and
foreign currency debt tables).

e Chapter 8 discusses the dissemination of appropri-
ate information on the impact of debt reorganization
on external debt. Chapter 9 considers contingent lia-
bilities and provides a table for the presentation of
external debt on an ultimate-risk basis.

Compilation: Principles and Practice

1.13 Chapter 10 provides an overview of compila-
tion methods, and Chapters 11, 12, and 13 cover

I ¢ Overview

compilation methods for government and public sec-
tor data; banks and “other sectors” data; and data on
traded securities, respectively. Chapter 14 contains
case studies of country experience in the compila-
tion of external debt statistics.

Use of External Debt Statistics

1.14 Chapters 15 and 16 cover the analytical use of
external debt data. These chapters are included to
help compilers place their work in context and to as-
sist users in interpreting the range of information
that can be available. Chapter 15 briefly describes
debt-sustainability analysis and explains some of the
most commonly used debt ratios. Chapter 16 high-
lights the need to analyze external debt data in a
broad context.

Work of International Agencies

1.15 Chapter 17 sets out the external debt data avail-
able from the BIS, IMF, OECD, and the World
Bank, all of which have been developed to meet spe-
cific analytical needs. Chapter 18 covers the debt-
monitoring systems of the Commonwealth Secre-
tariat and UNCTAD. Chapter 19 discusses technical
assistance activities in external debt statistics, and
related macroeconomic statistics, of the international
agencies involved in production of the Guide.

Appendices

1.16 Appendix I provides detailed definitions and
classifications of debt instruments, and specific
transactions. Appendix II discusses reverse security
transactions and how they should be recorded in the
gross external debt position. Appendix III provides a
glossary of external debt terms. Appendix IV de-
scribes the relationship between the national ac-
counts and the IIP. Finally, Appendix V explains the
Initiative for Heavily Indebted Poor Countries (the
HIPC Initiative).
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2. The Measurement of External Debt:
Definition and Core Accounting Principles

Introduction

2.1 This chapter begins by updating the definition
of external debt so that it is consistent with the con-
cepts of 1993 SNA and BPMS5. The definition of ex-
ternal debt remains based on the notion that if a resi-
dent has a current liability to a nonresident that
requires payments of principal and/or interest in the
future, this liability represents a future claim on the
resources of the economy of the resident, and so is
external debt of that economy. Such an approach
provides a comprehensive measure of external debt
that is consistent across the range of debt instru-
ments regardless of how they may be structured. The
focus of the definition remains on gross liabilities—
that is, excluding any assets.

2.2 A common theme throughout the Guide is that
analysis of the gross external debt position of an
economy requires information that, as far as possi-
ble, is compatible with related data series both
within and among countries. Compatibility en-
hances the analytical usefulness and the reliability
of data by allowing interrelationships with other
related macroeconomic data series to be examined
and comparisons across countries to be undertaken
on a clear and consistent basis. Also, compatibility
encourages the rationalization of collection proce-
dures, through the integration of domestic and ex-
ternal debt data (thus lowering of the costs of data
production). For these reasons, this chapter intro-
duces accounting concepts for the measurement of
external debt that are drawn from the 7993 SNA and
BPM5.

Definition of External Debt

2.3 The Guide defines gross external debt as follows:

Gross external debt, at any given time, is the out-
standing amount of those actual current, and not
contingent, liabilities that require payment(s) of
principal and/or interest by the debtor at some

point(s) in the future and that are owed to nonresi-
dents by residents of an economy.

Outstanding and Actual Current Liabilities

2.4 For a liability to be included in external debt it
must exist and be outstanding. The decisive consid-
eration is whether a creditor owns a claim on the
debtor. Debt liabilities are typically established
through the provision of economic value—that is,
assets (financial or nonfinancial including goods),
services, and/or income—by one institutional unit,
the creditor, to another, the debtor, normally under a
contractual arrangement.! Debt liabilities can also be
created by the force of law,? and by events that re-
quire future transfer payments.3 Debt liabilities in-
clude arrears of principal and interest. Commitments
to provide economic value in the future cannot es-
tablish debt liabilities until items change ownership,
services are rendered, or income accrues; for in-
stance, amounts yet to be disbursed under a loan or
export credit commitment are not to be included in
the gross external debt position.

Principal and Interest

2.5 The provision of economic value by the creditor,
or the creation of debt liabilities through other
means, establishes a principal liability for the debtor,
which, until extinguished, may change in value over
time. For debt instruments alone, for the use of the

'In many instances, such as cash purchases by households in
shops, economic value is provided against immediate payment, in
which instance no debt liability is created.

2These liabilities could include those arising from taxes, penal-
ties (including penalties arising from commercial contracts), and
judicial awards at the time they are imposed. However, in some in-
stances an issue will arise about whether a government has juris-
diction to impose such charges on nonresidents.

3These include claims on nonlife insurance companies, claims
for damages not involving nonlife insurance companies, and
claims arising from lottery and gambling activity.
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principal, interest can (and usually does) accrue on
the principal amount, resulting in an interest cost for
the debtor. When this cost is paid periodically, as
commonly occurs, it is known in the Guide as an in-
terest payment. All other payments of economic
value by the debtor to the creditor that reduce the
principal amount outstanding are known as principal
payments.

2.6 For long-term debt instruments, interest costs
paid periodically are defined as those to be paid by
the debtor to the creditor annually or more fre-
quently; for short-term instruments (that is, with an
original maturity of one year or less), interest costs
paid periodically are defined as those to be paid by
the debtor to the creditor before the redemption date
of the instrument.

2.7 The definition of external debt does not distin-
guish between whether the payments that are re-
quired are principal or interest, or both. For instance,
interest-free loans are debt instruments although no
interest is paid, while perpetual bonds are debt in-
struments although no principal is to be repaid. In
addition, while it may normally be expected that
payments will be made in the form of financial as-
sets, such as currency and deposits, the definition
does not specify the form in which payments need to
be made. For instance, payments could be made in
the form of goods and services. It is the future re-
quirement to make payments, not the form of those
payments, that determines whether a liability is a
debt instrument or not.

2.8 Also, the definition does not specify that the
timing of the future payments of principal and/or in-
terest need be known for a liability to be classified as
debt. In many instances, the schedule of payments is
known, such as on debt securities and loans. How-
ever, in other instances the exact schedule of pay-
ments may not be known. For example, the timing of
payment might be at the demand of the creditor,
such as non-interest-bearing demand deposits; the
debtor may be in arrears, and it is not known when
the arrears will actually be paid; or the timing of a
payment may depend on certain events, such as the
exercise of an embedded put (right to sell) or call
(right to buy) option. Once again, it is the require-
ment to make the payment that determines whether
the liability is debt, rather than the timing of the pay-
ment. So, the liabilities of pension funds and life in-
surance companies to their nonresident participants

and policyholders are regarded as debt of those insti-
tutions because at some point in time a payment is
due, even though the timing of that payment may be
unknown.

Residence

2.9 To qualify as external debt, the debt liabilities
must be owed by a resident to a nonresident. Resi-
dence is determined by where the debtor and cred-
itor have their centers of economic interest—
typically, where they are ordinarily located—and not
by their nationality. The definition of residence is ex-
plained in more detail later in this chapter and is the
same as in BPM5 and the /993 SNA. Clarification of
the determination of residence for entities legally
incorporated or domiciled in “offshore centers” is
provided.

Current and Not Contingent

2.10 Contingent liabilities are not included in the de-
finition of external debt. These are defined as arrange-
ments under which one or more conditions must be
fulfilled before a financial transaction takes place.
However, from the viewpoint of understanding vul-
nerability, there is analytical interest in the potential
impact of contingent liabilities on an economy and on
particular institutional sectors, such as government.
For instance, the amount of external debt liabilities
that an economy potentially faces may be greater than
is evident from the published external debt data if
cross-border guarantees have been given. Indeed, the
Guide encourages countries to set up systems to mon-
itor and disseminate data on contingent liabilities, as
is discussed in more detail in Chapter 9.

Relationship with Instruments
in the 1993 SNA

2.11 From the viewpoint of the national accounts,
the definition of external debt is such that it includes
all financial liabilities recognized by the 7993 SNA
as financial instruments—except for shares and
other equity, and financial derivatives—that are
owed to nonresidents. Shares and other equity are
excluded because they do not require the payment of

4The exclusion of contingent liabilities does not mean that guar-

anteed debt is excluded, but rather that the guaranteed debt is at-
tributed to the debtor not the guarantor (unless and until the guar-
antee is called).



principal or interest. For the same reason, financial
derivatives, both forwards and options, are ex-
cluded—no principal amount is advanced that is re-
quired to be repaid, and no interest accrues on any fi-
nancial derivative instrument. Both forwards and
options are described in more detail in Chapter 3.
Nonetheless, an overdue obligation to settle a finan-
cial derivatives contract would, like any arrears, be a
debt liability because a payment is required. Mone-
tary gold and IMF special drawing rights (SDRs) are
financial assets included in the 7993 SNA but are not
debt instruments because they are, by convention,
assets without a corresponding liability.

Core Accounting Principles

2.12 This section considers the concepts of resi-
dence, time of recording, valuation, the unit of
account and exchange rate conversion, and maturity.
Unless otherwise specified, these concepts are ap-
plicable throughout the Guide.

Residence®

2.13 Debt liabilities of residents that are owed to
nonresidents are to be included in the presentation of
an economy’s gross external debt position. Debt lia-
bilities owed to residents are excluded. Hence the def-
inition of residence is central to the definition of ex-
ternal debt. In the Guide, as in the BPM5 and the 1993
SNA, an institutional unit—that is, an entity such as a
household, corporation, government agency, etc., that
is capable, in its own right, of owning assets, incur-
ring liabilities, and engaging in economic activities
and in transactions with other entities—is a resident
of an economy when it has its center of economic in-
terest in the economic territory of that country.

2.14 To determine residence, the terms “economic
territory” and “center of economic interest” also re-
quire definition. A country’s economic territory con-
sists of a geographic territory administered by a gov-
ernment; within this geographic territory, persons,
goods, and capital circulate freely. Economic territory
may not be identical with boundaries recognized for
political purposes, although there is usually a close
correspondence. For maritime countries, geographic
territory includes any islands subject to the same fis-
cal and monetary authorities as the mainland. Interna-

5See also BPMS5, Chapter IV.
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tional (multilateral) organizations have their own ter-
ritorial enclave(s) over which they have jurisdiction
and are not considered residents of any national econ-
omy in which the organizations are located or conduct
affairs; although employees of these bodies are resi-
dents of the national economy—specifically, of the
economies in which they are expected to maintain
their abodes for one year or more.

2.15 An institutional unit has a center of economic
interest and is a resident unit of a country when,
from some location (dwelling, place of production,
or other premises) within the economic territory of
the country, the unit engages and intends to continue
engaging (indefinitely or for a finite but long period
of time) in economic activities and transactions on a
significant scale. The location need not be fixed as
long as it remains within the economic territory. For
statistical purposes, the conduct or intention to con-
duct economic activities for a year or more in an
economic territory normally implies residence of
that economy. But the one-year period is suggested
only as a guideline and not as an inflexible rule.

2.16 In essence, an institutional unit is a resident of
the economy in which it is ordinarily located. For in-
stance, a branch or subsidiary is resident in the econ-
omy in which it is ordinarily located, because it en-
gages in economic activity and transactions from that
location, rather than necessarily the economy in
which its parent corporation is located. Unincorpo-
rated site offices of major construction and similar
projects, such as oil and gas exploration, that take
over a year to complete and are carried out and man-
aged by nonresident enterprises will, in most in-
stances, meet the criteria of resident entities in the
economy in which they are located, and so can have
external debt (although the claims on the office by the
parent might well represent an equity investment).®

2.17 The residence of offshore enterprises—includ-
ing those engaged in the assembly of components
manufactured elsewhere, those engaged in trade and
financial operations, and those located in special
zones—is attributed to the economies in which they
are located. For instance, in some countries, banks,
including branches of foreign banks, that are li-
censed to take deposits from and lend primarily, or

6The classification of parent claims on unincorporated branches

is discussed in more detail in Chapter 3, in the section on direct
investment.
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even only, to residents of other economies are treated
as “offshore banks” under exchange control and/or
other regulations. These banks usually face different
supervisory requirements and may not be required to
provide the same amount of information to supervi-
sors as “onshore” banks. Nonetheless, the liabilities
of the offshore banks should be included in the ex-
ternal debt statistics of the economy in which they
are located, provided that the liabilities meet the def-
inition of external debt.

2.18 Similar issues can arise with “brass plate com-
panies,” “shell companies,” or “special purpose enti-
ties” (SPEs). These entities may have little physical
presence in the economy in which they are legally in-
corporated or legally domiciled (for example, regis-
tered or licensed), and any substantive work of the
entity may be conducted in another economy. In such
circumstances, there might be debate about where the
center of economic interest for such entities lies. The
Guide attributes external debt to the economy in
which the entity, which has the liabilities on its bal-
ance sheet, and so on whom the creditor has a claim,
is legally incorporated, or in the absence of legal in-
corporation, is legally domiciled. So, debt issues on
the balance sheet of entities legally incorporated or
domiciled in an offshore center are to be classified as
external debt of the economy in which the offshore
center is located. Any subsequent on-lending of the
funds raised through such debt issues to a nonresi-
dent, such as to a parent or subsidiary corporation, is
classified as an external asset of the offshore entity
and external debt of the borrowing entity.

2.19 In some economies, separate identification of
the gross external debt (and external assets) of resi-
dent “offshore banks” and other “offshore entities”
is necessary because of the potential size of their lia-
bilities relative to the rest of the economy.

2.20 In contrast, a nonresident may set up an agency
in the resident economy usually to generate business
in that economy. So, for instance, a resident agent
may arrange for its parent foreign bank to lend funds
to a fellow resident (the borrower). Unless the agent
takes the transactions between the borrower and the
creditor bank onto its own balance sheet, the bor-
rower records external debt and not the agent. This is
because the debtor/creditor relationship is between
the lending bank and the borrowing entity, with the
agent merely facilitating the transaction by bringing
the borrower and lender together. If the agent does

take the transactions onto its balance sheet then it,
not the final borrower, should record external debt
from its parent foreign bank.

2.21 A regional central bank is an international finan-
cial organization that acts as a common central bank
for a group of member countries. Such a bank has its
headquarters in one country and usually maintains na-
tional offices in each of the member countries. Each
national office acts as central bank for that country
and is treated as a resident institutional unit in that
country. The headquarters, however, is an interna-
tional organization, and thus a nonresident from the
perspective of the national central banks. However, for
statistics relating to the economic territory of the
whole group of member countries, the regional central
bank is a resident institutional unit of this territory.

Time of Recording’

2.22 The guiding principle for whether claims and
liabilities exist and are outstanding is determined at
any moment in time by the principle of ownership.
The creditor owns a claim on the debtor, and the
debtor has an obligation to the creditor.® Transactions
are recorded when economic value is created, trans-
formed, exchanged, transferred, or extinguished.

2.23 When a transaction occurs in assets, both fi-
nancial and nonfinancial, the date of the change of
ownership (the value date), and so the day the posi-
tion is recorded, is when both creditor and debtor
have entered the claim and liability, respectively, in
their books. This date may actually be specified to
ensure matching entries in the books of both parties.
If no precise date can be fixed, the date on which the
creditor receives payment or some other financial
claim is decisive. For example, loan drawings are en-
tered in the accounts when actual disbursements are
made, and so when financial claims are established,
and not necessarily when an agreement is signed.

2.24 For other transactions, when a service is ren-
dered, interest accrues, or an event occurs that cre-
ates a transfer claim (such as under nonlife insur-
ance), a debt liability is created and exists until
payment is made or forgiven. Although not usual,
like interest, service charges can accrue continu-

7See also BPM5, Chapter VI.
8Thus, the Guide does not recognize any unilateral repudiation
of debt by the debtor.



ously. Although equity securities are not debt instru-
ments, dividends once they are declared payable are
recorded in other debt liabilities until paid.

2.25 The Guide recommends that interest costs ac-
crue continuously on debt instruments, thus match-
ing the cost of capital with the provision of capital.
This recommendation is consistent with the ap-
proach taken in related international statistical man-
uals and in commercial accounting standards (see
Box 2.1). For interest costs that accrue in a recording
period, there are three measurement possibilities:
(1) they are paid within the reporting period, in
which instance there is no impact on the gross exter-
nal debt position; (2) they are not paid because they
are not yet payable (referred to hereafter as “interest
costs that have accrued and are not yet payable”)—
for example, interest is paid each six months on a
loan or security, and the gross external debt position
is measured after the first three months of this pe-
riod—in which instance the gross external debt posi-
tion increases by the amount of interest that has ac-
crued during the three-month period; and (3) they
are not paid when due, in which instance the gross
external debt position increases by the amount of in-
terest costs that have accrued during the period and
are in arrears at the end of the period.

Interest costs that have accrued
and are not yet payable

2.26 Traditionally, external debt-recording systems
have not recorded as external debt interest costs that
have accrued and are not yet payable. At the time of
publication of this Guide, the preference of many
debt compilers remains to continue to exclude such
interest costs from the gross external debt position.
This is for two reasons. First, for countries with a
few large external loans, borrowed at irregular peri-
ods, that have annual or semiannual interest pay-
ments, significant variation over time in the debt
stock could arise from the inclusion of interest costs
that have accrued and are not yet payable. Second,
from a practical viewpoint, for some countries the
inclusion of such interest costs in the gross external
debt position could take some time to implement be-
cause it could involve a significant change to their
present compilation system.

2.27 It is thus recognized that the recording of inter-
est costs accruing on deposits and loans may have to
follow national practices and be classified under
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other debt liabilities. Nonetheless, for those countries
that can do so, the Guide recommends including in-
terest costs that have accrued and are not yet payable
as part of the value of the underlying instruments.
That is, the accrual of interest costs not yet payable
continuously increases the principal amount out-
standing of the debt instrument until these interest
costs are paid. This is consistent with the approach in
the 1993 SNA and BPM5. However, in order to main-
tain comparability of external debt statistics across
time and across countries and to identify the variation
introduced by the timing of recording of interest
costs that have accrued and are not yet payable, the
Guide requires that countries recording such interest
costs complete the memorandum item identifying the
sectoral and maturity breakdown of the item (as de-
scribed in Chapter 4, paragraphs 4.8 and 4.9).

2.28 When bond securities (including deep-discount
and zero-coupon bonds), bills, and similar short-term
securities are issued at a discount (or at a premium),
the difference between the issue price and its face or
redemption value at maturity is treated, on an accrual
basis, as interest (negative interest) over the life of the
bond. When issued at a discount, the interest costs that
accrue each period are recorded as being reinvested
in the bond, increasing the principal amount out-
standing. This approach can be described as the capi-
talization of interest; it is not a holding gain for the se-
curity owner. When issued at a premium, the amount
accruing each period reduces the value of the bond.

Arrears

2.29 When principal or interest payments are not
made when due, such as on a loan, arrears are created
(a short-term liability that is included under other
debt liabilities). But to ensure that the debt is not
counted twice, there is a corresponding reduction in
the appropriate debt instrument (for example, a loan).
So, the nonpayment, when due, of principal and/or in-
terest results in a reduction in the amount outstanding
of the appropriate instrument, such as a loan, and an
increase in arrears, leaving the external debt position
unchanged. Arrears should continue to be reported
from their creation—that is, when payments are not
made®—until they are extinguished, such as when they
are repaid, rescheduled, or forgiven by the creditor.

9In some instances arrears arise for operational reasons rather
than from a reluctance or inability to pay. Nonetheless, in princi-
ple such arrears, when outstanding at the reference date, should be
recorded as arrears.



External Debt Statistics Guide

Box 2.1. The Choice of a Recording Basis: The Case for Accrual Accounting!

Meaning of the Term “Recording Basis”

In the context of a macroeconomic statistical system, recording
bases are defined mainly according to the time at which transac-
tions are recorded in that system. Alternative recording bases
are possible because for many transactions there can be a time
lag between the change of ownership of the underlying item, the
due date for payment, and the actual date for payment. Also,
given the nature of the different recording bases the transac-
tions and positions captured by them will also differ. Thus, an im-
portant consideration in choosing a recording basis is the infor-
mation intended to be conveyed in the statistical system. For
external debt statistics, the intention is to provide users of these
data with a comprehensive measure of external debt liabilities at
the end of the reporting period, and to allow them to identify
the types of flows during the reporting period that affect the
size and composition of these liabilities. Consequently, the Guide
introduces the use of the accrual recording basis, for reasons
explained below.

Main Types of Recording Bases

Three types of recording bases have most commonly been used
in macroeconomic statistical systems: cash recording; due-for-
payment recording; and accrual recording. In practice, variations
on each of these main bases are often found.

With cash recording, transactions are recorded when a payment
is made or received, irrespective of when the assets involved
change ownership. In its strictest form, only those flows that in-
volve cash as the medium of exchange are included (that is, cash
inflows and outflows). The stocks recorded at the end of the re-
porting period in such a system are restricted to cash balances.
But in practice, cash reporting basis is often modified to include
other balances such as debt balances. In other words, when cash
is disbursed on a debt instrument, an outstanding debt stock is
recorded, and subsequent repayments of principal, in cash, re-
duce that outstanding debt.

A due-for-payment recording basis records transactions when re-
ceipts or payments arising from the transaction fall due, rather
than when the cash is actually received or paid. The due-for-
payment basis can be considered as a modification of the cash
basis. In addition to cash balances, the due-for-payment basis

IThis box draws on Efford (1996), which was prepared in the con-
text of the development of the Government Finance Statistics Manual,

IMF (2001).

2.30 If debt payments are guaranteed by a third
party, and the debtor defaults, the original debtor
records an arrear until the creditor invokes the con-
tract conditions permitting the guarantee to be
called. Once the guarantee is called, the debt pay-
ment is attributed to the guarantor, and the arrear of

takes into account amounts due or overdue for payment. Typi-
cally, a due-for-payment basis of recording will record debt
stocks on the basis of the redemption amount of the outstand-
ing liability—the amount due for payment at maturity.2 This
amount may differ from the amount originally disbursed for a
variety of reasons, including discounts and premiums between
the issue and redemption price, repayment of principal, and
revaluation of the debt due to indexation. Also, this recording
basis will capture debt arising from some noncash transactions,
such as arrears and the assumption of debt from one entity to
another (for example, to the government).

On an accrual recording basis, transactions are recorded when
economic value is created, transformed, exchanged, transferred,
or extinguished. Claims and liabilities arise when there is a
change of ownership. The accrual reporting basis thus recog-
nizes transactions in the reporting period in which they occur,
regardless of when cash is received or paid, or when payments
are due. Gross external debt positions at the end of a reporting
period depend on the stock of gross external debt at the begin-
ning of the period, and transactions and any other flows that
have taken place during the period.3 The accrual recording basis
records what an entity owes from the perspective of economic,
not payment, considerations.

The different approaches of the three recording bases can be il-
lustrated by the example of a loan, on which interest costs are
paid periodically until the loan is repaid at maturity. The initial
loan disbursement would be recorded in all three recording
bases at the same time—that is, when the disbursement is
made.All three systems would record a debt liability.* However,
on an accrual reporting basis, interest costs are recorded as ac-
cruing continuously, reflecting the cost of the use of capital, and
increasing the outstanding amount of the debt liability during
the life of the loan, until the interest costs become payable. But
on a cash or due-for-payment basis, no such increase would
arise.

Interest payments on the loan and repayment of principal at ma-
turity are recognized at the same time in all three systems, pro-

2This is the approach taken in the IMF's A Manual on Government
Finance Statistics (1986); see p.217.

3In the 1993 SNA, economic flows in financial assets and liabilities
are limited to those financial assets and liabilities for which eco-
nomic value can be demonstrated or observed.

4On the basis of the descriptions above of the cash, due-for-
payment, and accrual reporting bases. For each reporting basis, there
can be modifications of approach.

the original debtor is extinguished, as though repaid.
Depending on the contractual arrangements, in the
event of a guarantee being called, the debt is not
classified as arrears of the guarantor but instead is
classified as a short-term other debt liability until
any grace period for payment ends.
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vided that these payments are made in the reporting period in
which they are due. But if payments are not made when due, ar-
rears would be recorded on the due-for-payment and accrual
recording bases, but not on the cash basis (although in practice,
a cash-based system might well be modified to include arrears).
In the due-for-payment and accrual recording bases, a debt pay-
ment would be recorded as though made by the debtor, with an
associated increase in (short-term) liabilities (arrears). Arrears
are reduced when the payment is actually made. On a cash basis,
no transactions would be recorded until the (overdue) payment
is actually made; no arrears are recorded.

Thus, from the above example it can be seen that the accrual
recording basis will record transactions at the same time as or
before the cash and due-for-payment bases, and the due-for-pay-
ment basis would record transactions at the same time as or be-
fore the cash basis. For positions, on a cash basis, only amounts
disbursed in cash and repaid in cash are taken into account;on a
due-for-payment basis, amounts disbursed and repaid in cash are
recognized along with any outstanding liabilities arising from
noncash transactions—such as arrears; the accrual recording
basis, in contrast, recognizes all existing liabilities regardless of
whether cash has been disbursed or repaid, or payment is due
or not.

Measuring External Debt Positions

Disadvantages of Cash and Due-for-Payment Bases

Both the cash and the due-for-payment bases have deficiencies
in providing a comprehensive measure of gross external debt
positions.

The cash recording basis contains information “only” on debt
arising from cash flows; noncash transactions are not covered
(for example, the provision of goods and services on which pay-
ment is delayed, and liabilities not met are not recognized, such
as arrears). Thus, it provides insufficient coverage of external
debt. Though the due-for-payment approach, as an extension of
the cash basis, includes noncash transactions such as arrears and
indexation, it still provides an incomplete measure of external
debt. For instance, on a due-for-payment recording basis, pay-
ments not yet due for goods and services already delivered are
not considered debt (unless, for example, there is a contractual
agreement to extend trade credit). Also, interest is not recorded
until due for payment, regardless of whether interest is in the
form of a discount to the face value on issuance or in the form
of interest payments (that is, paid periodically).

Valuation!?

2.31 The Guide recommends that debt instruments

are valued at the reference date at nominal value,

10See also BPM5, Chapter V.

Advantage of an Accrual Basis

The accrual recording basis, which has long been used as the
basis for commercial accounting, provides the most comprehen-
sive information of the bases described, because it measures ex-
ternal debt on the basis of whether a creditor has ownership of
a financial claim on a debtor.The accrual basis provides the most
consistent measure of external debt, both in terms of coverage
and size, in that it is indifferent (I) to the form of payment—
debt can be created or extinguished through cash and/or non-
cash payments (that is through the provision of value); (2) to the
time of payment—debt is created or extinguished dependent on
the time at which ownership of a claim is established or relin-
quished; and (3) to whether the future payments required on
existing liabilities are in the form of principal or interest.> As fi-
nancial markets continue to innovate, this consistency of
approach helps to ensure that the size and coverage of external
debt is determined foremost by economic, and not payment,
considerations.®

Finally, recording external debt on an accrual basis has the ad-
vantage of being consistent with other macroeconomic statisti-
cal systems, such as the /993 SNA and the BPM5, both of which
employ an accrual basis of recording. These systems provide in-
formation on the types of economic flows during the reporting
period that affect the size and composition of external debt.
The Government Finance Statistics Manual (IMF, 2001) and the
Monetary and Financial Statistics Manual (IMF, 2000d) are also on
an accrual recording basis. Besides enhancing comparability of
information across different sets of macroeconomic statistics
for data users, the adoption of a common recording basis
would also contribute to a reduction in compilation costs
through the ability to use common data series in related statis-
tical systems.

5In principle, under an accrual reporting basis the stock of exter-
nal debt at any one moment in time reflects past transactions and
other economic flows, and, provided that the same valuation
method is employed, equals the discounted value of future pay-
ments of interest and principal. For instance, if financial markets
convert interest into principal, such as through stripped securities,
the process of conversion has no impact on the measured stock of
external debt because no new debt is created (although on a mar-
ket value basis there could be valuation consequences arising from
such a conversion).

6Although information on payment arrangements might well be
valuable in its own right.

and, for traded debt instruments, at market value as
well. The nominal value of a debt instrument is a
measure of value from the viewpoint of the debtor
because at any moment in time it is the amount that
the debtor owes to the creditor. This value is typi-
cally established by reference to the terms of a con-
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tract between the debtor and creditor, and it is fre-
quently used to construct debt ratios, such as those
described in Chapter 15. The market value of a
traded debt instrument is determined by its prevail-
ing market price, which, as the best indication of the
value that economic agents currently attribute to spe-
cific financial claims, provides a measure of the op-
portunity cost to both the debtor and the creditor.11 It
is the valuation principle adopted in the /993 SNA
and BPM5.

2.32 The nominal value of a debt instrument reflects
the value of the debt at creation; any subsequent eco-
nomic flows, such as transactions (for example, re-
payment of principal); valuation changes (including
exchange rate and other valuation changes other than
market price changes); and any other changes. Con-
ceptually, the nominal value of a debt instrument can
be calculated by discounting future interest and prin-
cipal payments at the existing contractual interest
rate(s) !2 on the instrument; these interest rates may
be fixed rate or variable rate. For fixed-rate instru-
ments and instruments with contractually predeter-
mined interest rates, this principle is straightforward
to apply because the future payment schedule and the
rate(s) to apply are known,!3 but it is less straightfor-
ward to apply to debt liabilities with variable rates
that change with market conditions. The appendix at
the end of this chapter provides examples of calculat-
ing the nominal value of a debt instrument by dis-
counting future payments of interest and principal.

2.33 Face value has been used to define nominal
value in some instances, since face value is the undis-
counted amount of principal to be repaid. While of
interest in showing amounts contractually due to be
paid at a future date, the use of face value as nominal

n the HIPC Initiative (see Appendix V), a representative mar-
ket rate is used to discount future payments. This provides another
measure of opportunity cost and is specific to countries in that
program.

12A single rate is usually used to discount payments due in all
future periods. In some circumstances, using different rates for
the various future payments may be warranted. Even if a single
rate of discount is used, dependent on the time until due, a differ-
ent discount factor applies to each payment. For example, at a
rate of discount of 10 percent, the discount factor for payments
one year hence is 0.909 (or 1/(1 + 0.1)) and for payments two
years hence is 0.826 (or 1/(1 + 0.1)2) and so on. See also the ex-
ample in Table 2.1.

13For a debt liability on which the interest rate steps up or down
by contractually predetermined amounts over its life, the time pro-
file of the discount factors to be applied to future payments would
be nonlinear, reflecting these step changes.

value in measuring the gross external debt position
can result in an inconsistent approach across all in-
struments and is not recommended. For instance, the
face value of deep-discount bonds and zero-coupon
bonds includes interest costs that have not yet ac-
crued, which is counter to the accrual principle.

2.34 The market value of a traded debt instrument
should be determined by the market price for that in-
strument prevailing on the reference date to which
the position relates. The ideal source of a market
price for a traded debt instrument is an organized or
other financial market in which the instrument is
traded in considerable volume and the market price
is listed at regular intervals. In the absence of such a
source, market value can be estimated by discount-
ing future payment(s) at an appropriate market rate
of interest. If the financial markets are closed on the
reference date, the market price that should be used
is that prevailing on the closest preceding date when
the market was open. In some markets the market
price quoted for traded debt securities does not take
account of interest costs that have accrued but are
not yet payable, but in determining market value
these interest costs need to be included.

Nontraded debt instruments

2.35 As does BPMS5, the Guide recommends that
debt instruments that are not traded (or tradable) in
organized or other financial markets—such as loans,
currency and deposits, and trade credit—be valued
at nominal value only.!# The nominal value of a debt
instrument could be less than originally advanced if
there have been repayments of principal, debt for-
giveness, or other economic flows, such as arising
from indexation, that affect the value of the amount
outstanding. The nominal value of a debt instrument
could be more than originally advanced because, for
example, of the accrual of interest costs, or other
economic flows.

2.36 For debt instruments that accrue no interest—
for example, liabilities arising because dividends are

l4International statistical manuals consider that for nontraded

instruments, nominal value is an appropriate proxy for market
value. Nonetheless, the development of markets, such as for credit
derivatives linked to the credit risk of individual entities, is in-
creasing the likelihood that market prices can be estimated even
for nontraded instruments. As these markets extend, consideration
might be given to compiling additional information on market val-
ues of nontraded debt.



declared but not yet payable—the nominal value is
the amount owed. If there is an unusually long
time!> before payment is due on an outstanding debt
liability on which no interest costs accrue, then the
value of the principal should be reduced by an
amount that reflects the time to maturity and an ap-
propriate existing contractual rate, and interest costs
should accrue until actual payment is made.

2.37 For some debt, such as a loan, repayment may
be specified in a contract in terms of quantities of
commodities or other goods to be paid in install-
ments over a period of time. At inception the value
of the debt is equal to the principal advanced. The
rate of interest, which will accrue on the principal, is
that which equates the present value of the required
future provision of the commodity or other good,
given its current market price, to the principal out-
standing. Conceptually, this type of contract is
equivalent to the indexation of a loan, and so the ini-
tial rate of interest that accrues will change as the
market price of the specified item changes, subject
to any contractual arrangement (for example, limits
in monetary terms on the maximum and minimum
value that is to be paid by the debtor). When pay-
ments are made in the form of the good or commod-
ity, the value of the principal outstanding will be re-
duced by the market value of the good or commodity
at the time the payment is made.

2.38 In contrast, the value of the commodities, other
goods, or services to be provided to extinguish a
trade credit liability, including under barter arrange-
ments, is that established at the creation of the debt;
that is, when the exchange of value occurred. How-
ever, as noted above, if there is an unusually long
time before payment, the value of the principal
should be reduced by an amount that reflects the
time to maturity and an appropriate existing contrac-
tual rate, and interest costs should accrue until actual
payment is made.

2.39 The Guide recognizes the debt liabilities of
pension funds and insurance companies to their non-
resident participants and policyholders. The debt lia-
bility for a defined-benefit pension scheme is the
present value of the promised benefits to nonresi-

I5What constitutes an unusually long time in this context will
depend on the circumstances. For instance, for any given time pe-
riod, the higher the level of interest rates, the greater is the oppor-
tunity cost of delayed payment.
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dents; while for a defined-contribution scheme the
debt liability is the current market value of the fund’s
assets prorated for the share of nonresidents’ claims
vis-a-vis total claims.!¢ For life insurance, the debt
liability is the value of the reserves held against the
outstanding life insurance policies issued to nonresi-
dents. The debt liability to nonresidents of nonlife
insurance companies is the value of any prepay-
ments of premiums by nonresidents, and the present
value of amounts expected to be paid out to nonresi-
dents in settlements of claims, including disputed,
but valid, claims.

2.40 For arrears, the nominal value is equal to the
value of the payments—interest and principal—
missed, and any subsequent economic flows, such as
the accrual of additional interest costs.

2.41 For nontraded debt instruments where the
nominal value is uncertain, the nominal value can be
calculated by discounting future interest and princi-
pal payments at an appropriate existing contractual
rate of interest.

Traded debt instruments

2.42 The Guide recommends that debt instruments
traded (or tradable) in organized and other financial
markets be valued at both nominal and market
value.!7 For a traded debt instrument, both nominal
and market value can be determined from the value
of the debt at creation and subsequent economic
flows, except that market valuation takes account of
any changes in the market price of the instrument,
whereas nominal value does not.

2.43 For debt securities that are usually tradable but
for which the market price is not readily observable,
by using a market rate of interest the present value of
the expected stream of future payments associated
with the security can be used to estimate market
value. This and other methods of estimating market
value are explained in Box 2.2. For unlisted securi-
ties, the price reported for accounting or regulatory

16In a defined-benefit scheme, the level of pension benefits
promised by the employer to participating employees is guaran-
teed and usually determined by a formula based on participants’
length of service and salary. In a defined-contribution scheme, the
level of contributions to the fund by the employer is guaranteed,
but the benefits that will be paid depend on the assets of the fund.

7This includes debt securities acquired under reverse transac-
tions (see Table 4.5 in Chapter 4).
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Box 2.2. General Methods for Estimating
Market Value

When market-price data are unavailable for tradable instruments,

there are two general methods for estimating market value or, as it is

sometimes called, fair value:

* Discounting future cash flows to the present value using a market
rate of interest; and

» Using market prices of financial assets and liabilities that are similar.

The first general method is to value financial assets and liabilities by
basing market value on the present, or time-discounted, value of future cash
flows. This is a well-established approach to valuation in both theory
and practice. It calculates the market value of a financial asset or liabil-
ity as the sum of the present values of all future cash flows. Market
value is given by the following equation:

i (Cash flow),

Discounted present value = -
= (1 +iy

where (Cash flow)t denotes the cash flow in a future period (t), n de-
notes the number of future periods for which cash flows are expected,
and i denotes the interest rate that is applied to discount the future
cash flow in period t.

The method is relatively easy to apply in valuing any financial asset or
liability if the future cash flows are known with certainty or can be es-
timated, and if a market interest rate (or series of market interest
rates) is observable.

Directly basing market value on the market price of a similar financial
instrument is a well-used technique when a market price is not directly
observable. For example, the market price of a bond with five-year re-
maining maturity might be given by the market price of a publicly
traded five-year bond having comparable default risk. In other cases, it
may be appropriate to use the market price of a similar financial instru-
ment, but with some adjustment in the market value to account for dif-
ferences in liquidity and/or risk level between the instruments.

In some cases, the financial asset or liability may possess some charac-
teristics of each of several other financial instruments, even though its
characteristics are not generally similar to any one of these instru-
ments. In such cases, information on the market prices and other char-
acteristics (for example, type of instrument, issuing sector, maturity,
credit rating, etc.) of the traded instruments can be used in estimating
the market value of the instrument.

purposes might be used, although this method is less
preferable than those mentioned above. Similarly,
for deep-discount or zero-coupon bonds, the issue
price plus amortization of the discount could be used

in the absence of a market price.

2.44 If arrears are traded on secondary markets, as
sometimes occurs, then a separate market value

could be established.

Nondebt instruments

2.45 Positions in financial derivatives, equity secu-
rities, and equity capital and reinvested earnings on
foreign direct investment are not included in the
gross external debt position because they are not
debt instruments, but they are recognized by the
Guide as memorandum items to the position. These
instruments are to be valued at market value.

2.46 The market value of a forward financial deriv-
atives contract is derived from the difference be-
tween the agreed-upon contract price of an underly-
ing item and the prevailing market price (or market
price expected to prevail) of that item, times the
notional amount, appropriately discounted. The
notional amount—sometimes described as the nom-
inal amount—is the amount underlying a financial
derivatives contract that is necessary for calculating
payments or receipts on the contract. This amount
may or may not be exchanged. In the specific case
of a swap contract, the market value is derived from
the difference between the expected gross receipts
and gross payments, appropriately discounted; that
is, its net present value. The market value for a for-
ward contract can therefore be calculated using
available information—market and contract prices
for the underlying item, time to maturity of the con-
tract, the notional value, and market interest rates.
From the viewpoint of the counterparties, the value
of a forward contract may become negative (liabil-
ity) or positive (asset) and may change both in mag-
nitude and direction over time, depending on the
movement in the market price for the underlying
item. Forward contracts settled on a daily basis,
such as those traded on organized exchanges—and
known as futures—have a market value, but because
of daily settlement it is likely to be zero value at
each end-period.

2.47 The price of an option depends on the poten-
tial price volatility of the price of the underlying
item, the time to maturity, interest rates, and the dif-
ference between the contract price and the market
price of the underlying item. For traded options,
whether they are traded on an exchange or not, the
valuation should be based on the observable price.
At inception the market value of a nontraded option
is the amount of the premium paid or received. Sub-
sequently nontraded options can be valued with the
use of mathematical models, such as the Black-
Scholes formulas, that take account of the factors
mentioned above that determine option prices. In



the absence of a pricing model, the price reported
for accounting or regulatory purposes might be
used. Unlike forwards, options cannot switch from
negative to positive value, or vice versa, but they re-
main an asset for the owner and a liability for the
writer of the option.

2.48 For equity securities that are listed in orga-
nized markets or are readily tradable, the value of
outstanding stocks should be based on market
prices. The value of equity securities not quoted on
stock exchanges or not traded regularly should be
estimated by using prices of comparable quoted
shares as regards past, current, and prospective
attributes such as earnings and dividends. Alter-
natively, the net asset values of enterprises to which
the equities relate could be used to estimate market
values if the balance sheets of the enterprises
are available on a current-value basis, but this is
not a preferred method given the possibly large dif-
ference between balance sheet and equity market
valuations.

2.49 For equity capital and reinvested earnings re-
lated to foreign direct investment, it is recognized
that, in practice, balance sheet values of direct in-
vestment enterprises or direct investors are generally
utilized to determine their value. If these balance
sheet values are on a current market value basis, this
valuation would be in accordance with the market
value principle, but if these values are based on
historical cost and not current revaluation, they
would not conform to the principle. If historical cost
from the balance sheets of direct investment enter-
prises (or investors) is used to determine the value of
equity capital and reinvested earnings, compilers
are also encouraged to collect data from enterprises
on a current market value basis. In instances where
the shares of direct investment enterprises are listed
on stock exchanges, the listed prices should be used
to calculate the market value of shares in those
enterprises.

Unit of Account and Exchange Rate
Conversion

2.50 The compilation of the gross external debt po-
sition statement is complicated by the fact that the li-
abilities may be expressed initially in a variety of
currencies or in other standards of value, such as
SDRs. The conversion of these liabilities into a ref-
erence unit of account is a requisite for the construc-
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tion of consistent and analytically meaningful gross
external debt statistics.

2.51 From the perspective of the national compiler,
the domestic currency unit is the obvious choice for
measuring the gross external debt position. Such a
position so denominated is compatible with the
national accounts and most of the economy’s other
economic and monetary statistics expressed in that
unit. However, if the currency is subject to signifi-
cant fluctuation relative to other currencies, a state-
ment denominated in domestic currency could be of
diminished analytical value because valuation
changes could dominate interperiod comparisons.

2.52 The most appropriate exchange rate to be used
for conversion of external debt (and assets) denomi-
nated in foreign currencies into the unit of account is
the market (spot) rate prevailing on the reference
date to which the position relates. The midpoint be-
tween buying and selling rates should be used. For
conversion of debt in a multiple rate system,!8 the
rate on the reference date for the actual exchange
rate applicable to specific liabilities (and assets)
should be used.

Maturity

2.53 For debt liabilities, it is recommended that the
traditional distinction between long- and short-term
maturity, based on the formal criterion of original
maturity, be retained. Long-term debt is defined as
debt with an original maturity of more than one year
or with no stated maturity. Short-term debt, which
includes currency, is defined as debt repayable on
demand or with an original maturity of one year or
less. If an instrument has an original maturity of one
year or less it should be classified as short-term,
even if the instrument is issued under an arrange-
ment that is long-term in nature.

Appendix: Accrual of Interest Costs—
How Should This Be Implemented?

2.54 The Guide introduces the idea of including
interest costs that have accrued and are not yet

18 A multiple exchange rate system is a scheme for which there
are schedules of exchange rates, set by the authorities, used to
apply separate exchange rates to various categories of transactions
or transactors.
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payable in the gross external debt position. This
annex presents the theoretical framework for the ac-
crual of interest costs, and a more detailed discus-
sion on how to apply the accrual principle, by type
of instrument.

2.55 Because the focus of the Guide is on position
statistics, the debate about whether the rate at which
interest should accrue on market-traded instruments
should be based on the current market value of the
debt (the so-called creditor approach) or as stipu-
lated in the original contract (the so-called debtor
approach) is not relevant. This is because the market
value position to be reported is based on the market
price of the instrument, and that value should
include any interest costs that have accrued and are
not yet payable.!® Given this, unless otherwise
stated, this annex focuses on nominal value.

2.56 At the outset, it is worth noting some key prin-

ciples for applying the accrual of interest costs prin-

ciple in both the nominal and market value presenta-

tions of external debt:

e All financial instruments bearing interest are in-
cluded;

e The accrual of interest costs can be calculated by
the straightline or compound interest method;

e All instruments issued at a discount are treated in a
similar manner; and

e The accrual of interest costs also applies to variable-
rate and index-linked instruments.

Theoretical Framework for the Accrual
of Interest Costs

2.57 Three examples, drawn from work undertaken
by Statistics Canada (see Laliberté and Tremblay,
1996), are provided to illustrate the theoretical
framework for the accrual of interest costs. These
examples, and the discussion on accruing interest
costs on a straightline or compound basis that imme-
diately follows, provide an explanation of the basic
principles.

2.58 The first example is that of a simple instru-
ment that is issued and redeemed at the same price

9Tf an economy was disseminating a debt-service ratio with
future interest and principal payments calculated using the
current yield on debt, then if the market value of external debt
rises, part of the future interest payments could become principal
payments.

and pays fixed annual interest at the end of each
year; the second example is of an instrument issued
at a price that is at a discount to the redemption
price, and that also makes annual interest payments;
and the third example is of an instrument issued at
a discount that has no interest payments. These ex-
amples have general applicability throughout the
Guide, in that they explain how future payments can
be discounted to produce the stock of external debt
at any moment in time.

Example I: Present Value and the Accrual
of Interest Costs—Simple Case

2.59 In this simple example, a debt instrument is
issued with a five-year maturity, a principal amount
of $100, and annual payments of $10 each year as
interest. That is, the interest rate on the instrument
is fixed at 10 percent a year. Given this, as seen in
Table 2.1, in present value terms the payment of
$10 in a year’s time is worth 10/(1+ 0.1), or 9.09;
the payment of $10 in two years’ time is worth
10/(1 + 0.1)2, or 8.26; and so on. In present value
terms, the principal amount advanced to be repaid at
maturity is worth 100/(1 + 0.1)3, or 62.09. The pres-
ent value for each payment is provided in the left-
hand column, and it can be seen that the present
value of all future payments equals the issue price
of $100.

2.60 Because interest costs accrue at 10 percent a
year on a continuous basis, and are added to the prin-
cipal amount, after six months of the first year the
principal amount has increased. It equals the $100
principal amount due to be paid at maturity, plus half
of the year’s interest payment, $5 (calculated on a
straightline basis), or plus just under half, $4.88
(calculated on a compound basis). Any payments of
interest, or principal, would reduce the amount
outstanding.

2.61 Alternatively, the principal amount outstand-
ing after six months could be calculated by dis-
counting all future payments. The present value of
each payment after six months is presented in
parentheses in the left-hand column. After six
months, each of the values in the left-hand column
has increased because the payments are closer to
being made, and time is being discounted at a rate
of 10 percent a year. The discounted value of each
payment after six months can be seen to sum to
$104.88, the same amount outstanding as with
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Table 2.1. PresentValue and the Accrual of Interest Costs: Example | (Simple Case)

Present Value

in 2001 2002 2003 2004 2005 2006
9.09 (9.54)* 10/(1+0.1)
8.26 (8.66) 10/(1+0.1)2
7.52 (7.89) 10/(1+0.1)3
6.83 (7.16) 10/(1+0.1)*
621 (651) 10/(1+0.1)5
3791 (39.76) 10/(1+0.1) 10/(1+0.1)2 10/(1+0.1)3 10/(1+0.1)* 10/(1+0.1)5
+62.09  (65.12) 100/(1+0.1)5
=100.00  (104.88)

*(9.54) = The present value of the payment six months after issuance of the debt instrument.

the compound approach to accruing interest costs.
One practical advantage of maintaining a system
that discounts each payment to its present value
is that if the instrument is stripped (see below)—
that is, all payments traded separately—the compi-
lation system will already be prepared for such a
situation.

2.62 Unless there are early repayments that reduce
the amount of principal outstanding—for instance,
with certain types of asset-backed securities, partial
repayments of principal could occur at any time—
the amounts described above would be recorded in
the gross external debt position; that is, after six
months with a contractual interest rate of ten per-
cent per annum, the amount outstanding would be
$104.88 (or $105 on a straightline basis).

2.63 The rate relevant for discounting all the pay-
ments to a market value would be implicit in the
market price, or to put it another way, the market
value amount would equal future payments dis-
counted at the current market rate of interest for that
debt instrument. The market value of external debt
should include any interest costs that have accrued
and are not yet payable.

Example 2: Present Value and the Accrual
of Interest Costs—Discounted Principal

2.64 The second example concerns the more com-
plex case of instruments issued at a discount to
the redemption value. These instruments will
include securities, and any other instruments
where the issue price is less than the redemption

price.20 In this instance, both the coupon payments
and the difference between the issue price and the
redemption price determine the rate at which inter-
est costs accrue. Table 2.2 presents the calculations
involving an instrument similar to that in the first
example above—that is, issued with the same 10
percent yield, but “only” having annual interest pay-
ments of $8. The difference between the 10 percent
yield and the yield implied by coupon payments is
reflected in the discount between the issue price and
redemption price. Once again, from the left-hand
column of the table it can be seen that discounting
all the future payments by 10 percent, including the
principal amount, provides the issue price of
$92.40.

2.65 How is the accrual of interest costs calcu-
lated? Simply, interest costs accrue at a yield of 10
percent each year, of which $8 is paid out in interest
payments and the rest is reinvested (or capitalized)
into the original principal amount. The principal
amount grows from year to year, due to the contin-
ued reinvestment of interest costs that have accrued,
and as a consequence, so does the absolute amount
of interest costs that accrue each year. As with the
first example, the present value of each payment

20For instruments issued at a discount, issue price is a generic

term that means the value of principal at inception of the debt; re-
demption price is similarly a generic term that means the amount
of principal to be paid at maturity. This is because some instru-
ments are “issued” without a price as such (for instance, trade
credit). In such instances, the issue price equals the economic
value provided (that is, of goods or services provided) and the re-
demption price equals the amount owed when the debt liability is
due to be paid.
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Table 2.2. PresentValue and the Accrual of Interest Costs: Example 2 (Discounted Principal)

Present Value in

2001 2002 2003 2004 2005 2006
7.27 (7.62)* 8/(1+0.1)
6.6 (6.93) 8/(1+0.1)2
6.01 (6.30) 8/(1+0.1)3
5.46 (5.73) 8/(1+0.1)*
497 (5.21) 8/(1+0.1)5
3031 (31.79) 8/(1+0.1) 8/(1+0.1)2 8/(1+0.1)3 8/(1+0.1)* 8/(1+0.1)5
+62.09  (65.12) 100/(1+0.1)
=9240  (96.91)

*(7.62) = The present value of the payment six months after issuance of the debt instrument.

after six months is presented in parentheses in the
left-hand column. In the position data, the amount
outstanding can be seen to be $96.91 after six
months.

Example 3: Present Value and the Accrual
of Interest—Zero-Coupon Instrument

2.66 The third example covers zero-coupon instru-
ments. If the instrument is issued at discount and
has no coupon, then the principal amount increases
in value over time by the implicit yield on the secu-
rity at issuance, derived from the difference be-
tween the issue price and the redemption price. In
the example below, the zero-coupon instrument is
issued at $62.09 and is to be redeemed at $100; the
difference implies a 10 percent yield. As can be
seen in Table 2.3, the principal amount grows each
year because of the continued reinvestment of inter-
est costs that accrue, and so after the first year the
amount outstanding has increased by 10 percent to
$68.30, by a further 10 percent in year two to
$75.13, and so on until redemption at $100 at the
end of year five.2!

Straightline or compound interest

2.67 In calculating the accrual of interest costs by a
straightline approach, an equal amount of the inter-
est costs to be paid is attributed to each period—for
example, $5 for the first six months in the first

21 A worked example of accruing interest on a zero-coupon bond

in the balance of payments is given in the IMF’s Balance of Pay-
ments Textbook (1996), paragraphs 400 and 401, p. 83.

example above. For bonds with interest payments
(that is, annual or more frequent), on secondary
markets the buyer of the bond pays to the seller the
amount accrued since the last payment, according
to a very simple arithmetic proportionality. For
many international loans, debt-monitoring systems
record the accrual of interest costs on a straightline
basis.

2.68 However, the accrual of interest costs can also
be calculated on a compound basis—that is, con-
tinuously adding the accrued interest costs not yet
payable to the principal amount each period,
and applying to that amount the interest yield on
the debt in order to calculate the interest costs
for the next period. This method is the theo-
retically preferred approach because it relates
the cost to the provision of capital and allows
reconciliation between amounts accrued and the
discounted value of future payments. Such an
approach is commonly used when information
on individual instruments owned by nonresidents
is unknown, and so to calculate the accrual of
interest costs an average yield is applied to posi-
tions. Of course, in such instances the theoretical
benefit of using a yield is offset by the approxi-
mation of applying an average yield to a range of
instruments.

2.69 Differences in methods may well have a small
effect on the gross external debt position. However,
as is evident from the first example, for each instru-
ment the straightline approach will overestimate the
position in the short term. For fixed-rate instruments,
this will be gradually “unwound” as the time of the
interest payment approaches.
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Table 2.3. PresentValue and the Accrual of Interest Costs: Example 3 (Zero-Coupon Instrument)

Present Value in

2001 2002 2003 2004 2005 2006
100/(1 + 0.1) 62.09 (I +0.1) 62.09 (I +0.1)2 62.09 (I +0.1)3 62.09 (I +0.1)* 62.09 (1 +0.1)
= 62.09 = 68.30 =75.13 =82.64 =90.90 =100

Specific Instruments?2

Fixed-rate instruments
Loans

2.70 For loans (except interest-free loans) interest
costs are recorded as accruing continuously, increas-
ing the value of the loan outstanding, until paid.
When loans have been rescheduled and a new
(moratorium) interest rate agreed between the debtor
and creditor, interest costs should accrue on the
rescheduled debt at the new moratorium interest
rate. It is recognized that interest costs that accrue on
loans may have to follow national practices and be
classified under other debt liabilities.

Deposits

2.71 For deposits, interest may be credited to the
account (reinvested) at certain times, such as the
end of a given period. In the Guide, interest costs
accrue continuously and become part of principal
on a continuous basis. It is recognized that interest
costs that accrue on deposits may have to follow na-
tional practices and be classified under other debt
liabilities.

2.72 For some deposits, such as time or savings
deposits, a given rate of interest may be paid only
under the condition of a minimum holding period.
An early liquidation, if contractually allowed, is
balanced by a reduction in the rate of interest paid
to the holder. For recording the accrual of interest
costs, the rate of interest to use is the maximum rate
that the depositor could receive in the normal course
of the contract (that is, respecting the arrangements
about maturity or notice). In the event, if the

22This text has drawn upon that in Eurostat (2000), the ESA95
Manual on Government Deficit and Debt.

arrangements are not fully respected, the amount of
interest costs that accrued previously are corrected
in line with the rate the depositor actually received.
As the revised amount is in all likelihood globally
very small compared with the total interest costs for
deposits, for practical reasons the correction could
be included in the last period of compilation (as op-
posed to revising back data).

Securities

2.73 For securities for which the issue and redemp-
tion prices are the same, interest costs accrue in the
same manner as for loans.

Instruments issued at a discount

2.74 Instruments for which the issue price is less
than the redemption price are all treated in the same
way. This includes nontraded instruments where the
amount to be paid is greater than the economic value
provided at inception of the debt. The method of ac-
crual for instruments issued at a discount or pre-
mium was described in paragraph 2.28 above.

2.75 For short-term negotiable instruments,?3
issuance at a discount is very frequent. Generally
these instruments are akin to zero-coupon bonds
(example 3 above), and so the treatment of such
instruments is the same. Without information on
individual securities, one practical approach is to
base estimates of the accrual of interest costs on
average maturities and average rates of interest at
issuance.

2.76 External debt, particularly general govern-
ment debt, could be issued in the form of fungible
bonds (also named linear bonds). In this case, secu-

23A negotiable financial instrument is one whose legal owner-
ship is capable of being transferred from one unit to another unit
by delivery or endorsement.
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rities are issued under one similar “line” (in terms
of coupon amounts and payment dates, and final
redemption price and maturity date) in tranches,
generally issued during a rather short period but
sometimes over a longer one. Each tranche is issued
at a specific issue price according to the prevailing
market conditions. Fungible bonds may be seen as a
good example of instruments with two interest
components: the coupon (representing the interest
payment), and the difference between the issue
price and redemption price. Thus, in principle each
tranche should be identified separately because the
nominal interest rate might well differ from tranche
to tranche given the different market conditions
that existed when they were issued. Once issued,
however, the tranches may mix and so may not
trade separately on secondary markets, nor be iden-
tified separately in portfolios. If so, it is necessary
to estimate a weighted-average interest rate result-
ing from issuing different tranches, updated at each
new issue, and apply this to the amount owed to
nonresidents.24

Stripped securities

2.77 Stripped securities are securities that have been
transformed from a principal amount with interest
payments into a series of zero-coupon bonds, with a
range of maturities matching the interest payment
dates and the redemption date of the principal
amount. The essence of stripping was described
in the first example above: the coupon payment
amounts are separately traded. In itself, the act of
stripping does not affect the nominal value of the
debt outstanding for the issuer of the securities that
have been stripped.

2.78 There are two types of stripping. First, if the
stripped securities are issued by a third party, who
has acquired the original securities and is using
them to “back” the issue of the stripped securities,
then new funds have been raised by the third party,
with the interest rate determined at the time of
issuance.

2.79 On the other hand, if the owner of the original
security has asked the settlement house or clearing

24A creditor might focus on the prevailing market interest rate,

or the rate prevailing when they purchased the security, and hence
might record the claim at a value different from that recorded by
the debtor.

house in which the security is registered to “issue”
strips from the original security, the strips replace
the original security and remain the direct obligation
of the issuer of the original security. In the gross ex-
ternal debt position on a nominal value basis, it is
unrealistic from a practical point of view to take into
account the rate prevailing at the issuance of each
strip. Rather, since stripping provides no additional
funding to the issuer and there is no impact on the
original cost of borrowing, fully determined at the
issuance time (in the case of fixed-rate) or following
rules that cannot be changed (in the case of variable-
rate), it is assumed that stripping does not change
the cost of borrowing. So, unlike other zero-coupon
bonds, the interest rate used for calculating the
accrual of interest costs for strips is not the rate pre-
vailing at the time of stripping, but rather the origi-
nal cost of borrowing—that is, on the underlying
security.

2.80 In some countries, strips of interest payments
may refer to coupons of several bonds, with different
nominal amounts but paid at the same date. In this
case, best efforts should be made to use the
weighted-average nominal interest rate of the differ-
ent underlying bonds to calculate the accrual of
interest costs on the stripped securities.

Arrears

2.81 Interest that accrues on arrears (both principal
and interest arrears) is known as late interest. For
arrears arising from a debt contract, interest costs
should accrue at the same interest rate as on the orig-
inal debt, unless the interest rate for arrears was
stipulated in the original debt contract, in which case
this stipulated interest rate should be used. The stip-
ulated rate may include a penalty rate in addition to
the interest rate on the original debt. For other ar-
rears, in the absence of other information, interest
costs accrue on these arrears at the market rate of
interest for overnight borrowing. Also, any addi-
tional charges relating to past arrears, agreed by the
debtor and creditor at the time the arrears are
rescheduled, and to be paid by the debtor to the cred-
itor, should be regarded as an interest cost of the
debtor at the time the agreement is implemented. If
an item is purchased on credit and the debtor fails to
pay within the period stated at the time the purchase
was made, any extra charges incurred should be re-
garded as an interest cost and accrue until the debt is
extinguished.



Variable-rate instruments
Interest-rate-linked instruments

2.82 For loans, deposits, and securities, the same
principles as with fixed-rate instruments apply, ex-
cept that in the absence of firm information, the ac-
crual of interest costs should be estimated and added
to the gross external debt position, using the most re-
cent relevant observation(s) of the reference index.
Revisions to back data should be undertaken when
the amount of interest costs that have accrued is
known with certainty.

2.83 In addition, if the interest rate can vary only
under the condition of a minimum change in the
index and/or within specific upward limits, any esti-
mate of the accrual of interest costs should take ac-
count of any such conditions. If there is a link be-
tween the nature of the rate index and the frequency
of interest payments—for example, interest is in-
dexed on a quarterly basis and is normally paid
every quarter with a delay of one quarter—then the
exact amount paid to the owners of the securities
may well be known in advance, and so can be ac-
crued with certainty. This is known as interest being
“predetermined.”

Index-linked instruments

2.84 External debt might be indexed to indices other
than interest rate indices. Examples include indexing
to the price of a commodity, an exchange rate index,
a stock exchange index, or the price of a specific se-
curity, and so on. Principal as well as interest pay-
ments may be indexed. The index can apply continu-
ously over all or part of the life of the instrument.
Any change in value related to indexation is recorded
as an interest cost, and so affects the principal
amount outstanding until paid. The impact of the in-
dexation on the principal amount is recorded on a
continuous basis for the period during which the in-
dexing is operative.

2.85 The method of calculation is the same as
that for variable-rate interest discussed above; that
is, the accrued amount should be estimated using
the most recent relevant observation(s) of the refer-
ence index and added to the gross external debt
position. For instance, if in the first example above
interest payments were indexed, and movement in
the index after six months suggested that interest
payments would increase to $12 a year, then the
interest costs accrued to date would be $6 on a

2 ¢ The Measurement of External Debt

straightline basis (or $5.80 on a compound basis),
and the amount outstanding $106 ($105.80). Revi-
sions to back data are undertaken when the amount
of interest costs that have accrued is known with
certainty.

2.86 As mentioned above, a loan that is repayable in
commodities or other goods in installments over a
period of time (see paragraph 2.37) is conceptually
equivalent to an indexed loan. At inception the prin-
cipal amount outstanding is the value of principal
advanced; as with other debt instruments, interest
costs will accrue on this amount, increasing its
value. At any moment in time, the interest rate that
accrues is that which equates the market value of the
commodities or other goods to be paid with the prin-
cipal amount then outstanding; as the market price
of the commodity or other good changes, so will the
implicit interest rate.

2.87 Index-linked instruments may include a clause
for a minimum guaranteed redemption value. Any
estimate of the accrual of interest costs should take
account of such conditions. For instance, if strict ap-
plication of the index had the effect of reducing the
amount outstanding to less than the minimum, it
would not be relevant to record any reduction below
the minimum guaranteed redemption value. Nor-
mally, the current market price of debt instruments
takes into account such a clause.

Instruments with grace periods

2.88 Some debt instruments may have a grace pe-
riod during which no interest payments are to be
made. Provided that the debtor can repay, without
penalty, the same amount of principal at the end of
the grace period as at the beginning, no interest costs
accrue during the grace period. This remains true
even if the rate of interest applied in a second and/or
subsequent time period is adjusted (for example,
there is a step up), so that the final yield is roughly
similar to normal conditions over the total life of the
instrument.

Instruments with embedded derivatives

2.89 Some instruments may have embedded deriva-
tives that could, if exercised, affect the rate of inter-
est. For such instruments, interest costs should ac-
crue, and be included in the gross external debt
position, as “normal.” If the financial derivative is

23



24

External Debt Statistics Guide

exercised and so affects the interest rate, this should
be reflected in the rate at which interest accrues—
for example, in a structured note with a maximum
interest rate, when, and as long as, the maximum is
reached and so the financial derivative is “exer-
cised,” interest costs should accrue at the maximum
rate and no more. The market price of debt instru-
ments should reflect the likelihood of the financial
derivative being exercised.

Foreign currency instruments

2.90 Interest costs should accrue (or not) in foreign
currency on an instrument denominated in foreign
currency, adding to the outstanding principal amount,
until paid or in arrears. The principal amount in for-
eign currency should be converted into the unit of ac-
count at the midpoint between the buying and selling
market (spot) rates on the reference date to which the
position relates.



3. ldentification of Institutional Sectors
and Financial Instruments

Introduction

3.1 In the Guide, as in the 1993 SNA and BPM5, in-
stitutional units, and the instruments in which they
transact, are grouped into categories so as to enhance
the analytical usefulness of the data. Institutional
units are grouped into institutional sectors, and fi-
nancial instruments are classified by their nature into
instrument categories. However, the classifications
of institutional sectors and financial instruments are
determined by the analytical needs of external debt
statistics and so can differ from other macroeco-
nomic datasets. For instance, the central bank, an in-
stitutional unit, is an institutional subsector in the
1993 SNA but may not necessarily undertake all
monetary authority activities (such as currency is-
suance or international reserve management) in an
economy. In the Guide, all the monetary authority-
type activities are included together in the monetary
authorities sector regardless of whether they are ac-
tually undertaken in the central bank or not. Given
the importance of ensuring compatibility and consis-
tency across related macroeconomic datasets, the in-
stitutional sectors defined in the Guide can be recon-
ciled with those in the BPM5.

3.2 The institutional sector breakdown groups insti-
tutional units with common economic objectives and
functions: general government, monetary authori-
ties, banks, and other sectors. These sectors are de-
fined in this chapter, as are the subsectors of other
sectors: nonbank financial corporations, nonfinan-
cial corporations, and households and nonprofit in-
stitutions serving households. BPM5 does not pro-
vide definitions of the subsectors of other sectors.

3.3 On the classification of financial instruments,
the Guide gives prominence to four categories of in-
struments in particular: debt securities, trade credit,
loans, and currency and deposits. There is also an
other debt liabilities category; this would include
items such as accounts payable. This chapter ex-

plains the nature of these types of financial instru-
ments in the context of the BPM5 functional cate-
gories from which they are drawn. Further, Appen-
dix I defines specific financial instruments and
transactions and provides classification guidance; it
therefore should be consulted in conjunction with
this chapter.

Institutional Sectors

3.4 The institutional sector presentations below are
consistent with the 7993 SNA except that, in line
with BPM35, the Guide has a slightly different defini-
tion for the general government and central bank
sectors.!

3.5 The monetary authorities sector is a functional
concept used in the balance of payments that covers
the central bank (or currency board, monetary
agency, etc.) and any other operations that are usu-
ally attributable to the central bank but are carried
out by other government institutions or commercial
banks. Such operations include the issuance of cur-
rency; maintenance and management of interna-
tional reserves, including those resulting from trans-
actions with the IMF; and the operation of exchange
stabilization funds.

3.6 The general government sector, with the excep-
tion noted in the previous paragraph, is defined con-
sistently with the definition of that sector in the /993
SNA. The government of a country consists of the
public authorities and their agencies, which are enti-
ties established through political processes that exer-
cise legislative, judicial, and executive authority
within a territorial area. The principal economic
functions of a government are (1) to assume respon-

Institutional sectors are also described in detail in Chapter IV
of the 71993 SNA.
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sibility for the provision of goods and services to the
community on a nonmarket basis, either for collec-
tive or individual consumption, and (2) to redistrib-
ute income and wealth by means of transfer pay-
ments. An additional characteristic of government is
that these activities must be financed primarily by
taxation or other compulsory transfers. General gov-
ernment consists of (i) government units that exist at
each level—central, state, or local—of government
within the national economy; (ii) all social security
funds operated at each level of government; and
(iii) all nonmarket nonprofit institutions that are con-
trolled and mainly financed by government units.
Public corporations, and unincorporated enterprises
that function as if they were corporations (so-called
quasi-corporations) are explicitly excluded from the
general government sector and are allocated to the
financial or nonfinancial corporate sectors, as appro-
priate. A quasi-corporation can be owned by a resi-
dent or nonresident entity but typically will keep a
separate set of accounts from its parent and/or, if
owned by a nonresident, be engaged in a significant
amount of production in the resident economy over a
long or indefinite period of time.

3.7 The banking sector is identical with the “other
(than the central bank) depository corporations”
subsector of the financial corporate sector in the
1993 SNA .2 Included are all resident units engaging
in financial intermediation as a principal activity
and having liabilities in the form of deposits
payable on demand, transferable by check, or other-
wise used for making payments, or having liabilities
in the form of deposits that may not be readily
transferable, such as short-term certificates of de-
posit, but that are close substitutes for deposits and
are included in measures of money broadly defined.
Thus, in addition to commercial banks, the banking
sector encompasses institutions such as savings
banks, savings and loan associations, credit unions

2Covering both the deposit money corporations (S.1221) and
other (S.1222) subsectors of the /1993 SNA. In the IMF’s Monetary
and Financial Statistics Manual (2000d), other depository corpo-
rations are defined to include only those financial intermediaries
issuing deposits and close substitutes that are included in the na-
tional definition of broad money, which may exclude (include) in-
stitutional units that are included (excluded) within the /993 SNA
definition. Rather than as banks, these excluded institutional units
would be classified as nonbank financial corporations (or vice
versa). While it is recommended in the Guide that the definition of
banks be consistent with the /993 SNA and BPMS35, it is recognized
that countries may rely on data from monetary surveys to compile
external debt statistics for the banking sector.

or cooperatives, and building societies. Post office
savings banks or other government-controlled sav-
ings banks are also included if they are institutional
units separate from the government.

3.8 The other sectors category comprises nonbank
financial corporations, nonfinancial corporations,
and households and nonprofit institutions serving
households subsectors.

3.9 The nonbank financial corporations subsector
comprises insurance corporations and pension funds,
other nonbank financial intermediaries, and financial
auxiliaries. These types of institutions are all resi-
dent subsectors in the /993 SNA. Insurance corpora-
tions consist of incorporated, mutual, and other enti-
ties whose principal function is to provide life,
accident, sickness, fire, and other types of insurance
to individual units or groups of units through the
pooling of risk. Pension funds are those that are con-
stituted in such a way that they are separate institu-
tional units from the units that create them and are
established for purposes of providing benefits on re-
tirement for specific groups of employees (and, per-
haps, their dependents). These funds have their own
assets and liabilities and engage in financial transac-
tions on the market on their own account. Other fi-
nancial intermediaries consist of all resident corpo-
rations or quasi-corporations primarily engaged in
financial intermediation, except for banks, insurance
corporations, and pension funds. The types of corpo-
rations included under this heading are security deal-
ers, investment corporations, and corporations en-
gaged in personal finance and/or consumer credit.
Financial auxiliaries consist of those resident corpo-
rations and quasi-corporations that engage primarily
in activities closely related to financial intermedia-
tion but that do not themselves perform an interme-
diation role, such as security brokers, loan brokers,
and insurance brokers.

3.10 The nonfinancial corporations subsector con-
sists of resident entities whose principal activity is
the production of market goods or nonfinancial
services. This sector is defined consistently with
the definition in the /993 SNA. The sector includes
all resident nonfinancial corporations; all resident
nonfinancial quasi-corporations, including the
branches or agencies of foreign-owned nonfinancial
enterprises that are engaged in significant amounts
of production on the economic territory on a long-
term basis; and all resident nonprofit institutions
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Table 3.1. Standard Components of the IIP: Direct Investment

Assets

Liabilities

Direct investment abroad
Equity capital and reinvested earnings
Claims on affiliated enterprises
Liabilities to affiliated enterprises
Other capital
Claims on affiliated enterprises
Liabilities to affiliated enterprises!

Direct investment in reporting economy
Equity capital and reinvested earnings
Claims on direct investors
Liabilities to direct investors
Other capital
Claims on direct investors
Liabilities to direct investors!

IInstruments in these categories are debt liabilities to be included in external debt.

that are market producers of goods or nonfinancial
services.

3.11 The households and nonprofit institutions serv-
ing households (households and NPISH) subsector
comprises the household sector, consisting of resi-
dent households, and the nonprofit institutions serv-
ing households sector, consisting of such entities as
professional societies, political parties, trade unions,
charities, etc.

3.12 In the presentation of the gross external debt
position (see below), intercompany lending liabili-
ties under a direct investment relationship are sepa-
rately identified. Equity liabilities arising from a di-
rect investment, like all equity liabilities, are
excluded from external debt. These instruments are
described in more detail in paragraph 3.16.

Instrument Classification

3.13 This section defines the types of financial in-
struments to be included in the presentation of the
gross external debt position. They are defined in the
context of the BPM5 functional categories—direct
investment, portfolio investment, financial deriva-
tives, other investment, and reserve assets—from
which they are drawn. This allows the compiler, if
necessary, to derive the gross external debt position
data from the IIP statement.

3.14 Direct investment (Table 3.1) refers to a lasting
interest of an entity resident in one economy (the di-
rect investor) in an entity resident in another econ-
omy (the direct investment enterprise), defined in
BPMS5 as ownership of 10 percent or more of the or-

dinary shares or voting power (for an incorporated
enterprise) or the equivalent (for an unincorporated
enterprise).3 Once established, all financial claims of
the investor on the enterprise, and vice and versa, and
all financial claims on, or liabilities to, related (affili-
ated) enterprises, are included under direct invest-
ment (with two exceptions: financial derivatives and
certain intercompany assets and liabilities between
two affiliated financial intermediaries—see para-
graph 3.18). Of the direct investment components,
other capital, when owed to nonresident direct in-
vestors or affiliates, is included in the gross external
debt position; but the other components are not.

3.15 Other capital covers borrowing and lending of
funds—including debt securities and suppliers’ cred-
its (for example, trade credits)—among direct in-
vestors and related subsidiaries, branches, and asso-
ciates. In the gross external debt position tables,
other capital is presented as direct investment: inter-
company lending.

3.16 Equity capital and reinvested earnings (com-
prising equity in branches, subsidiaries, and associ-
ates—except nonparticipating, preferred shares,
which are classified as debt instruments—and other
capital contributions, such as the provision of ma-
chinery) is not a debt instrument.

3.17 In practice, it is sometimes difficult to distin-
guish whether the claims of a direct investor on a di-

3Further information on the methodology for measuring direct
investment is available in BPM5, Chapter XVIII, and its related
publications, and in the OECD Benchmark Definition of Foreign
Direct Investment, Third Edition (OECD, 1996).
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Table 3.2. Standard Components of the IIP:
Portfolio Investment
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Assets Liabilities

Equity securities Equity securities
Monetary authorities Banks
General government Other sectors
Banks Debt securities
Other sectors Bonds and notes!
Debt securities Monetary authorities
Bonds and notes General government

Money market instruments

Monetary authorities Banks

General government Other sectors

Banks Money market instruments!
Other sectors Monetary authorities
General government
Monetary authorities Banks

General government Other sectors

Banks

Other sectors

lInstruments in these categories are debt liabilities to be included in external

rect investment enterprise are other capital, which is
classified as external debt, or equity capital, which is
not. Differentiation is particularly difficult when an
enterprise is 100 percent owned by a direct investor,
such as when the direct investment enterprise is a
branch or unincorporated enterprise. In these situa-
tions, the classification of capital could be the same
as used in the direct investment enterprise’s account-
ing records. That is, when a claim of the direct in-
vestor on the direct investment enterprise is consid-
ered to be equity capital or shareholder funds in the
accounting records of the direct investment enter-
prise, this claim is also considered equity capital for
external debt purposes. Subject to this condition: if
liabilities are only to be repaid in the event that a
profit is made by the direct investment enterprise,
then the liabilities are classified as equity capital.
Similarly, in some instances the direct investor might
fund local expenses directly and also receive directly
the income arising from the output of the direct in-
vestment enterprise. The Guide regards such pay-
ments and receipts as the provision and withdrawal
of equity capital, respectively, in the direct invest-
ment enterprise by the direct investor.

3.18 The stocks of intercompany assets and lia-
bilities between two affiliated financial interme-
diaries, including special purpose entities (SPEs)
principally engaged in financial intermediation, that

are recorded under direct investment are limited to
permanent debt (loan capital representing a perma-
nent interest)—classified as direct investment: inter-
company lending—and equity capital and reinvested
earnings. Other intercompany debt liabilities be-
tween affiliated financial intermediaries are classi-
fied by type of instrument, such as loans, debt secu-
rity, etc., and are attributed to the institutional sector
of the debtor entity. For this purpose, financial inter-
mediaries are defined as enterprises principally
engaged in providing financial intermediation ser-
vices or services auxiliary to financial intermedia-
tion and comprise those corporations and quasi-
corporations that are grouped, in the /1993 SNA, into
the following subsectors: (1) other depository corpo-
rations (other than the central bank); (2) other finan-
cial intermediaries, except insurance corporations
and pension funds; and (3) financial auxiliaries.

3.19 Portfolio investment (Table 3.2) includes
traded securities (other than those included in direct
investment and reserve assets). These instruments
are usually traded (or tradable) in organized and
other financial markets, including over-the-counter
(OTC) markets. When they are owed to nonresi-
dents, of the portfolio investment components, debt
securities—that is, bonds and notes, and money mar-
ket instruments—are included in the gross external
debt position. Equity securities, including share in-
vestments in mutual funds and investment trusts,*
are not included in the gross external debt position.

3.20 Debt securities issued with an original maturity
of more than one year are classified as bonds and
notes, even though their remaining maturity at the
time of the investment may be less than one year.
Bonds and notes usually give the holder the uncondi-
tional right to a fixed money income or contractually
determined variable money income (payment of in-
terest being independent of the earnings of the
debtor). With the exception of perpetual bonds,
bonds and notes also provide the unconditional right
to a fixed sum in repayment of principal on a speci-
fied date or dates. Included among bonds and notes

4A mutual fund or investment trust liability that requires pay-
ment(s) of principal and/or interest by the mutual fund or invest-
ment trust to the creditor at some point(s) in the future is to be
recorded as a debt instrument and, if owed to nonresidents,
included in the gross external debt position. The instrument classi-
fication would be dependent on the characteristics of the liabil-
ity—for example, as a deposit (see paragraph 3.34).
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are so-called asset-backed securities and collateral-
ized debt obligations; that is, securities on which
payments to creditors are explicitly dependent on a
specific stream of income—for example, future lot-
tery receipts or a pool of nontraded instruments (say,
loans or export receivables); see Appendix I for
more details.

3.21 Debt securities issued with an original maturity
of one year or less are classified as money market in-
struments. These instruments generally give the
holder the unconditional right to receive a stated,
fixed sum of money on a specified date. These short-
term instruments are usually traded, at a discount, in
organized markets; the discount is dependent on the
interest rate and the time remaining to maturity. Ex-
amples of money market instruments include trea-
sury bills, commercial and financial paper, and
banker’s acceptances. Like bonds and notes, money
market instruments can be “backed” by a specific
stream of income or pool of nontraded instruments.

3.22 Further, where an instrument is provided by an
importer to an exporter with such characteristics that
it is tradable in organized and other financial mar-
kets, such as a promissory note, it should be classi-
fied as a debt security—either bonds and notes, or
money market instruments depending on its original
maturity—in the gross external debt position. Sepa-
rate identification of the outstanding value of such
instruments is also encouraged because of their role
in financing trade. (See also the description of trade-
related credit in Chapter 6.)

3.23 Equity securities cover all instruments and
records acknowledging, after the claims of all credi-
tors have been met, claims to the residual value of in-
corporated enterprises. These securities are not debt
instruments and so are not external debt liabilities.
Shares, stocks, preferred stock or shares, participa-
tion, or similar documents—such as American Depos-
itory Receipts—usually denote ownership of equity.
Shares of collective investment institutions, e.g., mu-
tual funds and investment trusts, are also included.

3.24 Financial derivatives> (Table 3.3) are financial
instruments that are linked to a specific financial in-

5The treatment of financial derivatives in the balance of pay-
ments and IIP is described in Financial Derivatives: A Supplement
to the Fifth Edition (1993) of the Balance of Payments Manual
(IMF, 2000c).

Table 3.3. Standard Components of the IIP:
Financial Derivatives

Assets Liabilities

Financial derivatives Financial derivatives
Monetary authorities
General government General government
Banks Banks

Other sectors Other sectors

Monetary authorities

strument, indicator, or commodity and through
which specific financial risks can be traded in finan-
cial markets in their own right. As explained in
Chapter 2 (see paragraph 2.11), financial derivatives
are not debt instruments, but information on them
can be relevant for external debt analysis.

3.25 Under a forward-type contract, the two coun-
terparties agree to exchange an underlying item—
real or financial—in a specified quantity, on a speci-
fied date, at an agreed contract (strike) price or, in
the specific instance of a swap contract, the two
counterparties agree to exchange cash flows, deter-
mined with reference to the price(s) of, say, curren-
cies or interest rates, according to prearranged rules.
The typical requirement under a foreign exchange
forward contract to deliver or receive foreign cur-
rency in the future can have important implications
for foreign currency liquidity analysis and is cap-
tured in the table in Table 7.7 in Chapter 7. Under an
option contract, the purchaser of the option, in re-
turn for an option premium, acquires from the writer
of the option the right but not the obligation to buy
(call option) or sell (put option) a specified underly-
ing item—real or financial—at an agreed contract
(strike) price on or before a specified date. Through-
out the life of the contract the writer of the option
has a liability and the buyer an asset, although the
option can expire worthless; the option will be exer-
cised only if settling the contract is advantageous
for the purchaser. Typical derivatives instruments
include futures (exchange traded forward contract),
interest and cross-currency swaps, forward rate
agreements, forward foreign exchange contracts,
credit derivatives, and various types of options.

3.26 Other investment (Table 3.4) covers all finan-
cial instruments other than those classified as direct
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Table 3.4. Standard Components of the IIP:

Other Investment

Assets

Liabilities

Trade credits
General government

Long-term Long-term
Short-term Short-term

Other sectors Other sectors
Long-term Long-term
Short-term Short-term

Loans Loans'

Monetary authorities Monetary authorities
Long-term Use of IMF credit and loans
Short-term from the IMF

General government Other long-term
Long-term Short-term
Short-term General government

Banks Long-term
Long-term Short-term
Short-term Banks

Other sectors Long-term
Long-term Short-term
Short-term Other sectors

) Long-term
Currency and deposits Short-term

Monetary authorities
General government
Banks

Other sectors

Other assets
Monetary authorities

Trade credits'
General government

Currency and deposits'
Monetary authorities
Banks

Other liabilities'
Monetary authorities

Long-term Long-term
Short-term Short-term
General government General government
Long-term Long-term
Short-term Short-term
Banks Banks
Long-term Long-term
Short-term Short-term
Other sectors Other sectors
Long-term Long-term
Short-term Short-term

IInstruments in these categories are debt liabilities to be included in external

debt.
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investment, portfolio investment, financial deriva-
tives, or reserve assets. When owed to nonresidents,
all the components of other investment—irade
credit, loans, currency and deposits, and other debt
liabilities—are included in the gross external debt
position.

3.27 Trade credits consist of claims or liabilities
arising from the direct extension of credit by suppli-
ers for transactions in goods and services, and ad-
vance payments by buyers for goods and services

and for work in progress (or to be undertaken).
Long- and short—term trade credits are shown sepa-
rately. Trade-related loans provided by a third party,
such as a bank, to an exporter or importer are not
included in this category but under loans, below
(see also the description of trade-related credit in
Chapter 6).

3.28 Loans include those financial assets created
through the direct lending of funds by a creditor
(lender) to a debtor (borrower) through an arrange-
ment in which the lender either receives no security
evidencing the transactions or receives a nonnego-
tiable document or instrument. Collateral, in the
form of either a financial asset (such as a security) or
nonfinancial asset (such as land or a building) may
be provided under a loan transaction, although it is
not an essential feature. In the gross external debt
position, loans include use of IMF credit and loans
from the IMF.

3.29 If a loan becomes tradable and is, or has been,
traded in the secondary market, the loan should be
reclassified as a debt security. Given the significance
of reclassification, there needs to be evidence of sec-
ondary market trading before a debt instrument is re-
classified from a loan to a security. Evidence of trad-
ing on secondary markets would include the
existence of market makers and bid-offer spreads for
the debt instrument. The Guide encourages the sepa-
rate identification of the outstanding value of any
such loans reclassified.

3.30 Reverse security transactions and financial
leases are two types of arrangements for which the
change of ownership principle is not strictly adhered
to.

3.31 A reverse securities transaction is defined to
include all arrangements whereby one party legally
acquires securities and agrees, under a legal agree-
ment at inception, to return the same or equivalent
securities on or by an agreed date to the same party
from whom they acquired the securities initially. If
the security taker under such a transaction provides
cash funds, and there is agreement to reacquire the
same or equivalent securities at a predetermined
price at the contract’s maturity, a loan transaction is
recorded. This is the so-called collateralized loan
approach to a reverse securities transaction, with the
securities representing the collateral. These transac-
tions include security repurchase agreements (repos),
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securities lending involving cash, and sale/buy
backs. The security provider under a reverse security
transaction acquires a repo loan liability and the se-
curity taker a repo loan asset. If no cash is provided,
no loan transaction is reported. Under the collateral-
ized loan approach, the security is assumed not to
have changed ownership and remains on the balance
sheet of the security provider. A similar recording
procedure is adopted for transactions where gold
rather than securities is provided as collateral for
cash (so-called gold swaps).

3.32 If the security taker sells the security acquired
under a reverse security transaction, they record a
negative position in that security. This treatment re-
flects economic reality in that the holder of the nega-
tive position is exposed to the risks and benefits of
ownership in an equal and opposite way to the party
who now owns the security (see also Appendix II).
On-selling of gold by the gold taker, similarly re-
ported as a negative holding, does not affect the
gross external debt position because gold is an asset
without any corresponding liability.

3.33 A financial lease is a contract under which a
lessee contracts to pay rentals for the use of a good
for most or all of its expected economic life. The
rentals enable the lessor over the period of the con-
tract to recover most or all of the costs of goods and
the carrying charges. While there is not a legal
change of ownership of the good, under a financial
lease the risks and rewards of ownership are, de
facto, transferred from the legal owner of the good,
the lessor, to the user of the good, the lessee. For this
reason, under statistical convention, the total value
of the good is imputed to have changed ownership.
So, the debt liability at the inception of the lease is
defined as the value of the good and is financed by a
loan of the same value, a liability of the lessee. The
loan is repaid through the payment of rentals (which
comprise both interest and principal payment ele-
ments) and any residual payment at the end of the
contract (or alternatively, by the return of the good to
the lessor).

3.34 Currency and deposits consists of notes and
coin and both transferable and other deposits.® Notes

6Because the IIP does not provide a short-term/long-term attri-
bution, it is recommended that all currency and deposits are in-
cluded in the short-term category unless detailed information is
available to make the short-term/long-term attribution.

and coin represent claims of a fixed nominal value
usually on a central bank or government; commemo-
rative coins are excluded. Transferable deposits con-
sist of deposits that are (1) exchangeable on demand
at par and without penalty or restriction, and (2) di-
rectly usable for making payments by check, giro
order, direct debit/credit, or other direct payment fa-
cility. Other deposits comprise all claims represented
by evidence of deposit—for example, savings and
fixed-term deposits; sight deposits that permit imme-
diate cash withdrawals but not direct third-party
transfers; and shares that are legally (or practically)
redeemable on demand or on short notice in savings
and loan associations, credit unions, building soci-
eties, etc. Depending on national practice, gold that
is borrowed (without cash being provided in ex-
change) from a nonresident could be classified by
the borrower as a foreign currency deposit.

3.35 Other assets/other liabilities covers items other
than trade credit, loans, and currency and deposits.
Such assets and liabilities include liabilities of pen-
sion funds and life insurance companies to their non-
resident participants and policyholders, claims on
nonlife companies; capital subscriptions to interna-
tional nonmonetary organizations; arrears (see
below); and accounts receivable and payable, such as
in respect of taxes, dividends declared payable but
not yet paid, purchases and sales of securities, and
wages and salaries. Short- and long-term other liabil-
ities are shown separately as other debt liabilities in
the gross external debt presentation.

3.36 Arrears are defined as amounts that are past
due-for-payment and unpaid. Arrears can arise both
through the late payment of principal and interest on
debt instruments as well as through late payments
for other instruments and transactions. For instance,
a financial derivatives contract is not a debt instru-
ment for reasons explained above, but if a financial
derivatives contract comes to maturity and a pay-
ment is required but not made, arrears are created.
Similarly, if goods are supplied and not paid for on
the contract payment date or a payment for goods is
made but the goods are not delivered on time, then
arrears are created. These new debt liabilities should
be recorded in the gross external debt position as
arrears.

3.37 Payments may be missed for a variety of rea-
sons beyond simply the inability or unwillingness of
the debtor to meet its payment obligations. Some-
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Table 3.5. Standard Components of the IIP:
Reserve Assets

Assets

Gold
Special drawing rights
Reserve position in the IMF
Foreign exchange
Currency and deposits
With monetary authorities
With banks
Securities
Equities
Bonds and notes
Money market instruments
Financial derivatives (net)
Other claims

times arrears arise not from the ability of the original
debtor to provide national currency but from the in-
ability of the monetary authorities to provide foreign
exchange to a domestic entity, so preventing that en-
tity from servicing its foreign currency debt. These
so-called transfer arrears remain those of the origi-
nal debtor sector. Another circumstance may be
when the creditor has agreed in principle to resched-
ule debt—that is, reorganize payments that are

falling due—but the agreement has yet to be signed
and implemented. In the meantime, payments due
under the existing agreement are not made, and ar-
rears arise—so-called technical arrears.” Such ar-
rears might typically arise in the context of Paris
Club agreements between the time of the Paris Club
rescheduling session and the time when the bilateral
agreements are signed and implemented. If the
agreement in principle lapses before the agreement
is signed, then any accumulated arrears are no longer
technical arrears.

3.38 Reserve assets (Table 3.5) consist of those ex-
ternal assets that are readily available to and con-
trolled by the monetary authorities for direct financ-
ing of payments imbalances, for indirectly
regulating the magnitude of such balances through
intervention in exchange markets to affect the cur-
rency exchange rate, and/or for other purposes.® By
definition, reserve assets are not included in the
gross external debt position.

7If the creditor bills and the debtor pays on the basis of the new

agreement, even though it is not signed, no arrears arise.

8In addition to BPMS5, Chapter XXI, see International Reserves
and Foreign Currency Liquidity: Guidelines for a Data Template
(Kester, 2001), which also provides guidance on the measurement
of official reserve assets.



4. Presentation of the Gross External

Debt Position

Introduction

4.1 This chapter provides a table for the presenta-
tion of the gross external debt position and related
memorandum tables. Data compiled using the con-
cepts outlined in the previous chapters and presented
in the format of this table are essential to providing a
comprehensive and informed picture of the gross
external debt position for the whole economy, and so

their dissemination on a frequent basis is encouraged
(see also Box 4.1).

4.2 In disseminating data on the gross external debt
position, compilers are encouraged to provide
methodological notes explaining the concepts and
methods used in compiling the data. For any presen-
tation of gross external debt position it is particularly
important for the compiler to indicate whether

Box 4.1 SDDS and GDDS Specifications Regarding Dissemination of External Debt Statistics

In the aftermath of the 1994-95 international financial crisis, the
Interim Committee (now called the International Monetary and
Financial Committee) of the IMFs Board of Governors
endorsed the establishment of a two-tier standard to guide
member countries in the provision of economic and financial
data to the public.The first tier, named the Special Data Dissem-
ination Standard (SDDS), was approved by the IMF’s Executive
Board on March 29, 1996.The other tier, named the General
Data Dissemination System (GDDS), was approved on Decem-
ber 19, 1997.!

The purpose of the SDDS is to guide IMF member countries in
the provision to the public of comprehensive, timely, accessible,
and reliable economic and financial statistics in a world of
increasing economic and financial integration. The SDDS is
geared to those countries that have, or might seek, access to
international capital markets. Subscription to the SDDS is volun-
tary. By subscribing to the SDDS, members undertake to pro-
vide the supporting information to the IMF and to observe the
various elements of the SDDS.

With respect to the external debt data category, the SDDS pre-
scribes the dissemination of quarterly data with a one-quarter
lag, covering four sectors (general government, monetary author-
ities, the banking sector, and other). Furthermore, the data are to

'On March 29,2000, the IMF’s Executive Board made a number of
amendments to the SDDS, which included the introduction of a sep-
arate data category for external debt. At the same time, the Board
amended the GDDS to include public and publicly guaranteed exter-
nal debt and a debt-service schedule as a core data category.

be disaggregated by maturity—short- and long-term—and pro-
vided on an original maturity basis and by instrument, as set out
in BPM5.The SDDS encourages countries to disseminate sup-
plementary information on future debt-service payments, in
which the principal and interest components are separately
identified, twice yearly for the first four quarters and the follow-
ing two semesters ahead, with a lag of one quarter. The data
should also be broken down into sector—general government,
monetary authorities, the banking sector, and other sectors.The
dissemination of a domestic/foreign currency breakdown of
external debt with quarterly periodicity and timeliness is also
encouraged.

The GDDS is a structured process focused on data quality that
assists countries in adapting their statistical systems to meet the
evolving requirements of the user community in the areas of
economic management and development. Participating countries
voluntarily commit to adhering to sound statistical practices in
developing their statistical systems.

The core data category for external debt in the GDDS includes
public and publicly guaranteed debt, and the associated debt-
service schedule. Recommended good practice would be that
the stock data, broken down by maturity, be disseminated with
quarterly periodicity and timeliness of one or two quarters after
the reference date. In addition, the associated debt-service
schedules should be disseminated twice yearly, within three to
six months after the reference period, and with data for four
quarters and two semesters ahead. Data on nonguaranteed pri-
vate debt and debt-servicing schedules, with annual periodicity,
are encouraged data categories to be disseminated within six to
nine months after the reference period.
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traded instruments are valued at nominal or market
value,! and whether interest costs that have accrued
but are not yet payable are included, or not.

Presentation Table

4.3 The presentation of the gross external debt posi-

tion is set out in Table 4.1.

» The first level of disaggregation is by institutional
sector. The primary disaggregation is by the four
sectors of the compiling economy described in the
previous chapter—general government, monetary
authorities, banks, and other sectors. A disaggre-
gation of the other sectors into nonbank finan-
cial corporations, nonfinancial corporations, and
other sectors (households and nonprofit institu-
tions serving households) is provided.

Intercompany lending between entities in a
direct investment relationship is separately pre-
sented because the nature of the relationship
between debtor and creditor is different from that
for other debt, and this affects economic behavior.
Whereas a creditor principally assesses claims on
an unrelated entity in terms of the latter’s ability to
repay, claims on a related entity may be addition-
ally assessed in terms of the overall profitability
and economic objectives of the multinational
operation.

* The second level of disaggregation is by the matu-
rity of external debt—short-term and long-term on
an original maturity basis. A maturity attribution is
not provided for intercompany lending, but in sep-
arately identifying arrears (see below), which by
definition are short-term liabilities, a partial short-
term attribution is provided.2

* The third level of disaggregation is by type of debt
instrument. The debt instruments are described in
Chapter 3.

4.4 Other debt liabilities (other liabilities in the
IIP), and intercompany lending are explicitly subdi-
vided between arrears and other. Arrears are sepa-
rately identified because such information is of par-
ticular analytical interest to those involved in
external debt analysis, since the existence of arrears

IA table reconciling nominal and market valuation of traded

debt instruments is provided in Chapter 7 (Table 7.13).

2If a short-/long-term maturity attribution of intercompany
lending data is available to the compiler on an original maturity
basis, the Guide encourages dissemination of these data.

Table 4.1. Gross External Debt Position:
By Sector

End-Period

General Government

Short-term
Money market instruments
Loans
Trade credits
Other debt liabilities'
Arrears
Other

Long-term

Bonds and notes
Loans

Trade credits

Other debt liabilities!

Monetary Authorities
Short-term
Money market instruments
Loans
Currency and deposits?
Other debt liabilities!
Arrears
Other

Long-term
Bonds and notes
Loans
Currency and deposits?
Other debt liabilities!

Banks

Short-term
Money market instruments
Loans
Currency and deposits?
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Other debt liabilities!

Other Sectors

Short-term
Money market instruments
Loans
Currency and deposits?
Trade credits
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Trade credits

Other debt liabilities'



Table 4.1(concluded)

End-Period

Other Sectors (continued)
Nonbank financial corporations

Short-term
Money market instruments
Loans
Currency and deposits?
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Other debt liabilities!

Nonfinancial corporations
Short-term
Money market instruments
Loans
Trade credits
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes
Loans

Trade credits

Other debt liabilities'

Households and nonprofit institutions
serving households (NPISH)

Short-term
Money market instruments
Loans
Trade credits
Other debt liabilities'
Arrears
Other

Long-term

Bonds and notes
Loans

Trade credits

Other debt liabilities!

Direct Investment: Intercompany Lending
Debt liabilities to affiliated enterprises

Arrears

Other
Debt liabilities to direct investors

Arrears

Other

Gross External Debt

|0ther debt liabilities are other liabilities in the IIP statement.

2lt is recommended that all currency and deposits be included in
the short-term category unless detailed information is available to
make the short-term/long-term attribution.

4 + Presentation of the Gross External Debt Position

indicates the extent to which an economy has been
unable to meet its external obligations. All other
debt liabilities and intercompany lending that are not
arrears are classified as other.

4.5 For some economies arrears are very significant.
For such economies, a further disaggregation of
arrears into arrears of principal, arrears of interest,
interest on arrears of principal, and interest by insti-
tutional sector is encouraged. Also, if the amounts of
technical and/or transfer arrears are significant, it
is encouraged that data on these amounts be sepa-
rately identified and disseminated by the compiling
economy.

4.6 The chapter also presents tables for memoran-
dum items, data on which, depending on an econ-
omy’s circumstances, can enhance the analytical
usefulness of the data presented in the gross external
debt position.

Memorandum ltems

4.7 To enhance analytical usefulness, various mem-
oranda data series might be presented along with the
presentation of the gross external debt position. The
first memorandum item discussed below covers out-
standing liabilities arising from periodic interest
costs that have accrued and are not yet payable. The
other three memorandum items—financial deriva-
tives, equity liabilities, and debt securities issued
by residents that are involved in reverse security
transactions between residents and nonresidents—
provide information on instruments that are not cap-
tured in the gross external debt position but that
potentially could render an economy vulnerable to
solvency and, particularly, liquidity risks.

Periodic Interest Costs That Have
Accrued and Are Not Yet Payable:
Outstanding Liabilities

4.8 A memorandum table is set out in Table 4.2 for
the presentation of data on outstanding liabilities
arising from periodic interest costs that have accrued
and are not yet payable. Periodic interest costs are
those interest costs that result in an interest payment,
as defined in Chapter 2. In attributing these liabili-
ties by sector and maturity in this table, compilers
should be consistent with their approach in compil-
ing gross external debt position data. For example,
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Table 4.2. Periodic Interest Costs That
Have Accrued and Are NotYet Payable:
Outstanding Liabilities

End-Period

General Government
Short-term
Long-term

Monetary Authorities
Short-term
Long-term

Banks
Short-term
Long-term

Other Sectors
Short-term
Long-term

Direct Investment: Intercompany Lending
Debt liabilities to affiliated enterprises
Debt liabilities to direct investors

Total Economy

interest costs attributed to short-term government
debt in the gross external debt position should be
attributed to general government, short-term in this
table. A more detailed disaggregation of these inter-
est cost liabilities by type of instrument could be
provided, if necessary.

4.9 Separate data on outstanding liabilities arising
from periodic interest costs that have accrued and
are not yet payable allow for the calculation of the
gross external debt position excluding these liabili-
ties, which in turn facilitates comparisons both
across countries and across time—that is, allows
comparisons with gross external debt position data
that might exclude such liabilities produced either
by other countries, or by the same country in earlier
time periods. Information on such liabilities also
provides a broad indication of the scale of short-term
interest payments to be made (the more frequent
these data are disseminated, the more relevant this
information), and can help clarify national practice
on the treatment of accrual of interest costs.

Financial Derivatives

4.10 A memorandum table for the presentation of
position data on financial derivatives is provided in

Table 4.3. Financial Derivatives Position

End-Period

Liabilities

General government

Monetary authorities

Banks

Other sectors
Nonbank financial corporations
Nonfinancial corporations
Households and nonprofit institutions

serving households (NPISH)

Total

Assets!

General government

Monetary authorities

Banks

Other sectors
Nonbank financial corporations
Nonfinancial corporations
Households and nonprofit institutions

serving households (NPISH)

Total

Total Economy

IExcludes financial derivatives that pertain to reserve asset man-
agement and are included in reserve assets data.

Table 4.3. Because of the use of financial derivatives
to hedge financial positions as well as to take open
positions, these contracts can add to an economy’s
liabilities and, if used inappropriately, cause signifi-
cant losses. However, in comparing financial deriva-
tives data with external debt, the user should be
aware that financial derivatives might be hedging
asset positions, or a whole portfolio of assets and lia-
bilities. In this regard, the net external debt position
presentation in Chapter 7 is also relevant.

4.11 The table includes gross assets as well as
gross liabilities because of the market practice of
creating offsetting contracts, and the possibility of
forward-type instruments to switch from asset to
liability positions, and vice versa, from one period
to the next. For instance, a borrower hedging a for-
eign currency borrowing with a forward contract
might find that the value of the hedge switches from
asset to liability position from period to period
depending on the movement in exchange rates. To
present only the liability position in financial deriv-
atives along with gross external debt would imply
that the foreign currency borrowing was only



4 + Presentation of the Gross External Debt Position

Table 4.4. Equity Liability Position

End-Period

Banks

Other sectors
Nonbank financial corporations
Nonfinancial corporations

Total

Direct investment in reporting economy: Equity
capital and reinvested earnings

Total Economy

hedged when the forward contract was in a liability
position, so creating a misleading impression. Thus,
financial derivatives liability positions should be
considered alongside financial derivatives asset
positions. If an economy includes financial deriva-
tives in its reserve assets data, because they pertain
to reserve asset management, these financial deriva-
tives should be excluded from this memorandum
1tem.

Equity Liabilities

4.12 Table 4.4 shows a memorandum table for the
presentation of position data on equity liabilities—
that is, both equity securities, and equity capital and
reinvested earnings of direct investment enterprises.
Similar to financial derivatives positions, equity
securities can add to an economy’s liabilities and so
could potentially be a source of vulnerability. Also,
equity capital in direct investment enterprises, par-
ticularly branches/unincorporated enterprises, could
be withdrawn.

4.13 In some instances, resident mutual funds are
used as a vehicle by nonresident investors to acquire
positions in domestic debt securities. If the nonresi-
dents decide to sell these investments, the sales can
have a direct impact on the domestic debt securities
market. As explained in Chapter 3, such investments
by nonresidents are classified as equity liabilities of
the resident economy. Nonetheless, identifying
equity investment in mutual funds, under nonbank
financial corporations in the table, might be consid-
ered. Further, if the amounts are significant and con-
centrated in mutual funds that are entirely or almost
entirely owned by nonresidents, memoranda data on

Table 4.5. Debt Securities Acquired Under
Reverse Security Transactions:! Positions

End-Period

Debt securities issued by residents and
acquired by nonresidents from residents (+)

Debt securities issued by residents and
acquired by residents from nonresidents (-)

IReverse security transactions include all arrangements whereby
one party acquires securities and agrees, under a legal agreement at
inception, to return the same or similar securities on or by an
agreed date to the same party from whom they acquired the securi-
ties initially. The acquiring party must have full title to the securities
such that they can be sold to a third party. These arrangements can
include those known as repurchase agreements (repos), security
loans, and sell/buy backs.

the investments of these mutual funds might also be
disseminated.

Resident-Issued Debt Securities Involved
in Reverse Security Transactions

4.14 In financial markets, activity in reverse security
transactions is commonplace. It is one method of
providing an investor with financial leverage in the
debt markets—that is, greater exposure to market
price movements than the value of own funds
invested. To understand the dynamics of this leverage
activity, and to track developments and hence poten-
tial vulnerability, a memorandum table is provided in
Table 4.5 for the presentation of position data on debt
securities issued by residents that are acquired from
or provided to nonresidents under reverse security
transactions. Such data would also help to interpret
external debt, in particular security debt data when
reverse security activity is significant, and could be
affecting the recorded position. For debt securities to
be included in this memorandum table, the acquiring
party must have full title to the securities such that
they can be sold to a third party.

4.15 In the table, the total value of debt securities
issued by residents that have been acquired by
nonresidents from residents under outstanding
reverse security transactions, even if subsequently
on-sold, are included with a positive sign. The total
value of debt securities issued by residents that have
been acquired by residents from nonresidents under
outstanding reverse security transactions, even if
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subsequently on-sold, are included with a negative
sign. This sign convention tracks the change of
ownership of debt securities. Other things being
equal, if nonresidents acquire these securities under
reverse security transactions, the security claims on
the resident economy are greater than recorded in
the gross external debt position, whereas if residents
acquire these securities from nonresidents under

reverse security transactions, the debt security
claims on the resident economy are less than
recorded in the gross external debt position. Appen-
dix II provides more information on reverse security
transactions and explains how different types of
reverse security transactions should be recorded in
the gross external debt position and in this memo-
randum table.



5. Public and Publicly Guaranteed

External Debt

Introduction

5.1 For countries in which there is a particular inter-
est in public sector debt, this chapter provides a table
for the presentation of the gross external debt posi-
tion in which the role of the public sector is high-
lighted. The data for this table should be compiled
using the concepts outlined in Chapters 2 and 3,
except the debt of resident entities should be attrib-
uted according to whether the debtor is publicly
owned or not, and if not, by whether the debt instru-
ment is guaranteed or not by a public sector entity.
For convenience, this presentation is described as
being a “public-sector-based approach” and is con-
sistent with the framework of the World Bank’s
Debtor Reporting System.

5.2 In economies where public sector external debt
is dominant, the presentation table provided in this
chapter could be the primary one used for dissemi-
nating data. Indeed, in circumstances where the pub-
lic sector is centrally involved in external debt
borrowing activity, both as a borrower or guarantor,
it is essential. As private sector debt becomes more
important in the economy, more detailed break-
downs of private sector debt are required, such as
provided in the previous chapter, but the presenta-
tion set out in this chapter would remain relevant for
monitoring external debt liabilities of the public
sector.

5.3 Because the concepts for its measurement
remain consistent throughout the Guide, the gross
external debt position for the whole economy—
depending on whether traded debt instruments are
valued at nominal or market value—should be the
same regardless of whether the presentation table in
this or the previous chapter is used to disseminate
such data.

5.4 In disseminating data, compilers are encour-
aged to provide methodological notes explaining

the concepts and methods used in compiling the
data. For any presentation of gross external debt
position, it is particularly important for the compiler
to indicate whether traded instruments are valued at
nominal or market value, and whether interest costs
that have accrued but are not yet payable are
included, or not.

Definitions

5.5 For the presentation of the external debt posi-
tion in a public-sector-based approach, the first
determination is whether or not a resident entity is
in the public sector.! In comparison with the institu-
tional sector approach outlined in Chapter 3, the
public sector includes the general government,
monetary authorities, and those entities in the bank-
ing and other sectors that are public corporations. A
public corporation is defined as a nonfinancial or
financial corporation that is subject to control by
government units, with control over a corporation
defined as the ability to determine general corporate
policy by choosing appropriate directors, if neces-
sary. Control can be established through govern-
ment ownership of more than half of the voting
shares or otherwise controlling more than half of
the shareholder voting power (including through
ownership of a second public corporation that in
turn has a majority of the voting shares).? In addi-
tion, it may be possible to exercise control through
special legislation, decree, or regulation that
empowers the government to determine corporate

'For more details, please refer to the World Bank’s Debtor
Reporting System Manual (World Bank, 2000), available on
the Internet at http://www.worldbank.org/data/working/DRS/
drs_manual.doc.

2This definition is derived from the /993 SNA and the IMF’s
Government Finance Statistics Manual (IMF, 2001). It is consis-
tent with ESA95 (Eurostat, 1996) and ESA95 Manual on Govern-
ment Deficit and Debt (Eurostat, 2000), which also provide
additional guidance on recognizing such corporations.
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policy or to appoint directors. Any domestic institu-
tional unit not meeting the definition of public sec-
tor is to be classified as private sector. In terms of
institutional sector attribution, the classification of a
public corporation as a monetary authority (central
bank), bank, nonbank financial corporation, or non-
financial corporation depends on the nature of the
activity it undertakes.

5.6 Publicly guaranteed private sector external
debt is defined as the external debt liabilities of the
private sector, the servicing of which is contrac-
tually guaranteed by a public entity resident in the
same economy as the debtor.3 The private sector
can include resident entities in the banks and other
sectors. External debt of the private sector that is
not contractually guaranteed by the public sector
resident in the same economy is classified as
nonguaranteed private sector external debt. If
external debt of the private sector is partially guar-
anteed by the public sector resident in the same
economy, such as if principal payments or interest
payments alone are guaranteed, then only the pres-
ent value of the payments guaranteed should be
included within publicly guaranteed private sector
external debt, with the nonguaranteed amount

included within nonguaranteed private sector exter-
nal debt.

Presentation of Public and Publicly
Guaranteed External Debt Position

5.7 The presentation of the gross external debt posi-
tion on the basis of a public-sector-based approach is
set out in Table 5.1.

e The first level of disaggregation is by sector. The
primary disaggregation is between public and
publicly guaranteed debt, and nonguaranteed
private sector external debt. Because of the nature
of the relationship between debtor and creditor,
intercompany lending between entities in a direct
investment relationship is separately identified
under each category, but when combined equals

3External debt for which guarantees are provided to the creditor
by a public sector entity resident in a different economy from that
of the debtor is not covered under this definition.

Table 5.1. Gross External Debt Position:
Public and Publicly Guaranteed Debt and
Nonguaranteed Private Sector Debt

End-Period

Public and Publicly Guaranteed Debt

Short-term
Money market instruments
Loans
Currency and deposits!
Trade credits
Other debt liabilities?
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Trade credits

Other debt liabilities?

Direct investment: Intercompany lending
Debt liabilities to affiliated enterprises
Arrears
Other
Debt liabilities to direct investors
Arrears
Other

Nonguaranteed Private Sector
External Debt

Short-term
Money market instruments
Loans
Currency and deposits!
Trade credits
Other debt liabilities?
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Trade credits

Other debt liabilities?

Direct investment: Intercompany lending
Debt liabilities to affiliated enterprises
Arrears
Other
Debt liabilities to direct investors
Arrears
Other

Gross External Debt

It is recommended that all currency and deposits be included in
the short-term category unless detailed information is available to
make the short-term/long-term attribution.

20ther debt liabilities are other liabilities in the IIP statement.



Table 5.2. Gross External Debt Position:

Public Sector Debt and Publicly

Guaranteed Private Sector Debt

End-Period

Public Sector External Debt

Short-term

Money market instruments

Loans

Currency and deposits!

Trade credits

Other debt liabilities?
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Trade credits

Other debt liabilities?

Direct investment: Intercompany lending

Debt liabilities to affiliated enterprises
Arrears
Other

Debt liabilities to direct investors
Arrears
Other

Total

Publicly Guaranteed Private Sector

External Debt

Short-term

Money market instruments

Loans

Currency and deposits!

Trade credits

Other debt liabilities?
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Trade credits

Other debt liabilities?

Direct investment: Intercompany lending

Debt liabilities to affiliated enterprises
Arrears
Other

Debt liabilities to direct investors
Arrears
Other

Total

IIt is recommended that all currency and deposits be included in

the short-term category unless detailed information is available to

make the short-term/long-term attribution.

20ther debt liabilities are other liabilities in the IIP statement.

5 ¢ Public and Publicly Guaranteed External Debt

direct investment: intercompany lending for
the total economy as presented in the previous
chapter.

* The second level of disaggregation is by the
maturity of external debt—short-term and long-
term on the basis of original maturity. A matu-
rity attribution is not provided for intercompany
lending, but in separately identifying arrears
(see below), which by definition are short-term
liabilities, a partial short-term attribution is
provided.*

e The third level of disaggregation is by type of
debt instrument, as described in Chapter 3.
Arrears are separately identified, because such
information is of particular analytical interest.

5.8 Memoranda data, on a public sector basis, on
outstanding liabilities arising from periodic interest
costs that have accrued and are not yet payable,
financial derivatives, equity liabilities, and reverse
security transactions could be provided along with
Table 5.1. These memorandum items are described
in Chapter 4.

5.9 Table 5.2 separates public sector external debt
and publicly guaranteed private sector external debt.
Such a separation allows identification of external
debt owed by the public sector and, combined with
the information in Table 5.1, external debt of the pri-
vate sector.

5.10 Further, as defined in paragraphs 5.5 and 5.6
above, public sector data can be attributed to general
government, monetary authorities, banks, and other
sectors, while private sector information can be
attributed to banks and other sectors. In this regard,
it is recommended that if detailed records are kept,
the institutional sector of the debtor be identified, so
as to allow an economy that is presenting data on a
public sector basis to also compile data on an institu-
tional sector basis.

4If a short-/long-term maturity attribution of intercompany

lending data is available to the compiler on an original maturity
basis, the Guide encourages dissemination of these data.
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6. Further External Debt Accounting

Principles

Introduction

6.1 Data compiled and presented using the concepts
described in the previous chapters provide compre-
hensive coverage and an informed picture of the
gross external debt position for the whole economy
and/or the public sector. However, such data do not
provide a complete picture of emerging vulnerabili-
ties to solvency and liquidity risk. For instance, the
currency and interest rate composition of external
debt liabilities, and the pattern of future payments,
might all be potential sources of vulnerability. To
assist in compiling additional data series of analytical
use in understanding the gross external debt position,
this chapter provides further accounting principles.
These principles, as well as those described in earlier
chapters, are drawn upon to provide illustrative pre-
sentation tables in the next chapter.

6.2 This chapter discusses further accounting prin-

ciples under three broad headings:

e Sectors, maturity, and instruments;

* Specific characteristics of external debt; and

 Principles for the compilation of debt-service and
other payment schedules.

Sectors, Maturity, and Instruments

Creditor Sectors

6.3 Information on the nonresident creditor sector
that owns external debt is disseminated by many
economies. The sectors defined in Chapter 3—general
government, monetary authorities, banks, and
other sectors—and in Chapter 5—public and private
sectors—are creditor as well as debtor sectors. Other
commonly identified creditor sectors are multilateral
(international) organizations and official creditors.

6.4 Multilateral organizations are established by
political agreements among member countries that
have the status of international treaties. Multilateral

organizations are accorded appropriate privileges
and immunities and are not subject to the laws and
regulations of the economies in which the organiza-
tions are located. Typically these organizations pro-
vide nonmarket services of a collective nature for the
benefit of members and/or financial intermediation,
or the channeling of funds between lenders and bor-
rowers in different economies. As creditors, multilat-
eral organizations are sometimes also referred to as
official multilateral creditors.

6.5 Official creditors are public sector creditors,
including multilateral organizations. External debt
owed to official creditors might also include debt that
was originally owed to private creditors but that was
guaranteed by a public entity in the same economy as
the creditor (for example, an export credit agency).
Official bilateral creditors are official creditors in
individual countries. This category of creditor is par-
ticularly relevant in the context of Paris Club discus-
sions. The Paris Club is an umbrella arrangement
under which creditors and debtors meet, discuss, and
arrange debt-relief packages and is not an institutional
unit in its own right (see Box 8.2 in Chapter 8).

Remaining Maturity

6.6 While it is recommended that in the gross exter-
nal debt position the short-term/long-term maturity
attribution be made on the basis of original maturity,
there is also analytical interest in attribution on the
basis of remaining maturity. Remaining-maturity
measures (sometimes referred to as residual maturity
measures) provide an indication of when payments
will fall due, and so of potential liquidity risks facing
the economy. Particularly important is information
on payments coming due in the near term.

6.7 The Guide recommends that short-term remain-
ing maturity be measured by adding the value of out-
standing short-term external debt (original maturity)
to the value of outstanding long-term external debt



(original maturity) due to be paid in one year or less.
Conceptually, at the reference date the value of out-
standing long-term external debt (original maturity)
due to be paid in one year or less is the discounted
value of payments to be made in the coming year,
both interest and principal.! The value of outstand-
ing long-term (original maturity) debt due to be paid
over one-year ahead is classified as long-term debt
on a remaining-maturity basis.

6.8 The information content provided is one reason
for recommending such an approach. Short-term
debt on an original maturity basis is identifiable
from the gross external debt position. Measuring the
value of outstanding long-term external debt (origi-
nal maturity) falling due in one year or less may
raise practical difficulties, in which instance, one
proxy measure that might be used is the undis-
counted value of principal payments on long-term
external debt obligations (original maturity basis)
due to mature in one year or less. This proxy mea-
sure is incomplete in its coverage of interest pay-
ments falling due in the coming year but can be
compiled using the principles for projecting pay-
ments in a debt-service schedule (see below).2

Trade-Related Credit

6.9 In the Guide, trade credit as presented in the
gross external debt position is defined in Chapter 3—
the direct extension of credit by suppliers for transac-
tions in goods and services, and advance payments
by buyers for goods and services, and for work in
progress (or to be undertaken)—consistent with the
1993 SNA and BPMS5. To assist in compiling addi-
tional data series, this chapter introduces a wider con-

For those economies that do not wish to include interest costs
that have accrued but are not yet payable in the gross external debt
position for all instruments, the nominal value of outstanding
long-term external debt at the reference date that is due to be paid
in one year or less is the sum of principal payments on this debt to
be made in the coming year, except where the debt is in the form
of securities issued at a discount, in which instance the principal
amount to be paid will exceed the nominal amount outstanding at
the reference date.

2Some countries that have debt primarily in the form of instru-
ments on which principal is paid only at maturity attribute the full
value of each long-term (original maturity) debt instrument on a
remaining basis by when the instrument is due to mature. How-
ever, from the viewpoint of liquidity risk analysis, this method is
imperfect because payments coming due in the near term, such as
interest and partial payments of principal, are not captured within
short-term remaining-maturity debt if the debt instrument has a
maturity date further than a year ahead.

6 * Further External Debt Accounting Principles

cept of trade-related credit, which also captures other
credits provided to finance trade activity, including
through banks. It is defined as including trade credit,
trade-related bills (see below), and credit provided by
third parties to finance trade, such as loans from a
foreign financial or export credit institution to the
buyer. A table for presenting data on trade-related
credit is provided in the next chapter.

6.10 A particularly difficult issue of classification
arises from bills drawn on the importer and provided
to the exporter, which are subsequently discounted
by the exporter with a financial institution. These
instruments might be regarded by the importer as the
direct extension of credit by the exporter but once
discounted become a claim by a third party on the
importer. Where an instrument is provided to the
exporter with such characteristics that it is tradable
in organized and other financial markets, such as a
promissory note, it should be classified as a security
in the gross external debt position and included in
the concept of trade-related credit.

6.11 If the importer’s bill has been endorsed (or
“accepted”) by a bank in the importer’s own econ-
omy in order to make the bill acceptable to the
exporter, it is known as a banker’s acceptance, clas-
sified as a security in the gross external debt posi-
tion, and included in the concept of trade-related
credit. Banker’s acceptances are to be classified as a
financial liability of the bank (or, if not a bank, the
financial institution that has endorsed the bill)
because they represent an unconditional claim on the
part of the holder and an unconditional claim on the
bank. However, national practices and variations in
the nature of these acceptances may suggest flexibil-
ity in the application of this guideline.

Specific Characteristics
of External Debt

Currency Composition

6.12 Domestic currency is that which is legal tender
in the economy and issued by the monetary authority
for that economy or for the common currency area to
which the economy belongs.? Under this definition,

3In this context, a common currency area is one in which more than
one economy belongs and has a regional central bank with the legal
authority to issue the same currency within the area. To belong to this
area, the economy must be a member of the regional central bank.
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an economy that uses as its legal tender a currency
issued by a monetary authority of another econ-
omy—such as U.S. dollars—or of a common cur-
rency area to which it does not belong should
classify the currency as a foreign currency, although
domestic transactions are settled in this currency.

6.13 The attribution of external debt by currency is
primarily determined by characteristics of the future
payment(s). Foreign currency debt is defined as debt
that is payable in a currency other than the domestic
currency; a subcategory of foreign currency debt is
debt that is payable in a foreign currency but with
the amounts to be paid linked to a domestic currency
(domestic-currency-linked debt). Foreign-currency-
linked debt is debt that is payable in domestic cur-
rency but with the amounts to be paid linked to a
foreign currency. Domestic currency debt is debt
that is payable in the domestic currency, and not
linked to a foreign currency. In the unusual instance
of interest payments to be paid in a foreign currency
but principal payments to be paid in a domestic cur-
rency, or vice versa, only the present value of the
payments to be paid in a foreign currency need be
classified as foreign currency debt (and similarly for
foreign-currency-linked debt).

6.14 In attributing external debt by type of foreign
currency—U.S. dollar, euro, Japanese yen, etc.—the
currency to which payments are linked is the deter-
mining criterion. Some types of foreign currency bor-
rowing are denominated in more than one currency.
However, if the amounts to be paid on such borrow-
ing are linked to one specific currency, the borrowing
should be attributed to that currency. Otherwise,
compilers are encouraged to disaggregate such multi-
currency borrowing by the component currencies. If,
for any reason at the time the data are compiled for a
particular reference date, the amounts attributable to
each currency at that date are not known with preci-
sion, the borrowing should be attributed to each type
of currency using the latest firm information avail-
able to the compiler—such as the currency attribu-
tion at the previous reference date together with any
known payments in specific currencies made during
the subsequent period—and revised once firm infor-
mation for the new reference date are known.*

4For World Bank currency pool loans, while the composition of
the currency pool changes on a daily basis, the currency ratios have
been maintained within narrow limits since 1991. In the absence of
other information, debtors may wish to report the currency compo-

Interest Rates
Variable- and fixed-rate external debt

6.15 Variable-rate external debt instruments are
those on which interest costs are linked to a refer-
ence index—for example, LIBOR (London inter-
bank offered rate), or the price of a specific
commodity, or the price of a specific financial instru-
ment that normally changes over time in a continu-
ous manner in response to market pressures. All
other debt instruments should be classified as fixed-
rate. Interest on external debt that is linked to the
credit rating of another borrower should be classified
as fixed-rate because credit ratings do not change in
a continuous manner in response to market pres-
sures, whereas interest on external debt that is linked
to a reference price index should be classified as
variable-rate, provided that the price(s) that are the
basis for the reference index are primarily market-
determined.

6.16 The classification of an instrument can change
over time, if, say, it switches from fixed to variable
rate. For instance, interest may be fixed for a certain
number of years and then becomes variable. While a
fixed rate is paid, the instrument is to be classified as
fixed-rate debt, and when it switches to variable rate
it is classified as variable-rate debt. If interest is
linked to a reference index or commodity price or
financial instrument price but is fixed unless the ref-
erence index or price passes a particular threshold, it
should be regarded as fixed-rate. But if thereafter
interest becomes variable, then it should be reclassi-
fied as a variable-rate instrument. Alternatively, if
interest is variable-rate until it reaches a predeter-
mined ceiling or floor, it becomes fixed-rate debt
when it reaches that ceiling or floor.

6.17 As in BPMS5, when the value of the principal is
indexed, the change in value resulting from indexa-
tion—periodically and at maturity—is classified as
interest. So, if principal only is indexed, such debt is
to be classified as variable-rate regardless of whether
interest is fixed or variable, provided that the refer-
ence index meets the criterion above: it normally
changes over time in a continuous manner in
response to market pressures.

sition of currency pool loans as 30 percent U.S. dollar, 30 percent
euro, 30 percent Japanese yen, and 10 percent other currencies
(until or unless the World Bank changes its ratio limits).



Average interest rates

6.18 The average interest rate is the weighted-
average level of interest rates on the outstanding
gross external debt as at the reference date. The
weights to be used are determined by the value in the
unit of account of each borrowing as a percentage of
the total. For example, for the general government
sector the weight given to the interest rate on each
external debt instrument equals the value in the unit
of account of that debt as a percentage of total exter-
nal debt for the general government sector. Simi-
larly, the weight given to the average level of interest
rates for the general government sector when calcu-
lating the average interest rate for the whole econ-
omy is equal to the total value in the unit of account
of general government external debt as a percentage
of total economy-wide external debt.

6.19 The relevant interest rate level for each debt
instrument is affected by whether it has a fixed- or
variable-linked interest rate. If the interest rate is
contractually fixed, then this rate should be used,
taking account of any discount and premium at
issuance. If the rate of interest had been variable in
the past but is now fixed, the current fixed-rate
should be used. For variable-rate instruments, the
rate of interest on each instrument should be the rate
accruing on the reference day. In other words, usu-
ally variable rates of interest are reset on a periodic
basis, and it is the level of the interest rate applicable
on the reference day that should be used. If the inter-
est rate is reset on the reference date, that rate should
be reported and not the previous interest rate. If for
any reason the variable rate is not observable, then
the level of the reference index or appropriate price
on the reference date, or, if the link is to a change in
the reference index, the recorded change for the rele-
vant period up to the reference date, or the closest
relevant time period available, together with any
existing additional margin the borrower needs to
pay, should be used to calculate the interest rate
level.

6.20 For calculating the weighted average of inter-
est rates agreed on new borrowing during the period,
the interest rates recorded would be those estab-
lished at the time of the borrowing. If the interest
rate is contractually fixed, then this rate should be
used. For variable-rate borrowing, the rate of interest
on each instrument should be that which is accruing
on the day the claim is established. The weights to
be used in compiling average interest rate data are

6 * Further External Debt Accounting Principles

determined by the value in the unit of account of
each borrowing, on the date the claim was estab-
lished, as a percentage of the total borrowed during
the period.

Location of Securities Issuance

6.21 Debt securities issued by a resident of the same
economy in which the security is issued are to be
classified as domestically issued, regardless of the
currency of issue. All other issues are to be classified
as foreign issued. If there is uncertainty over the
location of issue, then the following criteria should
be taken into account in descending order of prefer-
ence to determine whether a resident of the economy
has issued a domestic or a foreign debt security:

* The debt security is listed on a recognized
exchange in the domestic economy (domestic
issue) or in a foreign economy (foreign security).

e The debt security has an International Security
Identification Number (ISIN) with a country code
the same as the legal domicile of the issuer, and/or
is allocated a domestic security code by the
domestic national numbering agency (domestic
security). Or the debt security has an ISIN code
with a country code different from that where the
issuer is legally domiciled and/or has a foreign
security code issued by a foreign national number-
ing agency (foreign security).

e The security is issued in a domestic currency
(domestic issue), as defined in paragraph 6.12
above, or in a foreign currency (foreign issue).

Concessional Debt

6.22 There is no unique definition of concessional-
ity, and the Guide does not provide nor recommend
one. Nonetheless, the definition of the OECD’s
Development Assistance Committee (DAC)3 is com-
monly used. Under the DAC definition, concessional
lending (that is, lending extended on terms that are
substantially more generous than market terms)
includes (1) official credits with an original grant
element of 25 percent or more using a 10 percent
rate of discount (that is, where the excess of the face
value of a loan from the official sector over the sum
of the discounted future debt-service payments to be

5The Development Assistance Committee of the OECD was
created in 1960. Its membership at mid-2001 comprised 22 coun-
tries and the Commission of the European Union.
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made by the debtor is 25 percent or more using a 10
percent rate of discount); and (2) lending by the
major regional development banks (African Devel-
opment Bank, Asian Development Bank, and the
Inter-American Development Bank) and from the
IMF and World Bank, with concessionality deter-
mined on the basis of each institution’s own classifi-
cation of concessional lending. All external debt not
classified as concessional should be classified as
nonconcessional.

Debt-Service and Other
Payment Schedules

6.23 A payment schedule provides a projection of
future payments, at a reference date, based on a cer-
tain set of assumptions that are likely to change over
time. A debt-service payment schedule projects pay-
ments on the outstanding gross external debt posi-
tion at the reference date and helps in the assessment
of liquidity risk by allowing the data user, and
debtor, to monitor whether a bunching of payments
is developing regardless of the original maturity of
the debt instrument. For the debtor, early warning of
such bunching might allow countervailing action to
be taken.

6.24 Because the projection of a payment schedule
requires assumptions to be made, to assist compilers,
some guidance is provided below on the assump-
tions to apply. In compiling payment schedules, the
Guide encourages the compiler to make best efforts
in projecting payments. Consistent with the defini-
tions in Chapter 2 (paragraph 2.5), in the debt-
service payment schedule, interest payments are
periodic payments of interest costs, while principal
payments are all other payments that reduce the
principal amount outstanding.

Projected Payments of Foreign Currency
External Debt

6.25 External debt payments may be required in a
currency different from the unit of account used for
presenting data in the debt-service payment sched-
ule. For such external debt payments, projected pay-
ments should be converted to the unit of account
using the market exchange rate (that is, the midpoint
between the buying and the selling spot rates) pre-
vailing on the reference date (that is, the last day
before the start of the forward-looking period). In

other words, if a debt-service payment schedule is
drawn up for external debt outstanding on an end-
calendar-year reference date, then the exchange rate
prevailing at the end of the calendar year (on the last
day of that year) should be used.®

6.26 For borrowing in multicurrencies, payments
should be projected with reference to the component
currencies of the borrowing and to the market
exchange rates (the midpoint between the buying
and the selling spot rates) prevailing on the reference
date. For World Bank currency pool loans, future
payments should be projected in U.S. dollar equiva-
lent terms on the basis of the pool units to be “paid”
on each due date and the pool unit value at the refer-
ence date, and then converted into the unit of
account, if this is not the U.S. dollar,” at the market
exchange rate (the midpoint between the buying and
the selling spot rates) prevailing on the reference
date.

Receiving or Paying Foreign Currency
Under a Financial Derivatives Contract

6.27 Consistent with the foreign-currency-conversion
approach adopted throughout the Guide, the amounts
of foreign currency contracted to be paid and
received under a financial derivatives contract that is
current and outstanding at the reference date should

SFrom a theoretical viewpoint, and given that the debt-service
payment schedule is making projections, forward rates may be
considered the best estimate of exchange rates for specific dates in
the future. However, while such an approach might well be readily
applied in many instances for shorter-term debt in major curren-
cies, there may be a lack of readily observable forward rates for
longer-term borrowing and for “smaller” currencies, thus leading
to possible inconsistent approaches between economies and dif-
ferent maturity periods. Also, there always remains uncertainty
about the future course of interest and currency rates. The Guide
takes the view that projections of future payments of external debt
linked to currency and interest rate movements should be based on
end-period spot rates, rather than, say, forward rates, because this
approach is more transparent, easier to compile, and more readily
understandable to users than projections based on rates in forward
markets—even though it is recognized that the use of a single
day’s exchange rate to convert payments to be made over a for-
ward period could be misleading if temporary factors affect the
exchange rate for that day.

7Currency pool loans are loans that are committed in U.S. dollar
equivalent terms and converted into pool units, the base unit the
borrower owes, through a conversion rate—pool unit value—that
is calculated on the basis of the relationship between the U.S. dol-
lar and the component currencies in the pool. When pool units are
to be repaid, they are converted back into the dollar-equivalent
amount using the prevailing pool unit value. Currency pool loans
are described in more detail in Appendix I.



be converted to the unit of account using the market
exchange rate (the midpoint between the buying and
the selling spot rates) prevailing on the reference
date (the last day before the start of the forward
looking period).

Projected Interest Payments on Deposits

6.28 Interest on deposits that is payable once a year
or more frequently is projected as a future interest
payment. Interest payments on deposits should be
projected on the basis of those deposits that are out-
standing on the reference date, using interest rates
current on the reference date, unless there are con-
tractual reasons to assume otherwise.

6.29 Interest on deposits that are withdrawable on
demand or subject to a notice of withdrawal, and not
subject to a maturity date, should be projected into
the future,® whereas those interest payments on
those deposits with a maturity date should be pro-
jected only to that maturity date. Payments on
deposits for which notice of withdrawal has been
given should be projected on the assumption that
these deposits will be withdrawn on the due date,
and no assumption of reinvestment should be made
unless there are explicit instructions from the depos-
itor that indicate otherwise.

Projected Payments of Index-Linked External
Debt, Including Variable-Rate Interest

6.30 Interest and principal payments on external
debt may be linked to a reference index that changes
over time—for instance, a variable reference interest
rate index, a commodity price, or another specified
price index. For such payments, projected payments
should be estimated using the level of the reference
index on the last day before the start of the forward-
looking period or, if the link is to a change in the ref-
erence index, the recorded change for the relevant
period up to the last day before the start of the for-
ward-looking period, or the closest relevant time
period available. If the margin over the reference
index is subject to change, then the margin on the last
day before the start of the forward-looking period
should be used. For debt payable in commodities or

8In principle, the future could be indefinite, but compilers are
encouraged to make some commonsense assumptions about the
average maturity of deposits with no stated maturity.

6 * Further External Debt Accounting Principles

other goods, future payments are valued using the
market price of a commodity or good as at the refer-
ence date, with the split between principal and inter-
est payments based on the implicit interest rate at the
reference date (see also Chapter 2, paragraph 2.37).

Projected Payments on Loans
Not Fully Disbursed

6.31 No payments should be projected for loans that
are not yet disbursed. If loans have been partially
disbursed, payments should be projected only for
those funds that have been disbursed. If the payment
schedule in the loan contract is based on the assump-
tion that all funds are disbursed, but only partial dis-
bursement has occurred by the reference date, then,
in the absence of any other information that clearly
specifies the payment schedule arising from funds
that have been disbursed, it is recommended that the
payment schedule in the loan contract should be pro-
rated by the percentage of the loan that has been dis-
bursed—for example, if half of the loan has been
disbursed, then half of each payment in the loan
schedule should be reported in the debt-service
schedule.?

Projected Payments of Service-Related Debts

6.32 In the Guide, if a payment to a nonresident for
a service that has been provided is outstanding at the
reference date, it is classified as an external debt lia-
bility. Given this, any future payments for services—
such as fees, charges, and commissions that have
already been provided by the reference date—are
classified as principal payments, within other debt
liabilities (unless they are classified as debt liabili-
ties to affiliated enterprises/direct investors). Any
projection of fees that depend on moving reference
amounts, such as undrawn commitments, should be
based on the reference amount at the reference date.
While not encouraged, it is recognized that national
practice might be to classify service charges related
to a loan along with interest in the debt-service
schedule.

9For prudent debt-management purposes, in some national
practices, even if only partially disbursed, the full amounts fore-
seen in the payment schedule of the loan are projected for each
period until the external debt outstanding at the reference date is
fully repaid. Under this “truncated” approach, if half the amount is
disbursed on the reference date, the loan is “repaid” in half the
time that is expected in the loan schedule, thus “front-loading” the
debt-service schedule.
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Projected Payments of External Debt
with the Provision for Early Repayment

6.33 An external debt liability may include a provi-
sion that allows the creditor to request early repay-
ment. For instance, the creditor may have an option
to redeem the debt early through a put (sell) option.
In principle, projected payments can be estimated
both without and with reference to this embedded put
option. For instance, a ten-year bond with a put
option after five years can be assumed at inception to
have a repayment date of ten years, and payments
recorded up until that date. Alternatively, for this
bond the earliest possible date for repayment of five
years could be assumed, with projected payments fin-
ishing at that time. The preference in the Guide is to
project debt-service payments on the basis of the
original maturity (ten years in the example), but to
provide additional information on payments based on
the earliest repayment date (five years in the exam-
ple). But it is recognized that national practice may
be to estimate projected payments on bonds with
embedded put options only until the option date (five
years in the example), with additional information on
the projected payments on the bond up until the orig-
inal maturity date (ten years in the example).!0

Projected Payments of Credit-Linked
External Debt

6.34 Payments of interest and/or principal may be
linked to the credit rating of another borrower(s),

10The debtor might have an option to call (buy back) external

debt early, which would also result in a drain on liquidity. But
unlike the put option for the creditor, this drain is unlikely to be
exercised except at a convenient time for the debtor. Conse-
quently, in assessing vulnerability, information on external debt
containing put options is more significant.

such as in a credit-linked note. In these instances the
credit rating of the other borrower(s) on the last day
before the start of the forward-looking period should
be used to project payments.

Projected Payments Arising
from Reverse Transactions

6.35 Under the recording approach for reverse
transactions—the collateralized loan approach—a
security provider records a loan liability. In the debt-
service payment schedule, the security provider
records the full amount of the loan to be paid at
maturity under principal. If the reverse transaction
has an “open” maturity,!! the loan should be
recorded as on-demand, under the immediate time
category in the presentation of the debt-service pay-
ment schedule, unless there is clear evidence to sug-
gest otherwise.

Projected Payments on Financial Leases

6.36 Projected payments on financial leases must be
divided into interest and principal payments. The
amount of interest payments can be calculated using
the implicit rate of interest on the loan, with all other
payments recorded as principal payments. Con-
ceptually, at inception, the implicit rate of interest on
the loan is that which equates the value of the good
provided—the value of the loan—with the dis-
counted value of future payments, including any
residual value of the good to be returned (or pur-
chased) at the maturity of the lease.

11“Open” maturity is where both parties agree daily to renew or

terminate the agreement. Such an arrangement avoids settlement
costs if both parties wish to renew the reverse transaction on a
continuing basis.



7. Further Presentation Tables

of External Debt

Introduction

7.1 This chapter introduces presentation tables that

facilitate a more detailed examination of the poten-

tial liquidity and solvency risks to the economy

that might arise from the acquisition of external

liabilities. These tables provide information that

supplements that included in the gross external

debt position presented earlier in the Guide. More

specifically, this chapter provides presentation

tables on:

* External debt by short-term remaining maturity
(Tables 7.1 and 7.2);

e Debt-service payment schedule (Tables 7.3 and
7.4);

* Foreign and domestic currency external debt
(Tables 7.5-7.7);

¢ Interest rates and external debt (Tables 7.8-7.9);

» External debt by creditor sector (Table 7.10);

* Net external debt position (Table 7.11);

» Reconciliation of external debt positions and flows
(Table 7.12);

e Traded debt instruments (Tables 7.13 and 7.14);
and

¢ Cross-border trade-related credit (Table 7.15).

7.2 For any individual economy, the relevance of
any table in this chapter will depend upon the cir-
cumstances facing it, and so the Guide does not pro-
vide a list of priorities for compiling the tables
ahead. Indeed, the tables are provided as flexible
frameworks to be used by countries in the long-term
development of their external debt statistics. But
experience suggests that data on debt-maturity pro-
files and currency breakdowns are essential to a
comprehensive analysis of external vulnerability for
countries with substantial but uncertain access to
international capital markets. For the IMF’s data dis-
semination standards, the tables for the debt-service
payment schedule—Table 7.3 (Special Data Dissem-
ination Standard, SDDS) and Table 7.4 (General
Data Dissemination System, GDDS)—are relevant,

as is the table on foreign currency and domestic cur-
rency debt, Table 7.5 (SDDS).!

7.3 Because the concepts for its measurement
remain consistent throughout the Guide, the gross
external debt position for each institutional sector
and for the total economy should be the same
regardless of the presentation table employed, pro-
vided that the same approach to valuing traded debt
instruments is adopted throughout. Also, because the
concepts remain consistent, if necessary, compilers
can combine different characteristics of external
debt in presentations other than those set out below.
In disseminating data, compilers are encouraged to
provide methodological notes explaining the con-
cepts and methods used in compiling the data.

7.4 Throughout this chapter, except where stated
otherwise, the first level of disaggregation by row is
by debtor sector, followed (where relevant) by matu-
rity on an original maturity basis. In the tables, the
institutional sector presentation is provided, but in
principle the presentations can also be provided on a
public sector basis, as set out in Chapter 5. Because
of the particular importance of both measures, the
debt-service payment schedule is presented on both
institutional (Table 7.3) and a public sector basis
(Table 7.4).

External Debt by Short-Term
Remaining Maturity

7.5 Tables are provided for presenting gross exter-
nal debt position data by short-term remaining matu-
rity for the total economy (Table 7.1), and then by
institutional sector (Table 7.2). Information on the
total short-term debt of the total economy, both on

'Box 4.1 in Chapter 4 provides the precise requirements for the
external debt category of the IMF’s data dissemination standards.
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Table 7.1. Gross External Debt Position:
Short-Term Remaining Maturity—Total Economy

End-Period

Short-term debt on an original maturity basis
Money market instruments
Loans
Currency and deposits!
Trade credits
Other debt liabilities?
Arrears
Other

Total

Long-term debt obligations due for payment
within one year or less

Bonds and notes

Loans

Currency and deposits!

Trade credits

Other debt liabilities?

Total

Total Economy

It is recommended that all currency and deposits be included in the short-
term category unless detailed information is available to make the short-
term/long-term attribution.

20ther debt liabilities are other liabilities in the IIP statement.

50

an original and remaining maturity basis, as well as
by sector, is of analytical interest (see Box 7.1). For
compiling the data for these tables, direct invest-
ment: intercompany lending should be attributed to
long-term maturity unless detailed information is
available to provide data on a short-term remaining
maturity basis.

7.6 Compiling such information helps in the assess-
ment of liquidity risk by indicating that part of the
gross external debt position that is expected to fall
due in the coming year. Also, by separately indicat-
ing short-term debt on an original maturity basis
from debt on a long-term basis falling due in the
coming year, the presentation provides additional
information content, such as the extent to which high
short-term remaining maturity data is due (or not) to
significant debt payments expected on long-term
debt (original maturity basis).

7.7 The concept of short-term remaining maturity
can also be applied to other tables in this chapter,
such as those relating to foreign-currency external
debt.

Table 7.2. Gross External Debt Position:
Short-Term Remaining Maturity—By Sector

End-Period

General Government
Short-term debt on an original
maturity basis
Money market instruments
Loans
Trade credits
Other debt liabilities!
Arrears
Other
Total

Long-term debt obligations due for
payment within one year or less

Bonds and notes

Loans

Trade credits

Other debt liabilities!

Total

Monetary Authorities
Short-term debt on an original
maturity basis
Money market instruments
Loans
Currency and deposits?
Other debt liabilities!
Arrears
Other
Total

Long-term debt obligations due for
payment within one year or less

Bonds and notes

Loans

Currency and deposits?

Other debt liabilities!

Total

Banks

Short-term debt on an original
maturity basis

Money market instruments

Loans

Currency and deposits?

Other debt liabilities!
Arrears
Other

Total

Long-term debt obligations due for
payment within one year or less

Bonds and notes

Loans

Currency and deposits?

Other debt liabilities!

Total

Debt-Service Payment Schedule

7.8 Like the short-term remaining maturity presen-
tation table, as mentioned in the previous chapter, a
debt-service payment schedule supports the assess-
ment of liquidity risk.



Table 7.2 (concluded)

End-Period

Other Sectors

Short-term debt on an original
maturity basis

Money market instruments

Loans

Currency and deposits?

Trade credits

Other debt liabilities!
Arrears
Other

Total

Long-term debt obligations due for
payment within one year or less

Bonds and notes

Loans

Currency and deposits?

Trade credits

Other debt liabilities!

Total

Total

Direct Investment: Intercompany Lending3

Short-term debt on an original
maturity basis

Debt liabilities to affiliated enterprises
Arrears
Other

Debt liabilities to direct investors
Arrears
Other

Long-term debt obligations due for
payment within one year or less

Debt liabilities to affiliated enterprises

Debt liabilities to direct investors

Total Short-Term External Debt
(remaining maturity basis)

!Other debt liabilities are other liabilities in the IIP statement.

2It is recommended that all currency and deposits be included in
the short-term category unless detailed information is available to
make the short-term/long-term attribution.

3If data on intercompany lending on a short-term remaining
maturity basis are available.

7.9 Table 7.3 gives a presentation of a debt-service
payment schedule. The data to be presented in this
table are projected future payments of interest and
principal on gross external debt outstanding on the
reference date.?2 The data should not cover projected

2Debt-service payments can also be projected on the basis not
only of outstanding debt on the reference date but additionally on
debt not yet, but expected to be, outstanding—for example, loans
that have been agreed but not disbursed and short-term debt that
might be assumed to be renewed. This Guide does not provide
guidance for projecting payments on expected disbursements
because its focus is on outstanding, and not projected, debt.
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Box 7.1. High-Frequency Debt-Monitoring Systems

To enable authorities to monitor developments in short-term capital
flows as a source of external vulnerability, a number of countries, with
the help of IMF staff, have developed monitoring systems that generate
timely high-frequency data on the liabilities of domestic banks to foreign
banks. This box briefly sets out the rationale for such systems, their
coverage, the institutional considerations, and the use of these data.

Rationale and Design Objective

High-frequency debt-monitoring systems are intended to monitor
developments in short-term financial flows, which are a major source
of external vulnerability and an important factor in crisis prevention
and/or resolution. Such systems are designed to obtain high-quality
data within very short time intervals (typically,a day).

Coverage

Given these objectives, high-frequency debt-monitoring systems are
typically limited to cover consolidated interbank transactions of
domestic banks, including their offshore branches and subsidiaries, vis-
a-vis foreign banks. The core set of instruments that are typically cov-
ered include short-term interbank credits, trade credit lines, payments
falling due on medium- and long-term loans, and receipts and payments
related to financial derivatives. Reporting institutions usually provide
data on amounts due and paid in the reporting period, new lines
extended, interest spreads over LIBOR, and maturities. As regards
country classification, individual banks are attributed to the country in
which their headquarters is located.

Institutional Considerations

Monitoring systems have been tailored to the specific circumstances of
individual countries. However, there are certain minimum require-
ments—in general, a capacity to collect, process, and communicate
high-quality data with short lags. Key factors in the success of such sys-
tems include close coordination between the authorities and banks,
which may be facilitated by preexisting reporting requirements,and the
proportion of external financial flows being channeled through the
domestic banking system (and, if relevant, other reporting institutions).
Although a capacity must be developed to respond promptly to ques-
tions, and to identify and approach banks about emerging problems,
the authorities need to be sensitive to concerns that private sector
participants might misinterpret requests for information.

Use and Interpretation of Data

The information provided permits the tracking of rollover rates,
changes in exposure and the terms of external obligations, which help
to assess changes in international capital market conditions and credi-
tors’ assessments of the borrowing country. (It may also reveal dif-
fering assessments of different institutions within the country.)
Interpretation of the data involves considerable judgment, requiring
analysis of supply- and demand-side factors in order to shed more light
on the agents’ motivations behind the monitored transactions and thus
the soundness of a country’s external position. Supply-side considera-
tions include factors such as shifts in creditor bank strategies, banking
sector or country risk, and institutional/regulatory changes in the
source country. Demand for interbank lines may be affected, for exam-
ple, by fluctuations of imports or an increase/decrease in the reliance
on local financing sources, such as foreign currency time deposits.
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Table 7.3. Debt-Service Payment Schedule: By Sector

For Outstanding External Debt as at End-Period

Over one year

One year or less to two years Over
(months) (months) two
Immediate! 0-3 4-6 7-9 10-12 13-18 1924  years

General Government
Debt securities
Principal
Interest

Loans
Principal
Interest

Trade credits
Principal
Interest

Other debt liabilities?
Principal
Interest

Monetary Authorities
Debt securities
Principal
Interest

Loans
Principal
Interest

Currency and deposits
Principal

Interest

Other debt liabilities?
Principal

Interest

Banks
Debt securities
Principal
Interest
Loans
Principal
Interest

Currency and deposits
Principal
Interest

Other debt liabilities?
Principal
Interest

Other Sectors
Debt securities
Principal
Interest

Loans
Principal
Interest

Currency and deposits
Principal

Interest

Trade credits

Principal

Interest
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Table 7.3 (continued)

For Outstanding External Debt as at End-Period

Over one year
One year or less to two years

Over
(months) (months) two
Immediate! 0-3 4-6 7-9 10-12 13-18 19-24  years
Other Sectors (concluded)
Other debt liabilities
Principal
Interest

Nonbank financial corporations
Debt securities
Principal
Interest

Loans
Principal
Interest

Currency and deposits
Principal
Interest

Other debt liabilities?
Principal
Interest

Nonfinancial corporations
Debt securities
Principal
Interest

Loans
Principal
Interest

Trade credits
Principal
Interest

Other debt liabilities?
Principal
Interest

Households and nonprofit institutions
serving households (NPISH)
Debt securities
Principal
Interest

Loans
Principal
Interest

Trade credits
Principal
Interest

Other debt liabilities?

Principal
Interest

Direct Investment: Intercompany Lending

Debt liabilities to affiliated enterprises
Principal
Interest

Debt liabilities to direct investors
Principal
Interest
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Table 7.3 (concluded)

For Outstanding External Debt as at End-Period

Over one year
One year or less to two years Over
(months) (months) two

Immediate!

0-3 4-6 7-9 10-12 13-18 1924 vyears

Gross External Debt Payments
Of which: Principal
Interest

Memorandum item
Securities with Embedded Options3

General Government
Principal
Interest

Monetary Authorities
Principal
Interest

Banks
Principal
Interest

Other Sectors
Principal
Interest

lImmediately available on demand or immediately due.
20ther debt liabilities are other liabilities in the IIP statement.

3Include only those securities that contain an embedded option with a date on which or after which the debt can be sold back to the debtor.

future payments on external debt not yet outstand-
ing. Direct investment: intercompany lending is sep-
arately identified, although it is recognized that
sometimes the payments schedule on debt liabilities
between related enterprises might not always be
known with precision.

7.10 In the table, the columns are time periods of
one year and less, over one year to two years, and
over two years. The time frame in the table could be
extended. Annual payment data for each year from
two years up to five years ahead would help to iden-
tify potential significant payment amounts well in
advance. Some countries provide annual data for
each year out to 10 or 15 years.

7.11 Subperiods are presented within the time peri-
ods of one year or less, and over one year to two
years: in the one year or less period, quarterly sub-
periods are presented together with an “immediate”
category (see below); in the over one year to two
years time period, semiannual (semester) subperiods
are presented. The column “0-3” months covers

payments of up to three months (excluding those
payments falling under “immediate”); the column
“4—6 months covers payments due in more than
three months up to six months; the column “7-9”
months covers payments due in more than six months
up to nine months; the column “10—-12” months cov-
ers payments due in more than nine months up to
12 months; the column “13-18” months covers
payments due in more than 12 months up to
18 months; the column “19-24 months covers pay-
ments due in more than 18 months up to 24 months.

7.12 The time period of one year or less includes a
subperiod of “immediate” that covers all debt that is
payable on demand—for example, certain types of
bank deposits, as well as debt that is past due
(arrears, including interest on arrears). Debt that is
technically due immediately is different in nature
from debt due in one year or less because the actual
timing of payment on debt due immediately is
uncertain. Without an “immediate” time period spec-
ified, there is a possibility that an analytically mis-
leading impression could be given by the data for



short-term debt—some of this debt might not be
repaid for some time.

7.13 When securities contain an embedded option
with a date on which or after which the debt can be
put (sold) back to the debtor by the creditor, as
explained in the previous chapter the preference of
the Guide is that projected payments in Tables 7.3
and 7.4 be estimated without reference to these
embedded put options, but that memorandum items
on projected payments be provided assuming early
repayment at the option date.

7.14 If national practice is to estimate projected
payments on bonds with embedded put options only
until the option date, additional memorandum infor-
mation could be provided on the projected payments
on the bond up until the original maturity date.

7.15 Other embedded options might not include a
set date, but their exercise may be dependent on
certain conditions occurring, such as a credit rating
downgrade, or in the instance of a convertible bond,
the price of equity reaching a certain level. While
no memorandum item is provided for these instru-
ments, where significant, additional data could be
compiled on the value and type of this external
debt. In particular, and if significant, credit-linked
note instruments should be separately identified in a
memorandum item. In some economies, there may
be interest in historical debt-service data—that is,
past payments of principal and interest on long-term
borrowings including prepayments of debt.

7.16 For public debt managers, the monitoring of
the debt-service payment schedule for public and
publicly guaranteed debt is essential for debt man-
agement strategy and to ensure that payments are
made on a timely basis. Table 7.4 provides a debt-
service payment schedule that presents debt-service
payments on a public sector basis but is otherwise
identical to Table 7.3.

Foreign Currency and Domestic
Currency External Debt

7.17 Experience suggests that information on the
currency composition of the gross external debt posi-
tion is necessary for monitoring an economy’s poten-
tial vulnerability to solvency and liquidity risk. For
instance, a depreciation of the exchange rate can
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increase the burden of foreign currency debt liabili-
ties in domestic currency terms for the resident
debtor (although there may be beneficial effects such
as an improvement in the competitiveness of an econ-
omy’s exports of goods and services), while pay-
ments on foreign currency debt can cause downward
pressure on the domestic exchange rate and/or out-
flows of foreign currency from the economy. Some
of the impact can be offset through the use of finan-
cial derivatives, and natural hedges such as foreign
currency assets and income, but, unlike the domestic
currency, the domestic monetary authority cannot
create additional foreign currency.

7.18 Three tables are provided to help users under-
stand the risks to the economy of foreign currency
external debt. Table 7.5 is a simple foreign currency/
domestic currency split of the gross external debt
position; Table 7.6 provides more information on the
foreign currency external debt position; and Table 7.7
provides information on foreign currency payments.

Domestic Currency/Foreign Currency Split
of the Gross External Debt Position

7.19 Table 7.5 provides information on the foreign
currency and domestic currency split of the gross
external debt position for the total economy. The def-
inition of foreign currency debt in this table includes
both foreign currency3 and foreign-currency-linked
debt. Foreign-currency-linked debt is included with
foreign currency debt because a depreciation of the
exchange rate can increase the burden of foreign-
currency-linked debt liabilities in domestic currency
terms for the resident debtor.

7.20 A special case arises where an economy
uses as its legal tender a currency issued by a mone-
tary authority of another economy—such as U.S.
dollars—or of a common currency area to which the
economy does not belong. While this currency is to
be classified as a foreign currency, it has some of the
attributes of a domestic currency because domestic
transactions are settled in this currency. With this in
mind, information could be separately provided on
external debt payable in and/or linked to a foreign
currency used as legal tender in the domestic econ-
omy, and other foreign currency external debt.

3Including external debt payable in a foreign currency but with
the amounts to be paid linked to a domestic currency.
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Table 7.4. Debt-Service Payment Schedule: Public and Publicly Guaranteed Debt and

Nonguaranteed Private Sector Debt

For Outstanding External Debt as at End-Period

Over one year

One year or less
(months)

to two years
(months)

Immediate!

0-3 4-6 7-9 10-12 13-18

19-24

Over
two
years

Public and Publicly Guaranteed Debt

Debt securities

Principal

Interest

Loans

Principal

Interest

Currency and deposits

Principal

Interest

Trade credits

Principal

Interest

Other debt liabilities?

Principal

Interest

Direct investment: Intercompany lending
Debt liabilities to affiliated enterprises
Principal
Interest
Debt liabilities to direct investors
Principal
Interest

Nonguaranteed Private Sector Debt

Debt securities

Principal

Interest

Loans

Principal

Interest

Currency and deposits

Principal

Interest

Trade credit

Principal

Interest

Other debt liabilities?

Principal

Interest

Direct investment: Intercompany lending
Debt liabilities to affiliated enterprises
Principal
Interest
Debt liabilities to direct investors
Principal
Interest

Gross External Debt Payments
Of which: Principal
Interest

Memorandum item
Securities with Embedded Options3

Public and Publicly Guaranteed Debt
Principal
Interest
Nonguaranteed Private Sector Debt
Principal
Interest

lImmediately available on demand or immediately due.
2Q0ther debt liabilities are other liabilities in the IIP statement.

3Include only those securities that contain an embedded option with a date on which or after which the debt can be sold back to the debtor.



Table 7.5. Gross External Debt Position:
Foreign Currency and Domestic
Currency Debt

End-Period

Foreign currency
Short-term
Long-term

Total
Domestic currency

Short-term
Long-term

Total
Gross External Debt

7.21 While Table 7.5 is based on the original matu-
rity concept, data could also be compiled on a
remaining-maturity basis. Also, further disaggrega-
tion of the table into institutional sectors and instru-
ments is possible. If significant, the foreign currency
data could be disaggregated into external debt that is
payable in foreign currency and external debt that is
payable in domestic currency but with the amounts
to be paid linked to a foreign currency (foreign-
currency-linked debt).

Gross Foreign Currency External Debt

7.22 For those economies with significant gross for-
eign currency external debt, Table 7.6 presents more
detailed information on the position. This table pro-
vides an attribution of foreign currency and foreign-
currency-linked external debt by major foreign
currency—U.S. dollars, euros, and Japanese yen.
Further individual currencies could be added. Dis-
semination of this detailed information is encour-
aged because it provides further information on the
exposure to exchange rate movements to that set out
in Table 7.5.

7.23 The table could be extended to also include
foreign currency and foreign-currency-linked debt
owed by each resident sector to each other resident
institutional sector. While such debt is beyond
the definition of external debt, it can result in
cross-institutional sector transfers of income when
there are movements in the domestic exchange
rate vis-a-vis foreign currencies, thus affecting eco-
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nomic activity and financial stability. However, if
such data are added to the data on nonresident
claims, it should be remembered that if, for example,
a resident bank funds a foreign currency loan to
a resident corporation by borrowing from a non-
resident, the foreign currency liabilities would
appear in both the resident/resident and resident/
nonresident data.

7.24 In the special case where an economy uses as
its legal tender a foreign currency, borrowing in this
currency from nonresidents could be separately
identified in the table.

7.25 A memorandum item is provided in Table 7.6
for the notional value—the amount underlying a
financial derivatives contract that is necessary for
calculating payments or receipts on the contract—of
foreign currency and foreign-currency-linked finan-
cial derivatives contracts with nonresidents both to
receive and pay foreign currency, and by type of cur-
rency.* A financial derivatives contract to purchase
foreign currency with domestic currency is classified
as a financial derivative to receive foreign currency.
If instead the contract is to purchase domestic cur-
rency with foreign currency at a future date, this is a
financial derivative to pay foreign currency. Simi-
larly, an option to buy foreign currency (sell domes-
tic currency) is classified as a financial derivative to
receive foreign currency, and vice versa. The deci-
sive factor in determining whether the financial
derivative is to be classified as receiving or paying
foreign currency is the exposure to currency move-
ments, so if payment of a financial derivatives con-
tract is linked to a foreign currency even though
payment is required in domestic currency, the finan-
cial derivative is to be classified as a contract to pay
foreign currency, and vice versa.

7.26 Through the use of financial derivatives, the
economy could become more, or less, exposed to
exchange rate risk than is evidenced in the gross for-
eign currency external debt data; in this context, the
notional value data—by providing a broad indication
of the potential transfer of price risk underlying the
financial derivatives contract—are analytically
useful.

4For those economies that use a foreign currency—such as the
U.S. dollar—as legal tender, information on the notional value of
foreign currency derivatives to receive and pay this foreign cur-
rency—such as U.S. dollars—could be presented.
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Table 7.6. Gross External Foreign Currency and Foreign-Currency-Linked Debt Position

End-Period
Total U.S. dollar Euro Yen Other
General Government
Short-term
Long-term

Monetary Authorities
Short-term!
Long-term

Banks
Short-term!
Long-term

Other Sectors
Short-term
Long-term

Nonbank financial corporations
Short-term
Long-term

Nonfinancial corporations
Short-term
Long-term

Households and nonprofit institutions serving
households (NPISH)

Short-term

Long-term

Direct Investment: Intercompany Lending
Debt liabilities to affiliated enterprises
Debt liabilities to direct investors

Gross External Foreign Currency and
Foreign-Currency-Linked Debt

Memorandum item
Financial Derivatives: Notional Value of Foreign Currency
and Foreign-Currency-Linked Contracts with Nonresidents?

To Receive Foreign Currency
General Government
Forwards
Options
Monetary Authorities
Forwards
Options
Banks
Forwards
Options
Other Sectors
Forwards
Options
Nonbank financial corporations
Forwards
Options
Nonfinancial corporations
Forwards
Options
Households and NPISH
Forwards
Options

Total



Table 7.6 (concluded)
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End-Period
Total U.S. dollar Euro Yen

Other

To Pay Foreign Currency
General Government
Forwards
Options
Monetary Authorities
Forwards
Options
Banks
Forwards
Options
Other Sectors
Forwards
Options
Nonbank financial corporations
Forwards
Options
Nonfinancial corporations
Forwards
Options
Households and NPISH
Forwards
Options

Total

IIt is recommended that all currency and deposits be included in the short-term category unless detailed information is available to make the short-

term/long-term attribution.

2Excludes financial derivatives that are included in reserve assets data; that is, financial derivatives that pertain to the management of reserve assets, are
integral to the valuation of such assets, are settled in foreign currency, and are under the effective control of the monetary authorities.

7.27 The notional amount is comparable with the
values for debt instruments; for instance, if a foreign
currency debt instrument is issued and the proceeds
sold for domestic currency with an agreement to
repurchase the foreign currency with domestic cur-
rency at a future date—known as a currency or forex
swap—the notional amount of the financial deriva-
tive is equal to the amount swapped. So, these
amounts provide an indication of the scale of activity
by institutional sectors in foreign currency financial
derivatives; the extent to which institutional sectors
might be covering the foreign currency risk of their
borrowing; and/or the extent to which institutional
sectors may be exposed to foreign currency risk
through financial derivatives contracts.

7.28 A breakdown of positions by institutional sec-
tor into forwards (including swaps) and options is
provided because of their different characteristics.
Notably, forwards are likely to involve the delivery
or receipt of the notional amount of foreign currency
underlying the contract, whereas the settlement of an

option is likely to involve only a net settlement of
the market value.>

7.29 If a single financial derivatives contract both
pays and receives foreign currency, the notional
amount should be included under both pay and
receive foreign currency. Not only does this ensure
completeness of reporting, it also allows for the pos-
sibility of attributing financial derivatives contracts by
type of currency. If a financial derivatives contract
requires the payment or receipt of foreign currency in
return for something other than a currency (for exam-
ple, a commodity), the notional amount should be
included under either the receipt or payment of the
foreign currency, as appropriate. If these contracts are
significant, they could be separately identified.

5According to data published semiannually by the Bank for

International Settlements (BIS), market values of foreign cur-
rency options are typically around 3-5 percent of the notional
amount.
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Projected Payments in Foreign Currencies
Vis-a-Vis Nonresidents

7.30 Table 7.7 sets out a foreign currency payment
schedule, and a memorandum item of selected for-
eign currency and foreign-currency-linked external
assets. It provides an idea of the future potential
drains of foreign currency resources from the econ-
omy to nonresidents, along with the external foreign
currency assets that may be available to meet such
drains in the short-term. While there is always diffi-
culty in ascertaining the extent to which it might be
possible to use assets to meet outstanding debt oblig-
ations as they come due, the memorandum item pro-
vides a broad approximation of the concept of
foreign currency liquidity by listing selected asset
types that would most likely be available in the short
term. Only obligations to and claims on nonresidents
are to be included in this table.

7.31 The bank, nonbank financial, and nonfinancial
corporate sectors are presented in the table, but not
the general government and monetary authority sec-
tors because a framework for the dissemination of
similar, but not identical, data for the monetary
authorities and the central government is provided
by the Data Template on International Reserves and
Foreign Currency Liquidity.® However, the table
could be extended to cover these sectors.

7.32 The rows in the table present types of foreign
currency payments (and receipts); the time period
columns are defined identically to those in the debt-
service schedule (Table 7.3).7 Because the focus is
on foreign currency drains, all payments in domestic
currency, even if linked to a foreign currency, are
excluded. Foreign currency external debt payments
are those payments that are included in the debt ser-
vice payment schedule and are required in foreign

6This is a template on international reserves and foreign cur-
rency liquidity that was introduced as a prescribed component of
the SDDS in March 1999 by the IMF’s Executive Board. The tem-
plate provides a considerably greater degree of transparency on
international reserves and foreign currency borrowing by the
authorities than hitherto. Details are provided in the International
Reserves and Foreign Currency Liquidity: Guidelines for a Data
Template (Kester, 2001).

"This table could be extended to also include foreign currency
payments and receipts to each other resident institutional sector.
However, as mentioned in paragraph 7.23, combining resident/
nonresident and resident/resident foreign currency data could
result in double counting (for example, payments on a foreign cur-
rency loan by a resident corporation that was funded by a domes-
tic bank from abroad).

currency. The requirements to deliver and receive
foreign currency from nonresidents under forward
contracts include only contractual agreements to
deliver and receive the nominal (notional) amounts
of foreign currency underlying forward contracts,
such as forward foreign exchange contracts, and
cross-currency swaps, on contracts current and out-
standing at the reference date.

7.33 This item is not intended to include projected
net settlements of financial derivatives contracts
involving foreign currency, because such amounts are
not required under the contract and are not known
until the time of settlement.® Consequently, contracts
such as options and nondeliverable forwards that
require only net settlement are not covered by this
table. However, such contracts contribute relatively
little to the value of foreign currency delivered under
financial derivatives because the settlement amounts
are much smaller than the notional amount and
because these types of contracts have a relatively
small share of the market. Table 7.6 distinguishes
between forwards and options and so can be used to
indicate their relative shares of total foreign currency
financial derivatives.

7.34 The memorandum item in Table 7.7 covers
positions in (and not payments of) foreign currency
and foreign-currency-linked debt instruments that
represent claims on nonresidents—a subcategory of
the debt assets presented in the net external debt table
(see Table 7.11)—plus foreign currency and foreign-
currency-linked equity securities. The instruments in
the table are selected on the assumption that they rep-
resent assets that might be available to meet a sudden
drain of foreign exchange; that is, as mentioned
above, they provide an approximation of the concept
of foreign currency liquid assets. All short-term
instruments (defined on an original maturity basis)
are included along with those long-term instruments
(original maturity basis) that are traded or tradable
(bonds and notes, and equity). Foreign-currency-

8As set out in Chapter 6, paragraph 6.27, future requirements to

pay/receive foreign currency under forward derivatives contracts
are to be converted into the unit of account at the market (spot)
rate on the reference date; that is, consistent with the foreign-
currency-conversion approach adopted throughout the Guide.
Consequently, any gains or losses in the unit of account on these
financial derivatives contracts are not reflected in this table, but
would be reflected in the market value data to be reported in the
financial derivatives memorandum table presented in Chapter 4
(Table 4.3) and in the net external debt position table set out later
in this chapter (see Table 7.11).
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Table 7.7. Projected Payment Schedule in Foreign Currency Vis-a-Vis Nonresidents: Selected

Institutional Sectors

For External Debt and Derivatives Contracts Outstanding
as at End-Period

Over one year
to two years
(months)

One year or less
(months)

Over
two

Immediate! 0-3 4-6 7-9 10-12 I3-18 1924  years

Banks
Foreign currency external debt payments

Requirements under forward financial derivatives contracts
To deliver foreign currency
To receive foreign currency

Nonbank financial corporations
Foreign currency external debt payments

Requirements under forward financial derivatives contracts
To deliver foreign currency
To receive foreign currency

Nonfinancial corporations
Foreign currency external debt payments

Requirements under forward financial derivatives contracts
To deliver foreign currency
To receive foreign currency

Memorandum item
Selected Foreign Currency and Foreign-Currency-
Linked External Assets

Banks

Short-term
Money market instruments
Currency and deposits
Loans
Other debt liabilities?

Long-term
Equities
Bonds and notes
Nonbank financial corporations
Short-term
Money market instruments
Currency and deposits
Loans
Other debt liabilities?

Long-term

Equities

Bonds and notes
Nonfinancial corporations
Short-term

Money market instruments

Currency and deposits

Loans

Trade credits

Other debt liabilities?

Long-term
Equities
Bonds and notes

lImmediately available on demand or immediately due.
20ther debt liabilities are other liabilities in the IIP statement.
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Table 7.8. Gross External Debt Position: Interest Rate Composition

End-Period
Fixed-rate-linked Variable-rate-linked
Percent Percent
Amount of total Amount of total Total

General Government
Short-term
Long-term

Monetary Authorities
Short-term!
Long-term

Banks
Short-term!
Long-term

Other Sectors
Short-term
Long-term

Nonbank financial corporations
Short-term
Long-term

Nonfinancial corporations
Short-term
Long-term

Households and nonprofit institutions serving households (NPISH)
Short-term
Long-term

Direct Investment: Intercompany Lending
Debt liabilities to affiliated enterprises
Debt liabilities to direct investors

Gross External Debt
(percentage of total external debt)

Memorandum item (to include if significant)

Notional Value of Financial Derivatives: Single-Currency
Interest Rate-Related Contracts?

To receive fixed-rate-linked payment
General government
Monetary authorities
Banks
Other sectors
Nonbank financial corporations
Nonfinancial corporations
Households and NPISH
From affiliated enterprises and direct investors

Total

To receive variable-rate-linked payment
General government
Monetary authorities
Banks
Other sectors
Nonbank financial corporations
Nonfinancial corporations
Households and NPISH
From affiliated enterprises and direct investors

Total

IIt is recommended that all currency and deposits be included in the short-term category unless detailed information is available to make the short-
term/long-term attribution.
2Excludes financial derivatives that pertain to reserve asset management and are included in reserve assets data.



linked assets are included to ensure consistency with
the foreign currency and foreign-currency-linked
external debt position data presented in Table 7.6.
Indeed, foreign currency liabilities might be hedged
by foreign-currency-linked assets, and vice versa. If
foreign-currency-linked assets become significant,
they could be separately identified.

Interest Rates and External Debt

Interest Rate Composition of External Debt

7.35 As with the currency composition, experience
suggests that information on the interest rate compo-
sition of the gross external debt position can be nec-
essary for monitoring an economy’s potential
vulnerability to solvency and liquidity risk. For
instance, economies with high amounts of variable-
rate debt are vulnerable to a sharp increase in inter-
est rates. Hence, Table 7.8 provides a presentation of
the amounts of the gross external debt position, both
in relative and absolute terms, on which interest is
fixed-rate and variable-rate. Along with the value,
for each cell the percentage contribution to external
debt is presented. In this table, the purchase of a sep-
arate financial derivatives contract, which might
alter the effective nature of the interest cash pay-
ments, does not affect the classification of the under-
lying instrument (see also below).

7.36 A memorandum item is provided on the
notional (or nominal) value of single-currency finan-
cial derivatives contracts with nonresidents for
instances where the amounts involved are signifi-
cant. These are broken down into contracts to
receive fixed-rate-related cash payments and receive
variable-rate-related cash payments. For instance, if
all sectors reported that their external debt was all
fixed-rate-linked but they had entered into derivatives
contracts with nonresidents to swap all their interest
payments into variable-rate-related payments, then
the memorandum item would show that despite the
apparent exposure of the economy to fixed-rate
interest rates, it is actually exposed to variable rates.

7.37 In financial derivatives markets, interest rate
contracts are typically referenced to a variable-rate
index. To receive variable-rate-linked is to pay fixed-
rate-linked, and vice versa. A financial derivative that
receives variable-rate-linked is one that would have
an increasing positive value, or a decreasing negative
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Table 7.9. Gross External Debt Position:
Average Interest Rates

End-Period

General Government
Monetary Authorities
Banks

Other Sectors
Nonbank financial corporations
Nonfinancial corporations
Households and nonprofit institutions
serving households (NPISH)
Direct Investment: Intercompany Lending
(from affiliated enterprises and direct investors)

Total Economy

value, as the variable rate specified in the contract
increases; similarly a financial derivative that
receives fixed-rate-linked has an increasing positive
value, or a decreasing negative value, as the variable
rate specified in the contract decreases.

Average Interest Rates

7.38 There is analytical interest in average interest
rates on external debt. While financial derivatives
contracts might arguably render these data less rele-
vant than otherwise, these data provide information
on the borrowing costs of the economy and can be
used to help estimate debt-service interest rate pay-
ments, or be used to cross-check those data. Also,
concessionality of borrowing can be imputed. Infor-
mation on average interest rates on direct investment
borrowing is of value because, often for tax reasons,
average interest rates on this debt can vary widely.
Information on average interest rates on short- and
long-term original maturity instruments, by institu-
tional sector, could additionally be provided.

7.39 In addition to weighted-average interest rates on
outstanding external debt, Table 7.9 could be used to
present data on the weighted-average level of interest
rates agreed on new borrowing during the period.

External Debt by Creditor Sector

7.40 Table 7.10 provides for the presentation of

creditor sector data for five nonresident creditor sec-
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Table 7.10. Gross External Debt Position: Creditor Sector Information

End-Period

Creditor Sectors

Multilateral
Organizations'! Government!2 Authorities!  Banks

Debtor Sectors

General Monetary Other

Sectors  Total

General Government
Short-term
Long-term

Monetary Authorities
Short-term3
Long-term

Banks
Short-term3
Long-term

Other Sectors

Short-term

Long-term
Nonbank financial corporations
Short-term3
Long-term
Nonfinancial corporations
Short-term
Long-term
Households and nonprofit institutions

serving households (NPISH)

Short-term
Long-term

Gross External Debt Excluding Direct Investment
Of which: Short-term
Long-term
Direct Investment: Intercompany Lending
(Total column only)

Debt liabilities to affiliated enterprises
Debt liabilities to direct investors

Gross External Debt

IFor the multilateral organizations, general government, and monetary authorities creditor sectors, short-term lending, on an original maturity basis, may
be insignificant—under which circumstances a short-/long-term split may not be necessary.

2Excluding multilateral organizations.

3lt is recommended that all currency and deposits be included in the short-term category unless detailed information is available to make the short-

term/long-term attribution.

tors: multilateral organizations, general government
(excluding multilateral organizations),® monetary
authorities, !0 banks, and “other sectors.” Tradition-
ally, this information has been most readily available
for nontraded instruments and has been essential
when undertaking debt-reorganization discussions.
More broadly, information on creditor sectors has

9In BPM5, multilateral organizations form part of the foreign
general government sector.

10This category excludes multilateral monetary institutions such
as the IMF, which are included under multilateral organizations,
but includes regional central banks.

been compiled because different types of creditors
may respond to changing circumstances differently,
and this can have implications for the economic situ-
ation of an economy.

7.41 Most economies may face practical difficul-
ties in identifying owners of traded debt securities.
Economies might attribute the value of all traded
debt securities to “other sectors” as the creditor sec-
tor. If so, this assumption should be clearly identi-
fied in any presentation of data because it may be
only very broadly reliable: for instance, monetary
authorities hold significant quantities of cross-



border securities as part of their foreign exchange
reserves. An alternative approach would be to have
a separate column for traded debt securities and
exclude holdings of such securities from all the
“sector” columns.

7.42 Table 7.10 can be rearranged and extended as
appropriate. One possibility is to divide the creditor
sector information between official and other credi-
tors. The official creditors could be further subdi-
vided by multilateral and official bilateral creditors,
and the latter could distinguish between Paris Club
member creditors and non—Paris Club creditors.
Also, official bilateral debt could be separated
between concessional and nonconcessional debt.

7.43 Because direct investment liabilities do not fall
naturally into this presentation, totals are drawn
before and after direct investment: intercompany
lending. Also, the “other sectors’ as creditor sectors
are not subdivided into nonbank financial, nonfinan-
cial corporations, and households and NPISH, since
this would create an additional degree of difficulty in
obtaining this creditor information. On the other
hand, as private sector capital flows increase, and
these creditor sectors become more significant, there
could be analytical interest in identifying their
claims separately.

Net External Debt Position

7.44 As an economy increasingly integrates with
the rest of the world, so analysis of the external lia-
bility position, and gross external debt position in
particular, needs to take into account positions in
external assets. Indeed, for risk-management pur-
poses, entities may well manage external liabilities
and assets in an integrated manner. On the other
hand, there is difficulty in ascertaining the extent to
which assets might be usable to meet outstanding
debt liabilities. Table 7.11 provides a presentation of
net external debt position data, placing gross exter-
nal debt in the context of claims on nonresidents in
the form of debt instruments.

7.45 The rows in the table are structured as in the
gross external debt position table (Table 4.1), and the
columns present gross external debt, gross external
assets in debt instruments, and net debt position. A
total of net external debt position plus the net finan-
cial derivatives position (this position is valued at
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Table 7.11. Net External Debt Position: By Sector

End-Period
Gross External
External Assets Net
Debt in Debt External
Position  Instruments Debt

M

@

®=0-@

General Government
Short-term
Money market instruments
Loans
Currency and deposits!
Trade credits
Other debt instruments?
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Trade credits

Other debt instruments?

Monetary Authorities
Short-term
Money market instruments
Loans
Currency and deposits!
Other debt instruments?
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Other debt instruments?

Banks
Short-term
Money market instruments
Loans
Currency and deposits!
Other debt instruments?
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Other debt instruments?

Other Sectors

Short-term

Money market instruments

Loans

Currency and deposits!

Trade credits

Other debt instruments?
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Trade credits

Other debt instruments?
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Table 7.11 (continued)

End-Period
Gross External
External Assets Net
Debt in Debt External
Position Instruments Debt

M

)

()=()-0@

Other Sectors (continued)

Nonbank financial corporations

Short-term

Money market instruments

Loans
Currency and deposits!
Other debt instruments?
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Other debt instruments?

Nonfinancial corporations
Short-term

Money market instruments

Loans
Currency and deposits!
Trade credits
Other debt instruments?
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Trade credits

Other debt instruments?

Households and nonprofit

institutions serving

households (NPISH)

Short-term

Money market instruments

Loans
Currency and deposits!
Trade credits

Other debt instruments?

Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits!
Trade credits

Other debt instruments?

Direct Investment:
Intercompany Lending
Debt liabilities to affiliated
enterprises
Arrears
Other

Debt liabilities to direct investors

Arrears
Other

Net External Debt (3)

market value and should include the position in
financial derivatives held as reserve assets) is drawn
at the bottom of the table. Because of their different
characteristics, information distinguishing forwards
(including futures and swaps) and options within
financial derivatives is encouraged.

7.46 The data on external assets in the form of debt
instruments to be included in this table are the same
as presented in the IIP, with short- and long-term
defined on an original maturity basis. The net exter-
nal debt position is equal to gross external debt less
gross external assets in debt instruments.

7.47 Provided that traded debt instruments are val-
ued at market value, net external debt in this table
equals the net IIP position excluding all equity
assets and liabilities, all financial derivatives assets
and liabilities, and holdings of SDRs and monetary
gold. This approach facilitates comparability with
other statistics. An alternative approach, which is
undertaken within the banking industry, is to pre-
sent traded debt instrument liabilities at nominal
value and traded debt instrument assets at market
value.

Reconciliation of External Debt
Positions and Flows

7.48 Between any two end-periods, the change in the
gross external debt position can be disaggregated into
component flows. These are financial transactions,
valuation changes, and other adjustments. Such a dis-
aggregation helps the compiler to reconcile and verify
data, and it provides useful analytical information to
the user of data (for example, the extent to which
changes in the gross external debt position since the
previous period are due to transactions, valuation
changes, and/or revisions to the previous period
data).

7.49 The reconciliation of gross external debt posi-
tions at two different reference dates is set out in Table
7.12. In this table, the first column is the gross external
debt position at the beginning of the period, followed
by the transactions during the period. Because the
conceptual approach taken in the Guide is consistent
with BPMS5, the balance of payments transaction data
can be used in the transactions column (although the
subsector analysis of “other sectors” is not explicitly
identified in BPM5). The next two columns are price



changes!! and exchange rate changes. These changes
assume greater importance with increased volatility of
prices in security and exchange rate markets. A nomi-
nal-valuation presentation of traded debt instruments
would exclude any changes in value arising from mar-
ket prices. Before the position at the end of the period,
a fifth item of “other adjustments” is included. These
adjustments include reclassifications of external debt
such as when entities switch from one institutional
sector to another, and when the nature of a debt instru-
ment changes—an example being of an instrument
moving from a specific type (say, a loan) to direct
investment: intercompany lending, when the relation-
ship between the creditor and debtor becomes that of
direct investment.

Traded Debt Instruments

Reconciliation of Nominal and Market Value

7.50 The Guide recommends that traded debt instru-
ments be valued in the gross external debt position at
nominal and market value. The sole difference
between these two valuation measures is that market
value takes account of market price changes, whereas
nominal value does not. Market prices change over
time for a number of reasons, including changes in
market interest rates, changes in investor perception of
the creditworthiness of the debtor, and changes in mar-
ket structure (such as might affect market liquidity).

7.51 The divergence in the market and nominal
value of traded debt instruments at one moment in
time, and over time, is of analytical value. For this
reason, Table 7.13 provides a framework for recon-
ciling nominal and market valuation of traded debt
instruments included in the gross external debt posi-
tion. The instruments in the table include money
market instruments, bonds and notes, and, if applica-
ble, arrears. It is intended that data be presented in
absolute amounts in the same unit of account used to
present the gross external debt position.

Location of Debt Securities Issuance

7.52 Information on the location of issuance of debt
securities issued by residents and owned by nonresi-

n addition to market price changes, this column covers other
non-exchange-rate valuation changes—for example, changes in
the value of pension fund liabilities to nonresident participants
and policyholders arising from revaluations.

7 * Further Presentation Tables of External Debt

Table 7.11 (concluded)

Position in
Financial Derivatives

Financial Derivatives at End of Period

Liabilities
General government
Forwards
Options
Monetary authorities
Forwards
Options
Banks
Forwards
Options
Other sectors
Forwards
Options
Nonbank financial corporations
Forwards
Options
Nonfinancial corporations
Forwards
Options
Households and NPISH
Forwards
Options

Total (4)

Assets
General government
Forwards
Options
Monetary authorities
Forwards
Options
Banks
Forwards
Options
Other sectors
Forwards
Options
Nonbank financial corporations
Forwards
Options
Nonfinancial corporations
Forwards
Options
Households and NPISH
Forwards
Options

Total (5)

Net External Debt Position plus
Financial Derivatives (6)

©=3)*+*#-0)

It is recommended that all currency and deposits be included in the short-
term category unless detailed information is available to make the short-
term/long-term attribution.

20ther debt instruments are other assets and other liabilities in the IIP statement.
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Table 7.12. Gross External Debt Position: Reconciliation of Positions and Flows

Position at Changes in Position Reflecting

Beginning Price Exchange Other Position at
of Period  Transactions  changes rate changes  adjustments  End of Period

General Government
Short-term
Money market instruments
Loans
Trade credits
Other debt liabilities'
Arrears
Other

Long-term

Bonds and notes
Loans

Trade credits

Other debt liabilities!

Monetary Authorities
Short-term
Money market instruments
Loans
Currency and deposits?
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Other debt liabilities!

Banks
Short-term
Money market instruments
Loans
Currency and deposits?
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Other debt liabilities!

Other Sectors

Short-term

Money market instruments

Loans

Currency and deposits?

Trade credits

Other debt liabilities'
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Trade credits

Other debt liabilities!



7 * Further Presentation Tables of External Debt

Table 7.12 (concluded)

Position at Changes in Position Reflecting

Beginning Price Exchange Other Position at
of Period  Transactions  changes rate changes  adjustments  End of Period

Other Sectors (continued)
Nonbank financial corporations
Short-term
Money market instruments
Loans
Currency and deposits?
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Other debt liabilities!

Nonfinancial corporations
Short-term
Money market instruments
Loans
Trade credits
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes
Loans

Trade credits

Other debt liabilities'

Households and nonprofit institutions
serving households (NPISH)
Short-term
Money market instruments
Loans
Trade credits
Other debt liabilities!

Arrears
Other

Long-term

Bonds and notes
Loans

Trade credits

Other debt liabilities'

Direct Investment: Intercompany Lending
Debt liabilities to affiliated enterprises

Arrears

Other
Debt liabilities to direct investors

Arrears

Other

Gross External Debt

|Other debt liabilities are other liabilities in the IIP statement.
2lt is recommended that all currency and deposits be included in the short-term category unless detailed information is available to make the short-
term/long-term attribution.
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Table 7.13. Gross External Debt Position: Traded Debt Instruments—Reconciliation

of Nominal and Market Value

Nominal Value
Position at End of Period

Market Value
Position at End of Period

Market Price
Change

General Government
Money market instruments
Bonds and notes

Arrears (if applicable)

Monetary Authorities
Money market instruments
Bonds and notes

Arrears (if applicable)

Banks

Money market instruments
Bonds and notes

Arrears (if applicable)

Other Sectors

Money market instruments
Bonds and notes

Arrears (if applicable)

Nonbank financial corporations
Money market instruments

Bonds and notes

Arrears (if applicable)

Nonfinancial corporations
Money market instruments
Bonds and notes

Arrears (if applicable)

Households and nonprofit institutions serving
households (NPISH)

Money market instruments

Bonds and notes

Arrears (if applicable)

Total

Money market instruments
Bonds and notes

Arrears (if applicable)

dents can also be of analytical value. For instance,
such data provide an indication of the motivation of
debtors and creditors—whether residents are attract-
ing foreign investors by issuing securities in their
markets; and of possible liquidity risk—securities
issued in foreign markets may be harder to refinance
in the event of an external shock to the economy.
Also, in the absence of information on foreign cur-
rency debt, these data can provide a broad idea of the
foreign currency/domestic currency attribution of
debt securities—for instance, foreign-issued debt is
likely to be foreign-currency-linked. From a compi-
lation viewpoint, data on securities issued in foreign
markets might well be captured in a different manner
from that of issues in the domestic market.

7.53 A presentation for these data is provided in
Table 7.14. The rows distinguish debt securities
issued by general government from those issued
by other sectors. The separate identification of gov-
ernment issues reflects the government’s important
and special role, in most economies, as a borrower.
Depending on the extent of security issuance by the
other institutional sectors, a further disaggregation of
issues, such as for banks, might also be of analytical
interest. The maturity attribution is on an original
maturity basis, although the table can also be pre-
sented on a remaining maturity basis.

7.54 Consistent with the concepts set out in the
Guide, Table 7.14 only covers information on



Table 7.14. Gross External Debt Position:
Resident-Issued Debt Securities Owned
by Nonresidents—Location of Issuance

End-Period

Domestically issued
Short-term
General government
All other sectors
Long-term
General government
All other sectors

Foreign issued
Short-term
General government
All other sectors
Long-term
General government
All other sectors

nonresident ownership of resident-issued secu-
rities. But there might also be interest in pre-
senting data on resident as well as nonresident
ownership of resident-issued securities, both in
domestic and foreign markets. By including addi-
tional columns for resident- and nonresident-owned

7 * Further Presentation Tables of External Debt

securities, the table can be extended to cover such
information.

Cross-Border Trade-Related Credit

7.55 In addition to presenting data by type of instru-
ment, another approach is to present data by the type of
use of the borrowing. In this regard, of special interest
is information on cross-border trade-related credits by
debtor and creditor sector—that is, credits that finance
trade. Such credit is directly linked to activity in the
real economy. Table 7.15 provides a model for present-
ing data on borrowing used to finance trade, with the
disaggregation by, first, maturity (original basis) and,
second, institutional sector. In presenting these data,
trade-bills could be separately identified, both because
of the analytical interest in such data and to help with
reconciliation with creditor-based statistics.

7.56 The debtor sectors are presented in rows, and
the creditor sectors in columns. The rows and col-
umn for direct investment entities relate only to the
provision of trade-related credit between related
entities—that is, those transactions classified under
direct investment in the balance of payments, and
not the provision of trade-related credit by unrelated
parties to direct investment entities. The maturity
attribution is on an original maturity basis.

Table 7.15. Gross External Debt Position: Cross-Border Trade-Related Credit

End-Period

Creditor Sectors

General

Debtor Sectors government

Direct

Banks! Other sectors investment entities

Short-term
General government
Monetary authorities
Banks
Other sectors
Direct investment entities

Long-term
General government
Monetary authorities
Banks
Other sectors
Direct investment entities

Total

IIt is recommended that any cross-border trade-related debt of monetary authorities be included within the bank category, unless the monetary author-
ities are significant debtors, in which instance, they should be separately identified.
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8. Debt Reorganization

Introduction

8.1 Debt-reorganization transactions are a feature
of external debt activity. Economies sometimes face
difficulties in meeting their external debt obliga-
tions, or debtors may want to change the repayment
profile of their external obligations for different
reasons, including reducing the risk of future pay-
ment difficulties or reducing the cost of borrowing.
In this context, they may undertake debt restructur-
ing and debt conversions. This chapter defines debt
reorganization, discusses the various types of debt-
reorganization operations, and provides guidance on
how they affect the measurement of the gross exter-
nal debt position. Further, this chapter defines debt
relief and recommends the measurement and pre-
sentation of statistics on debt reduction, which is
also defined.

8.2 Reference is made in the chapter to the recording
of debt-reorganization transactions in the measured
flow data of the balance of payments, the OECD’s
Development Assistance Committee (DAC) system,
and the World Bank’s Debtor Reporting System
(DRS). Full details of such recording approaches are
set out in BPM5 (IMF, 1993), the OECD’s Handbook
for Reporting Debt Reorganization on the DAC
Questionnaire (OECD, 1999), and the Debtor
Reporting System Manual (World Bank, 2000).!

Definitions

8.3 Debt reorganization is defined as bilateral
arrangements involving both the creditor and the
debtor that alter the terms established for the servic-
ing of a debt. Types of debt reorganization include
debt rescheduling, refinancing, forgiveness, conver-
sion, and prepayments. A creditor can also reduce

ISee also Chapter 17.

debt through debt write-offs—a unilateral action that
arises, for instance, when the creditor regards a
claim as unrecoverable, perhaps because of bank-
ruptcy of the debtor, and so no longer carries it on its
books. This is not debt reorganization as defined in
the Guide because it does not involve a bilateral
arrangement. Similarly, a failure by a debtor econ-
omy to honor its debt obligations (default, morato-
rium, etc.) is not debt reorganization.

8.4 Generally, debt reorganization is undertaken to
provide some debt relief to the debtor and can
address liquidity and/or sustainability problems aris-
ing from future and current payment obligations.
Debt relief results where there is (1) a reduction in
the present value of these debt-service obligations;
and/or (2) a deferral of the payments due, thus pro-
viding smaller near-term debt-service obligations
(this can be measured, in most cases, by an increase
in the duration of these obligations; that is, payments
become weighted more toward the latter part of the
debt instrument’s life). However, if debt reorganiza-
tion results in changes in present value and duration
that are countervailing in their impact on the debt
burden, then there is no debt relief, unless the net
impact is significant, such as could occur if there was
a deep reduction in present value (together with small
decrease in duration) or a sharp increase in duration
(together with a small increase in present value).

8.5 Debt reduction is defined as the reduction in the
nominal value of external debt arising from a debt-
reorganization arrangement, excluding any pay-
ments of economic value made by the debtor to the
creditor as part of the arrangement. This is the defin-
ition to be used for compiling data to be presented in
Table 8.1—debt reduction arising from debt reorga-
nization. Debt reduction in present value terms is
defined as the reduction in the present value of debt-
service obligations arising from a debt reorganiza-
tion, as calculated by discounting the projected
future payments of interest and principal both before



Table 8.1. Nominal Value Debt Reduction
Arising from Debt Reorganizations

Debtor
Public sector
Of which: Multilateral
Official bilateral
Commercial bank!
Bonds and notes

Publicly guaranteed private debt
Of which: Multilateral
Official bilateral
Commercial bank!
Bonds and notes

Other private debt
Of which: Multilateral
Official bilateral
Commercial bank!
Bonds and notes

Of which:

Rescheduled and refinanced
Public and publicly guaranteed debt
Other private debt

Forgiven
Public and publicly guaranteed debt
Other private debt

Debt conversions and prepayments
Public and publicly guaranteed debt
Other private debt

|Excluding bonds and notes.

and after the reorganization at a common interest
rate and comparing the difference. To illustrate the
difference between debt reduction and debt reduc-
tion in present value terms, if the contractual rate of
interest is reduced with no impact on the nominal
value of external debt, no debt reduction is recorded
but there is debt reduction in present-value terms.

8.6 Debt swaps are exchanges of debt, such as loans
or securities, for a new debt contract (debt-to-debt
swaps), or exchanges of debt-for-equity, debt-for-
exports, or debt-for-domestic currency, such as to be
used for projects in the debtor country (also known as
debt conversion).? This definition is intended to
include debt-for-development swaps where economic
value is provided by the debtor to the creditor for use
in development projects in the debtor’s economy.

2A debt swap should be distinguished from a financial deriva-
tive swap. The financial derivative swap involves two parties
agreeing to swap future cash flows, while a debt swap involves the
exchange of the debt instrument itself for economic value.

8  Debt Reorganization

Types of Debt Reorganization

8.7 The three main types of debt reorganization are:

* A change in the terms and conditions of the
amount owed, which may result, or not, in a reduc-
tion in burden in present-value terms. These trans-
actions are usually described as debt rescheduling.
They are also sometimes referred to as refinancing
or as debt exchanges. Included are transactions
that change the type of debt instrument owed—for
example, loan for bond swaps—but not debt-
forgiveness transactions.

* A reduction in the amount of, or the extinguishing
of, a debt obligation by the creditor via a contrac-
tual arrangement with the debtor. This is debt for-
giveness as described in BPM5 and the DRS and is
also classified as debt forgiveness in the DAC sys-
tem if there is a development/welfare motive.

e The creditor exchanges the debt claim for some-
thing of economic value other than another debt
claim on the same debtor. This includes debt con-
version, such as debt-for-equity swaps, debt-for-
real-estate swaps, and debt-for-nature swaps,3 and
debt prepayment or buybacks for cash.

8.8 Debt-reorganization packages may involve more
than one type; for example, most debt-reorganiza-
tion packages involving debt forgiveness also result
in a rescheduling of the part of the debt that is not
forgiven or canceled.

8.9 For clarification purposes, in discussing the sta-
tistical treatment of debt reorganization, each of the
three types of debt reorganization is considered sep-
arately. This has a number of advantages: each type
of debt reorganization raises different statistical
issues, hence encouraging a type-by-type approach;
present international statistical guidelines, on which
the guidelines in this chapter are based, are more
advanced for some types of debt reorganization than
for others; and there is interest in the different types
of debt reorganization, and so there is an analytical
benefit, where possible, in separately measuring and
reporting any debt reduction resulting from their
application.

3Some agreements described as debt swaps are equivalent to
debt forgiveness from the creditor together with a commitment
from the debtor country to undertake a number of development,
environmental, etc., expenses. These transactions should be con-
sidered under the second type of debt reorganization, as counter-
part funds are not provided to the creditor.
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Debt Rescheduling

8.10 Rescheduling refers to the formal deferment of
debt-service payments and the application of new
and extended maturities to the deferred amount. This
may be conducted: (1) through the exchange of an
existing debt instrument for a new one, as in refi-
nancing or debt exchanges; or (2) through a change
of the terms and conditions of the existing contracts
(this is often simply referred to as rescheduling, as
opposed to refinancing). Rescheduling may or may
not result in a reduction in the present value of debt,
as calculated by discounting the old and new pay-
ment schedule by a common interest rate.

8.11 Refinancing of a debt liability involves the
replacement of an existing debt instrument or instru-
ments, including arrears, with a new debt instrument
or instruments. For instance, the public sector may
convert various export credit debt it is owed into a
single loan. Refinancing may involve the exchange
of one type of debt instrument, such as a loan, for
another, such as a bond. Some debt-refinancing
arrangements feature new money facilities (see
below, paragraph 8.51). Also, refinancing can be
said to have taken place when countries with private
sector bond creditors exchange existing bonds for
new bonds through exchange offers (rather than a
change in terms and conditions).

8.12 Rescheduling can be characterized as flow or
stock rescheduling. A flow rescheduling typically
refers to a rescheduling of specified debt service
falling due during a certain period and, in some
cases, of specified arrears outstanding at the begin-
ning of that period. A stock rescheduling involves
principal payments that are not yet due, and arrears,
if any, and like a flow rescheduling, can include both
an element of debt forgiveness and a rescheduling of
the amounts not reduced.

Recommended treatment
External debt position

8.13 Any agreed change in the terms of a debt
instrument is to be recorded as the creation of a new
debt instrument, with the original debt extinguished
at the time both parties record the change in terms in
their books. Whether the gross external debt position
increases, decreases, or remains unchanged depends
on whether the value of the new instrument(s) is
respectively greater than, smaller than, or the same

as the original debts being replaced—this is the case
regardless of the valuation method employed to
measure external debt instruments.# In other words,
both before and after a debt rescheduling, the value
of the gross external debt position is simply deter-
mined by the value of outstanding external debt lia-
bilities of residents owed to nonresidents at the
reference date.

8.14 As explained in Chapter 2, and as the examples
in that chapter illustrated, the stock of external debt
at any moment in time can be calculated by dis-
counting future payments at a specified rate of inter-
est. This interest rate can be the contractual rate (for
nominal value), or a market rate for the specific bor-
rower (for market value), or another rate. Using
these different rates to discount payments will pro-
vide different position data for the same payment
schedule. Debt reduction in present-value terms aris-
ing from rescheduling might be calculated using any
of these rates—in the HIPC Initiative, a market-
based rate is used.

8.15 If, as part of official and private debt-reduction
packages, loans denominated in foreign currency are
swapped for debt securities denominated in the
domestic currency, the difference between the value
of the loan and the value of the debt security in the
domestic currency will be reflected in the gross
external debt position. The extinguishment of the old
debt liability, the loan, results in a decrease in the
value of short-term or long-term loans, as appro-
priate, while an increase in bonds and notes is
recorded.

Flow data

8.16 In the flow data in the balance of payments,
both the extinguishment of the old debt liability
and the creation of the new debt(s) are recorded. In
the DAC system these flows are also recorded,
except when the category of debt does not change,
in which case only the capitalization of interest is
recorded as a flow. The DRS does not record these
transactions in flow data (but they are reflected in

4If external debt is lower or higher because at the time of
rescheduling it was agreed between the debtor and creditor that
the amount of late interest on arrears was to be more or less than
that which accrued, back data of the gross external debt position
should not be revised to reflect this agreement, provided that the
accrual of interest costs on arrears in past periods was in line with
the contract(s) that existed at that time.



Box 8.1. Sovereign Bond Restructuring

The restructuring of a country’s sovereign bonded external debt
(eurobonds and Brady bonds) began with Pakistan at the end of 1999,
following the extension of the “comparability of treatment” principle
to bondholders in Pakistan’s agreement with the Paris Club in January
1999.

In terms of restructuring debt, bonds have a number of characteristics
that distinguish them from other types of debt instruments.

First, there is usually a wider range of investors than for nontraded
external debt instruments, and hence various investor groups all
with potentially different investment motivations. For instance, the
investment motivations of retail—nonfinancial institution—investors
may be different from those of financial institutions.

.

Second, market prices are invariably quoted. Thus, those investors
that mark-to-market frequently—having borne the market-value loss
in the secondary market price of the to-be-exchanged bonds, or hav-
ing purchased at a low market value—might well compare the pre-
sent value of the exchange offered (discounting payments at a partic-
ular interest rate) with the current market price of the
to-be-exchanged bonds. In the simplest case, if the present value of
the exchange bond is higher than the market price of the original
bond, the holder of the to-be-exchanged bond has an incentive to
tender his bonds in the exchange.

Finally, most eurobonds and Brady bonds have cross-default clauses
or cross-acceleration clauses in their covenants, thus perhaps making

it impossible for a sovereign debtor to pick and choose which bond-
holders are repaid and which are not. So, markets debate the issue of
whether a restructuring of external bonded debt needs to be com-
prehensive across other foreign currency debt instruments as well.

The consequence of the above is that successful bond restructuring—
mostly bond exchanges—has involved the debtors exchanging securi-
ties at a premium to the market price, although well below the face
value, or providing other “sweeteners” to encourage bondholders to
participate. Bonds with the larger percentage of retail investors have
tended to pay a higher premium. But, as with creditors for other types
of debt instruments, a key consideration of creditors in any restructur-
ing is whether the sovereign borrower is facing a liquidity or solvency
problem, or neither.

8  Debt Reorganization

Debt reduction

8.17 The Guide recommends that debt reduction aris-
ing from debt rescheduling and debt refinancing—that
is, a reduction in the nominal amount outstanding,
excluding any external debt-service payments made by
the debtor as part of the arrangement—be measured
and presented as in the debt-reduction table provided
in this chapter. If the new external debt liability is
denominated in a different currency from that of the
external debt liability it is replacing, then any debt
reduction should be determined using the market
exchange rate between the two currencies prevailing
on the transaction date (that is, the midpoint between
the buying and selling spot rates).

8.18 In many instances of debt rescheduling, the
method by which debt relief is provided is more
complex than a simple reduction in nominal amount
outstanding. For instance, a debt might be resched-
uled with the same nominal value but with a lower
interest rate or with extended maturities. By simply
comparing the nominal amounts outstanding before
and after the rescheduling, no debt reduction would
be evident, but there may be debt reduction in pres-
ent value terms, calculated by discounting future
debt-service payments, both on the old and new
debts, at a common rate. In such circumstances, a
key issue is which rate to use: in debt-reorganization
operations such as those under the HIPC Initiative
and similar arrangements, debt reduction in present-
value terms is calculated using an interest rate equal
to a market-based so-called risk-neutral rate—such
as the OECD’s Commercial Interest Reference Rates
(CIRRs).% In other cases, debt reduction in present
value may be based on a rate that includes a risk pre-
mium, reflecting the creditor’s assessment of the
value of the claim (this is generally the case for the
restructuring of claims held by private creditors).

8.19 Also, in some debt rescheduling, such as with

the position data). In the balance of payments, any
difference between the value of the old and new
debts is treated as a valuation change, such as in the
case of exchanges of Brady bonds (see Box 8.1) for
new global bonds, except when nonmarketable debt
owed to official creditors is involved, in which
instance any reduction in the nominal value of debt
is recorded as debt forgiveness (see below).>

concessional Paris Club agreements (Box 8.2), credi-

6These rates are determined monthly for 13 currencies on the
basis of secondary market yields on government bonds with a
residual maturity of five years, and additionally three and seven
years for the Canadian dollar, the U.S. dollar, and the euro. These
data are published monthly on the Internet at: http://www.oecd.org/
statistics/news-releases. For the HIPC Initiative, debt denominated
in currencies for which no CIRR is available, if the currency is
pegged to another currency such as the U.S. dollar, the CIRR for
the latter should be used; in the absence of an exchange rate
arrangement, as well as for the units of account used by various

5See BPM5, paragraph 534. multilateral institutions, the SDR CIRR should be applied.
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The Paris Club has developed procedures for the collective rescheduling of
official bilateral debt since the 1950s, when Argentina approached bilateral
creditors. The Club is an ad hoc organization of creditor countries (mainly
OECD members) that responds to requests for debt relief with respect to
guaranteed export credits and intergovernmental loans.

Debts to Paris Club official creditors are now restructured through the
Paris Club, especially since Russia became a member of the Club in 1997.
Debts to commercial banks are typically restructured through consortia of
commercial banks. Noninsured supplier credits and debts to governments
that do not participate in the Paris Club are normally restructured through
bilateral negotiations.

Paris Club

The Paris Club is an informal group of creditor countries. The French Trea-
sury maintains a permanent secretariat, and a senior official serves as Chair-
man, to administer the Paris Club on behalf of other creditor countries.
There are 19 permanent members; nonmember creditor countries may be
invited to take part in meetings for the treatment of the debt of a specific
debtor country if they have significant claims on that country. The Club
meets virtually every month in Paris, both for discussion of debt issues
among the permanent members and for the rescheduling of the debt of a
specific debtor country.

Countries facing difficulties in servicing of debt to official bilateral creditors
will approach the Chairman of the Paris Club and ask to be considered for
relief. The creditors at their monthly meeting will agree to hear that country’s
application, provided that an IMF-supported adjustment program is in place
and that there is a financing need that requires rescheduling. Agreement is
normally reached in face-to-face negotiations, or by mail if there are very few
creditors. The Paris Club can “treat” debt owed (contracted or guaranteed)
by the government and/or the public sector of the debtor country to credi-
tor countries or their appropriate institutions: officially guaranteed export
credits and bilateral loans. The representatives of the creditor countries at
the Paris Club decide on the period over which debt relief will be given
(known as the consolidation period), the debts that will be included (current
maturities, possibly arrears, possibly previously rescheduled debt), and the
repayment terms on consolidated debt (grace and repayment periods).

Two types of “treatment” may be implemented by the Paris Club:

* A flow treatment of usually both scheduled amortization and interest
payments falling due in a given period; and

A stock treatment of the entire outstanding principal at a given date, for
countries with a good track record with the Paris Club if this would
ensure an end to the rescheduling process.

Paris Club negotiations result in a multilateral framework agreement
(Agreed Minute), which must be followed up with bilateral implementing
agreements with each creditor agency. The interest rate on rescheduled
debt (known as moratorium interest) is not arranged at the Paris Club but
is negotiated bilaterally, reflecting market rates.

At the beginning of the debt-relief process, Paris Club creditor countries
will establish a “cutoff date.” This means that all loan contracts signed after
that date will not be eligible for debt relief by the Paris Club.The aim is to
help the debtor country reestablish its creditworthiness by paying new
obligations on their original schedules. Even though debt relief may extend
over many years through a succession of Paris Club agreements, the cutoff
date will remain unchanged.

It was increasingly recognized in the 1980s that some low-income countries
with high external debt were facing solvency as well as liquidity problems.
Over the years, the Paris Club has provided increasingly concessional

rescheduling terms to low-income countries. The level of debt reduction on
commercial claims was gradually increased from Toronto terms (1988—33.33
percent debt reduction) to London terms (1991—50 percent debt reduction)
to Naples terms (1995—50 percent to 67 percent debt reduction) to Lyon
terms (1996—80 percent debt reduction) and to Cologne terms (1999—90
percent reduction or more if needed under the HIPC Initiative). The evolution
of Paris Club terms up to Lyon terms is presented in Table 8.2.

In 1996, the debt initiative for heavily indebted poor countries (HIPCs) was
established, leading for the first time to multilateral creditors providing
debt relief to a country. The Paris Club provides its debt-relief effort in the
context of the HIPC Initiative through the use initially of Lyon terms, and
now of Cologne terms.

A country benefiting from Paris Club debt relief commits to seek at least
similar restructuring terms from its other external creditors (other than
multilateral creditors, which only provide debt relief to countries eligible for
assistance under the HIPC Initiative). This applies to non—Paris Club bilateral
creditors, who generally negotiate with the debtor country on a bilateral
basis, as well as private creditors (suppliers, banks, bondholders, etc.).

Paris Club agreements may include a debt-swap provision, within a limit
usually set at 20 percent of commercial claims. Paris Club creditors on a
bilateral basis conduct debt-swap operations.

Commercial Bank Debt Relief

Multilateral debt relief is much more difficult to organize for commercial
banks than for official creditors.While a national export credit insurer can
negotiate on behalf of any individual creditor, there is no way to consolidate
national commercial bank claims. Rather, each creditor bank must approve
the resulting agreement and, for loan syndication, the number is often in the
hundreds.

The pattern of negotiations was established in a 1970 agreement between the
Philippines and its commercial bank creditors. Creditor banks form a com-
mittee (sometimes known as the London Club) of about a dozen people who
represent the major creditor banks. The composition of the committee—
which can be completely different from case to case—takes into account
the nationality of the banks in the consortium so that the negotiations can
make provision for the different tax and regulatory systems that affect
banks of different countries. The committee negotiates an “agreement in
principle” with debtor country representatives. After all creditor banks
approve this agreement, it is signed. It takes effect when certain require-
ments are met, such as payment of fees and of arrears. As with the resched-
uling of debts to official creditors, banks provide debt relief normally in the
context of a debtor country’s adjustment program supported by an IMF
arrangement. Unlike with Paris Club creditors, there is no “cutoff” date.

Commercial bank agreements restructure principal; consolidation of origi-
nal interest costs is rare. Like Paris Club agreements, consolidation of
short-term debt is also unusual (but when a major portion of arrears has
arisen from short-term debt, there is often no option but to restructure).
Among the initiatives for reducing the commercial debt burden was the
Brady Plan (1989).This market-based debt-restructuring initiative provided
a menu of options to the creditor banks. These included buybacks—the
debtor government repurchases debt at a discount that is agreed upon with
the creditor banks; an exchange of debt into bonds at a discount but offer-
ing a market rate of interest (discount bonds); and an exchange at par into
bonds that yielded a below-market interest rate (interest-reduction bonds).
The discount bonds and the interest-reduction bonds were fully collateral-
ized by zero-coupon U.S. government securities for principal and partially
collateralized for interest payments.



tors are offered a choice between different options,
one of them being a partial debt reduction, the other
one being a rescheduling at a reduced interest rate
(debt reduction in present value terms). Some credi-
tors may forgive part of the claims and reschedule
the outstanding part at the appropriate market rate
(“debt-reduction” option), whereas other creditors
reschedule the whole claim at a lower interest rate
(“debt-service-reduction” option), resulting in a debt
reduction in present value equivalent to the one
granted by creditors that chose the “debt-reduction”
option. Table 8.2 shows the variety and evolution of
Paris Club debt-rescheduling terms.

8.20 Because of the complexities involved, and the
different interest rates that may be employed, inter-
national statistical standards have not developed to
the point where there is general agreement on how
to measure and make comparable the different
methods of providing debt reduction in present-
value terms.

8.21 Given the above, the Guide provides no recom-
mended guidance on measuring and presenting debt
reduction in present-value terms. Nonetheless,
economies that undergo debt rescheduling and
refinancing are encouraged to disseminate (1) the
total nominal amounts involved; (2) the amount of
debt reduction in present-value terms they have
achieved—the difference between the present values
(using a common interest rate) of the rescheduled/
refinanced debt-service payments before and after
rescheduling/refinancing (present-value method);’
and (3) provide detailed information on how the
amount of the present-value reduction was calcu-
lated, including the interest rate(s) used.

8.22 Similarly, no guidance is provided for measur-
ing debt relief in terms of an increase in duration
because of the difficulty in measuring such relief and
presenting it in a manner that is comparable with
other forms of debt reorganization.

Debt Forgiveness

8.23 Debt forgiveness is defined as the voluntary
cancellation of all or part of a debt obligation within
a contractual arrangement between a creditor in one

7The payment schedule for both the original and rescheduled
debt could also be provided as memorandum information.
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economy and a debtor in another economy.8 More
specifically, the contractual arrangement cancels or
forgives all or part of the principal amount outstand-
ing, including interest arrears (interest that fell due
in the past) and any other interest costs that have
accrued. Debt forgiveness does not arise from the
cancellation of future interest payments that have not
yet fallen due and have not yet accrued.

8.24 If the debt reorganization effectively changes
the contractual rate of interest—such as by reducing
future interest payments but maintaining future prin-
cipal payments, or vice versa—it is classified as debt
rescheduling. However, in the specific instance of
zero-coupon securities, a reduction in the principal
amount to be paid at redemption to an amount that
still exceeds the principal amount outstanding at the
time the arrangement becomes effective could be
classified as either an effective change in the con-
tractual rate of interest, or as a reduction in principal
with the contractual rate unchanged. Unless the
bilateral agreement explicitly acknowledges a
change in the contractual rate of interest, such a
reduction in the principal payment to be made at
maturity should be recorded as debt forgiveness.

Recommended treatment

External debt position and debt reduction

8.25 Debt forgiveness reduces the gross external
debt position by the value of the outstanding princi-
pal that has been forgiven. Any reduction in princi-
pal is recorded under the appropriate debt instrument
when it is received—that is, when both the debtor
and creditor record the forgiveness in their books.
Where possible, debt forgiveness in nominal terms
should be separately identified and recorded under
debt reduction in Table 8.1.

8.26 If forgiveness relates to payments on debt
obligations that are past due and are yet to be paid—
that is, arrears of interest and principal—a reduction
in the gross external debt position under arrears is
recorded. Forgiveness of interest costs that have

8This includes forgiveness of some or all of the principal
amount of a credit-linked note due to an event affecting the entity
on which the embedded credit derivative was written, and forgive-
ness of principal that arises when a type of event contractually
specified in the debt contract occurs—for example, forgiveness in
the event of a type of catastrophe.
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accrued during the period or amounts disbursed in
the current recording period has no impact on the
gross external debt position at the end of the period
because any increase in the outstanding value of the
debt instrument is matched by the debt forgiveness.
However, any such forgiveness should be reported
under debt reduction in Table 8.1.

8.27 A special case of debt forgiveness is where the
creditor provides a grant to the debtor that is used to
pay the debt-service payments as they fall due. In
such instances, the gross external debt position is
only affected when debt-service payments are
made—that is, the same as for all debt instruments
being serviced. Nonetheless, such assistance is
recorded in the table as debt reduction when the
debt-service payments are made.

Flow data

8.28 In flow terms, debt forgiveness is recorded in
the balance of payments as a capital transfer, and in
the DAC and DRS systems as a debt-forgiveness
grant. The counterpart transaction in the balance of
payments and DAC is a repayment of the principal
owed. When debt forgiveness is in the form of a
grant by the creditor to the debtor (as in the previous
paragraph), repayment of the principal owed is gen-
erally similarly recorded in the DRS.

Debt Conversion and Debt Prepayments

8.29 External debt conversion is an exchange of
debt—typically at a discount—for a non-external
debt claim, such as equity, or for counterpart funds,
such as can be used to finance a particular project or
policy. Debt-for-equity, debt-for-nature, and debt-
for-development swaps are all examples of debt con-
version. A debt buyback is the repurchase, usually at
a discount, by a debtor economy (or on its behalf) of
all or part of its external debt. It may be undertaken
on the secondary market or through negotiations
with creditors.

Debt conversion

8.30 Rather than exchanging debt for debt, coun-
tries might enter into a debt conversion process—the
legal and financial transformation of an economy’s
liability. Typically, debt conversions involve an
exchange of external debt in foreign currency for a
nondebt obligation in domestic currency, at a dis-
count. In essence, external debt is prepaid, and the
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nature of the claim on the economy is changed. An
example is a foreign currency debt-for-equity swap,
which results in debt claims on the debtor economy
being reduced, and nonresident investments in
equity investments increased. Debt-for-equity swaps
often involve a third party, usually a nongovernmen-
tal organization or a corporation, which buys the
claims from the creditor and receives shares in a cor-
poration or local currency (to be used for equity
investment) from the debtor. Other types of debt
swaps such as external debt obligations for exports
(debt for exports), or external debt obligations for
counterpart assets that are provided by the debtor to
the creditor for a specified purpose such as wildlife
protection, health, education, and environmental
conservation (debt for sustainable development), are
also debt conversions.

Prepayments and buybacks

8.31 Prepayments consist of a repurchase, or early
payment, of debt at conditions that are agreed
between the debtor and the creditor; that is, debt is
extinguished in return for a cash payment agreed
between the debtor and the creditor. When a dis-
count is involved relative to the nominal value of the
debt, prepayments are referred to as buybacks. Also,
debtors may enter the secondary market and repur-
chase their own debt because market conditions are
such that it is advantageous financially to do so.

Recommended treatment

External debt position

8.32 For both debt conversions and debt prepay-
ments, a reduction in the gross external debt position
is recorded to the value of the debt instruments that
are extinguished, irrespective of the value of the
counterpart claim (or assets) being provided. This
reduction in gross external debt position should be
recorded at the time when the debt instrument is
extinguished; more accurately, the gross external
debt position no longer includes debt that has ceased
to exist.

Flow data

8.33 In the transaction data in the balance of pay-
ments, the reduction in the outstanding debt instru-
ment is recorded at the value of the counterpart
claim (or assets). Any difference in value is recorded
as a valuation change in position data. An exception
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arises when nonmarketable debt owed to official
creditors is involved, and the counterpart claim
(assets) has a lower value than the debt, in which
instance both the debt instrument and the counter-
part claim (or assets) are separately valued, and any
difference in value is recorded as debt forgiveness in
the balance of payments. The DAC system employs
a similar approach, except that all differences in
value are classified as transactions and not as valua-
tion changes provided that they are the result of
bilateral negotiation and there is a development
motive for the operation. The DRS records both the
reduction in the nominal value of the debt instrument
and the value at which the debt was repurchased,
allowing the discount to be measured.

Debt reduction

8.34 Where official debt is exchanged for equity or
counterpart funds to be used for development pur-
poses, the difference between the value of the debt
being extinguished and the counterpart claim or
funds provided is classified as debt reduction.® This
includes cases where the buyback of debt is by a
third party, such as a nongovernmental organization
or a corporation, which then sells the debt back to
the debtor at a discount, under a deal that is arranged
under a bilateral arrangement between debtor and
government creditor.

8.35 In other cases, replacing a debt instrument with
another type of claim may only be the recognition of
reality. In other words, and particularly for mar-
ketable instruments, the price at which the debtor is
willing to repurchase the debt may be greater than the
price at which the debt previously traded. So, if the
creditor purchased the security at the lower market
price, the creditor might be making a holding gain.

8.36 The Guide recommends that in measuring and
presenting data on debt reduction from such transac-
tions, a distinction is made between (1) collaborative
arrangements arising from discussions between the
creditor(s) and debtor; and (2) buybacks that are
initiated by the debtor through purchases in the sec-
ondary market. When buybacks arise from collabo-
rative arrangements, any difference between the
value of the counterpart claims (or assets) provided
by the debtor and the nominal amount bought back

9In the DAC system it is classified as debt forgiveness, and in

the DRS it is classified as debt reduction.

should be recorded as debt reduction in Table 8.1.
Debt reduction arising from buybacks in the sec-
ondary market initiated by the debtor should not be
recorded as debt reduction in the table.

8.37 For both public and private sector transactions,
if external debt and the counterpart claims (or assets)
are denominated in different currencies, any debt
reduction should be determined using the market
exchange rate between the two currencies prevailing
on the transaction date (the midpoint between the
buying and selling spot rates).

Presentation of Data
on Debt Reduction

8.38 In Table 8.1, as far as possible, economies
should present information on debt reduction accord-
ing to the sector of the debtor (public-sector-based
approach), and by type of creditor. Additionally, the
table captures information on debt reduction arising
from debt reorganization of bonds and notes.

8.39 Also, data could be presented by type of debt
reorganization under which the debt reduction was
given: (1) debt rescheduling; (2) debt forgiveness;
and (3) debt conversion and debt prepayments.
Where a debt-relief package includes elements of
more than one type, separately identifying each type
is encouraged. For example, if a part of the debt is to
be repaid for cash, a prepayment should be recorded;
if part of the debt is cancelled, debt forgiveness
should be recorded; if the repayment terms of part of
the debt are changed, a debt rescheduling should be
recorded. But if it is not possible to provide separate
identification, all debt reduction should be included
along with the dominant type of reorganization in
the package.

8.40 In Table 8.1, debt reduction should be recorded
at the time when the external debt is reduced. If all
debt reduction occurs at one time, debt reduction
should be recorded at that time rather than when the
debt-service payments would have fallen due. How-
ever, it is recognized that national practices may dif-
fer in this regard, and if the latter approach is
followed, it should be recorded in a note to the pre-
sentation of the debt-reduction data.

8.41 Debt reorganization might also be phased over
a period of time, such as under multiphase contracts,



performance-related contracts, and when debt reduc-
tion is dependent on contingent events. In such cir-
cumstances, debt reduction is recorded when the
change in debt-service payment schedule of the
debtor takes effect—for instance, if debt reduction
occurs when the debt-service payments fall due, then
this is the time when the debt reduction is recorded.

8.42 As noted above, the exchange rate used to cal-
culate debt reduction should be the market rate on
the transaction date (the midpoint between the buy-
ing and selling spot rates).

8.43 It is recommended that methodological notes
accompany the presentation of debt-reduction statis-
tics. Inter alia, these notes should cover each type of
debt reorganization.

8.44 In Table 8.1, debt reduction is measured only
in nominal value terms. This is because the analyti-
cal usefulness of presenting debt-reduction data in
market-value terms is uncertain. For instance, when
an economy faces payment difficulties (which is sys-
tematically the case when the country receives debt
reduction), its debt is generally valued at a deep dis-
count, since the market is still uncertain about the
prospects of payment. In such circumstances, debt
reorganization can result in the new debt having a
higher value than the old debt. Similarly, in most
cases (and in all multilateral agreements, such as
those of the Paris Club or the London Club—see
Box 8.1—or the HIPC Initiative), debt relief aims to
restore the creditworthiness of the debtor country,
thus increasing the possibility of repayment of exist-
ing debts and hence raising their market value.
While there may be analytical interest in measuring
the effect of debt reorganization on the value of out-
standing debt—that is, the amount by which the
market value rises—changes in the nominal amount
outstanding rather than the market value is the pre-
ferred approach to measuring debt reduction arising
from debt reorganization.

Other Transactions Relating
to Debt Reorganization

Debt Assumption

8.45 Debt assumption is a trilateral agreement
between a creditor, a former debtor, and a new
debtor under which the new debtor assumes the for-
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mer debtor’s outstanding liability to the creditor and
is liable for repayment of the debt.

8.46 Debt assumption is recorded—in the transac-
tion and position data—when the creditor invokes
the contract conditions permitting a guarantee to be
called. If debt assumption arises under other circum-
stances, it is recorded when the liability is actually
removed from the debtor’s balance sheet, and the
corresponding entries made in the new debtor’s bal-
ance sheet, and not necessarily the time when agree-
ment was reached to make the debt assumption. The
recording by the entity assuming the debt has to be
made in one time period: the successive dates of
repayment previously foreseen in the context of the
former debt are not relevant.

8.47 After it has been assumed, the debt, which was
originally a liability of the former debtor, becomes a
liability of the new debtor. The debt may carry the
same terms as the original debt, or new terms may
come into force because the guarantee was invoked.
If the original and new debtors are from different
institutional sectors, the external debt of the institu-
tional sector of the original debtor is reduced, and
the external debt of the institutional sector of the
new debtor increased. The amount to be recorded by
the new debtor is the full amount of the outstanding
debt that is assumed. No debt reduction is recorded,
unless there is an agreement with the creditor to
reduce the external debt.

8.48 An example of debt assumption could be a
government taking over the debts of a corporation.
If, in such an example, the government acquires a
financial claim on the corporation as a consequence
of the debt assumption, the corporation will need to
record a new debt liability, which is classified as
external debt only if the government and corporation
are residents of different economies. Every transfer
of liabilities between a quasi-corporation and its
owner is reflected in the value of its equity stake.

8.49 Rather than assume the debt, a government
may decide to repay a specific borrowing or make a
specific payment on behalf of another institutional
unit, without the guarantee being called or the debt
being taken over. In this case, the debt stays recorded
solely in the balance sheet of the other institutional
unit, the only legal debtor. If a new liability is cre-
ated in the form of a government claim on the
debtor, this is classified as external debt only if the
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government and other institutional unit are residents
of different economies (and the debtor is not a quasi-
corporation of the government).

Borrowing for Balance of Payments Support

8.50 Borrowing for balance of payments support
refers to borrowing (including bond issues) by the
government or central bank (or by other sectors on
behalf of the authorities) to meet balance of pay-
ments needs.!0 In the external debt statement, unlike
the analytical presentation of the balance of pay-

10A balance of payments need is defined more fully in para-
graphs 451 through 453 of BPMS5.

ments, no special “below-the-line” recording of
these borrowings or their advance repayment is
required.

New Money Facilities

8.51 Some debt-reorganization packages feature
new money facilities (new loan facilities that may be
used for the payment of existing debt-service obliga-
tions). In the gross external debt position, outstand-
ing drawings by the debtor on new money facilities
are usually recorded under long-term loans. If the
existing debt liabilities remain outstanding, they
should continue to be reported in the gross external
debt position, until they are repaid. New money
facilities are not to be recorded as debt reduction.



9. Contingent Liabilities

Introduction

9.1 The financial crises of the 1990s highlighted the
shortcomings of conventional accounting systems in
capturing the full extent of financial exposures aris-
ing from traditional “off-balance-sheet” obligations,
such as contingent liabilities, and from financial
derivatives contracts. The discovery of the magni-
tude and role of these obligations in these crises
reinforced the need to monitor them. This chapter
focuses on contingent liabilities.! Guidelines for
monitoring financial derivatives positions were pro-
vided earlier in the Guide.

9.2 Contingent liabilities are complex arrange-
ments, and no single measurement approach can fit
all situations; rather, comprehensive standards for
measuring these liabilities are still evolving. Indeed,
experience has shown that contingent liabilities are
not always fully covered in accounting systems.
Nonetheless, to encourage the monitoring and mea-
surement of contingent liabilities, with a view to
enhancing transparency, this chapter provides some
measurement approaches, after first defining contin-
gent liabilities and then providing some reasons for
their measurement. More specifically, also provided
is a table for the dissemination of external debt data
on an “ultimate risk” basis; that is, adjusting resi-
dence-based external debt data for certain cross-
border risk transfers.

Definition

9.3 Contingent liabilities are obligations that arise
from a particular, discrete event(s) that may or may
not occur. They can be explicit or implicit. A key
aspect of such liabilities, which distinguishes them
from current financial liabilities (and external debt),

IThis chapter draws on work at the World Bank.

is that one or more conditions or events must be ful-
filled before a financial transaction takes place.

Explicit Contingent Liabilities

9.4 Explicit contingent liabilities are those defined
by the /993 SNA as contractual financial arrange-
ments that give rise to conditional requirements—
that is, the requirements become effective if one or
more stipulated conditions arise—to make payments
of economic value.2 In other words, explicit contin-
gent liabilities arise from a legal or contractual
arrangement. The contingent liability may arise from
an existing debt—such as an institution guaranteeing
payment to a third party; or arise from an obligation
to provide funds—such as a line of credit, which
once advanced creates a claim; or arise from a com-
mitment to compensate another party for losses—
such as exchange rate guarantees. Some of the more
common explicit contingent liabilities are set out
below.

Loan and other payment guarantees

9.5 Loan and other payment guarantees are commit-
ments by one party to bear the risk of nonpayment
by another party. Guarantors are only required to
make a payment if the debtor defaults. Some of the
common types of risks that are assumed by guaran-
tors are commercial risk or financial performance
risk of the borrower; market risk, particularly that
arising from the possibility of adverse movements in
market variables such as exchange rates and interest
rates; political risk, including risk of currency incon-
vertibility and nontransferability of payments (also
called transfer risk), expropriation, and political vio-
lence; and regulatory or policy risk, where imple-
mentation of certain laws and regulations is critical

2The European System of Accounts: ESA 1995 (Eurostat, 1996)
defines contingent liabilities in a similar way.
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to the financial performance of the debtor.3 Loan and
other payment guarantees usually increase the initial
debtor’s access to international credit markets and/or
improve the maturity structure of borrowing.

Credit guarantees and similar
contingent liabilities

9.6 Lines of credit and loan commitments provide a
guarantee that undrawn funds will be available in the
future, but no financial liability/asset exists until
such funds are actually provided. Undrawn lines of
credit and undisbursed loan commitments are
contingent liabilities of the issuing institutions—
namely, banks. Letters of credit are promises to
make payment upon the presentation of prespecified
documents.

Contingent “credit availability” guarantees or
contingent credit facilities

9.7 Underwritten note issuance facilities (NIFs) pro-
vide a guarantee that a borrower will be able to issue
short-term notes and that the underwriting institu-
tion(s) will take up any unsold portion of the notes.
Only when funds are advanced by the underwriting
institution(s) will an actual liability/asset be created.
The unutilized portion is a contingent liability.

9.8 Other note guarantee facilities providing contin-
gent credit or backup purchase facilities are revolv-
ing underwriting facilities (RUFs), multiple options
facilities (MOFs), and global note facilities (GNFs).
Bank and nonbank financial institutions provide
backup purchase facilities. Again, the unutilized
amounts of these facilities are contingent liabilities.

Implicit Contingent Liabilities

9.9 Implicit contingent liabilities do not arise from a
legal or contractual source but are recognized after a
condition or event is realized. For example, ensuring
systemic solvency of the banking sector might be
viewed as an implicit contingent liability of the cen-
tral bank.# Likewise, covering the obligations of sub-

3Regulatory or policy-based guarantees are especially relevant

in infrastructure financing. For more details and country-specific
examples, see Irwin and others (1997).

4A case in point is Indonesia, where the government’s domestic
debt increased from practically nothing, in the period before the
crisis (mid-1997), to 500 trillion Indonesian rupiah by the end of

national (state and local) governments or the central
bank in the event of default might be viewed as an
implicit contingent liability of the central govern-
ment. Implicit contingencies may be recognized
when the cost of not assuming them is believed to be
unacceptably high.5 Table 9.1 provides a practical
way of classifying the types of potential liabilities of
the central government.

9.10 Although implicit contingent liabilities are
important in macroeconomic assessment, fiscal
burden, and policy analysis, implicit contingent lia-
bilities are even more difficult to measure than
explicit contingent liabilities. Also, until measure-
ment techniques are developed, there is a danger of
creating moral hazard risks in disseminating infor-
mation on implicit contingent liabilities of the type
set out in Table 9.1. Thus, the rest of this chapter
focuses only on the measurement of explicit contin-
gent liabilities.

Why Measure Contingent Liabilities?

9.11 By conferring certain rights or obligations that
may be exercised in the future, contingent liabilities
can have a financial and economic impact on the
economic entities involved. When these liabilities
relate to cross-border activity, and they are not cap-
tured in conventional accounting systems, it can be
difficult to accurately assess the financial position of
an economy—and the various institutional sectors
within the economy—vis-a-vis nonresidents.

9.12 Analysis of the macroeconomic vulnerability
of an economy to external shocks requires informa-
tion on both external debt obligations and contingent
liabilities. Experience has shown that contingent lia-
bilities are not always fully covered in accounting
systems. Moreover, there is an increasing realiza-
tion, when assessing macroeconomic conditions,
that contingent liabilities of the government and the
central bank can be significant. For example, fiscal
contingent claims can clearly have an impact on

1999, mostly due to the issuance of bonds to recapitalize the bank-
ing system. The increase in the government’s stock of domestic
debt was accompanied by a rise in its assets, which were received
in exchange for issuing bank-restructuring bonds. See also Blejer
and Shumacher (2000).

5See Guidelines for Public Debt Management (IMF and World
Bank, 2001).
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Table 9.1. Fiscal Risk Matrix with lllustrative Examples

Direct

Liabilities! (obligation in any event)

Contingent
(obligation if a particular event occurs)

Explicit
Government liability
as recognized by a
law or contract

* External and domestic sovereign
borrowing (loans contracted and

* Budgetary expenditures

* Budgetary expenditures legally binding
in the long term (civil servants’ salaries

and pensions)

Implicit

Obligations that may be
recognized when the
cost of not assuming
them could be
unacceptably high

* Future public pensions (as opposed to
civil service pensions)

* Social security schemes

* Future health care financing

* Future recurrent cost of public
investments

securities issued by central government)

¢ Central government guarantees for nonsovereign borrowing
and obligations issued to subnational governments and public
and private sector entities (development banks)

* Umbrella central government guarantees for various types of
loans (mortgage loans, student loans, agriculture loans, small
business loans)

* Trade and exchange rate guarantees issued by the central
government

» Guarantees on borrowing by a foreign sovereign government

* Central government guarantees on private investments

* Central government insurance schemes (deposit insurance,
income from private pension funds, crop insurance, flood
insurance, war-risk insurance)

* Default of subnational government, and public entity on
nonguaranteed debt and other obligations

* Liability cleanup in entities under privatization

* Banking failure (support beyond state insurance)

* Investment failure of a nonguaranteed pension fund,
employment fund, or social security fund (social protection of
small investors)

* Default of central bank on its obligations (foreign exchange
contracts, currency defense, balance of payment stability)

* Bailouts following a reversal in private capital flows

* Environmental recovery, disaster relief, etc.

Source: Adapted from Polackova Brixi (1999).
IThe liabilities listed refer to the fiscal authorities, not the central bank.

budget deficits and financing needs, with implica-
tions for economic policy. Recognizing the implica-
tions of contingent liabilities for policy and analysis,
the 71993 SNA (paragraph 11.26) states:

Collectively, such contingencies may be important for
financial programming, policy, and analysis. Therefore,
where contingent positions are important for policy and
analysis, it is recommended that supplementary infor-
mation be collected and presented. . . .

Measuring Contingent Liabilities

9.13 Contingent liabilities give rise to obligations
that may be realized in the future, but because of
their complexity and variety, establishing a single
method for measuring them may not be appropriate.
Several alternative ways of measuring contingencies
are outlined below. The relevance of each will
depend on the type of contingency being measured,
and the availability of data.

9.14 A first step in accounting for contingent liabili-
ties is for economic entities to record all such contin-
gent liabilities as they are created, such as with an
accrual-based reporting system. But how should
such liabilities be valued? One approach is to record
these liabilities at full face value or maximum poten-
tial loss. Thus, a guarantee covering the full amount
of a loan outstanding would be recorded at the full
nominal value of the underlying loan. Some govern-
ments have adopted this approach. For example, the
New Zealand government routinely publishes the
maximum potential loss to the government of quan-
tifiable and nonquantifiable contingent liabilities,®
including guarantees and indemnities, uncalled capi-
tal to international institutions, and potential settle-
ments related to legal proceedings and disputes.

6New Zealand Treasury, Budget Economic and Fiscal Update
(Wellington, annual). As the name suggests, nonquantifiable con-
tingent liabilities cannot be measured and arise from either institu-
tional guarantees that have been provided through legislation or
from agreements and arrangements with organizations.
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9.15 Likewise, the Australian government identifies
quantifiable and nonquantifiable contingencies.” In
addition, it identifies “remote” contingent losses
(mostly guarantees), including nonquantifiable
“remote” contingencies. The Indian government reg-
ularly reports the direct guarantees provided by the
central government on external borrowings of public
sector enterprises, development financial institu-
tions, and nonfinancial private sector corporations.8
The guarantees are presented by sector and at nomi-
nal value.

9.16 The maximum potential loss method has an
obvious limitation: there is no information on the
likelihood of the contingency occurring. Especially
for loan and other payment guarantees, the maximum
potential loss is likely to exceed the economic value
of the contingent liability because there is no cer-
tainty that a default will occur (that is, the expected
probability of default is less than unity). Theoreti-
cally, a better approach is to measure both the maxi-
mum possible loss and the expected loss, but
calculating the expected loss requires estimating the
likelihood of losses, which can be difficult.

9.17 Several alternative methods of valuing the
expected loss exist. These range from relatively sim-
ple techniques requiring the use of historical data, to
complex options-pricing techniques. The actual
approach adopted will depend on the availability of
information and the type of contingency. If the
expected loss can be calculated, an additional
approach is to value this loss(es) in present-value
terms—expected present value. In other words, since
any payment will be in the future and not immediate,
the expected future payment streams could be dis-
counted using a market rate of interest faced by the
guarantor; that is, the present value. As with all
present-value calculations, the appropriate interest
rate to use is crucial; a common practice with gov-
ernment contingent liabilities is to use a risk-free
rate like the treasury rate. Under this present-value
approach, when a guarantee is issued the present
value of the expected cost of the guarantee could be
recorded as an outlay or expense (in the operating
account) in the current year and included in the posi-
tion data, such as a balance sheet.

TAggregate Financial Statement (Australia, annual).

8See the Ministry of Finance’s annual publication on external
debt, India’s External Debt: A Status Report.

9.18 Exact valuation requires detailed market infor-
mation, but such information is often unavailable.
This is particularly true in situations of market fail-
ure or incomplete markets—a financial marketplace
is said to be complete when a market exists with an
equilibrium price for every asset in every possible
state of the world. Other means are then required to
value a contingency. One possibility is to use histori-
cal data on similar types of contingent operations.
For example, if the market price of a loan is not
observable, but historical data on a large number of
loan guarantees and defaults associated with those
guarantees are available, then the probability distrib-
ution of the default occurrences can be used to esti-
mate the expected cost of a guarantee on the loan.
This procedure is similar to that employed by the
insurance industry to calculate insurance premiums.
Rating information on like entities is often used to
impute default value on loan guarantees as well. The
U.S. Export-Import Bank employs this method for
valuing loan guarantees that it extends.

9.19 Bank regulatory guidelines established by the
Basel Committee on Banking Supervision also draw
on historical data to measure risks in banks’ off-
balance-sheet activities. For traditional off-balance-
sheet items like credit contingent liabilities, the
guidelines provide “credit conversion factors,”
which when multiplied with the notional principal
amount provide an estimate of the expected “pay-
out” from the contingent liability. The conversion
factors are derived from the estimated size and likely
occurrence of the credit exposure, as well as the rela-
tive degree of credit risk. Thus, stand-by letters of
credit have a 100 percent conversion factor; the
unused portion of commitments with an original
maturity of over one year is 50 percent; and RUFs,
NIFs, and similar arrangements are assigned a 50
percent conversion factor as well.

9.20 Market-value measures use market information
to value a contingency. This methodology can be
applied across a wide range of contingent liabilities,
but it is particularly useful for valuing loan and other
payment guarantees, on which the following discus-
sion focuses. This methodology assumes that com-
parable instruments with and without guarantees are
observable in the market and that the market has
fully assessed the risk covered by the guarantee.
Under this method, the value of a guarantee on a
financial instrument is derived as the difference
between the price of the instrument without a guar-



antee and the price inclusive of the guarantee. In the
context of a loan guarantee, the nominal value of the
guarantee would be the difference between the con-
tractual interest rate (ip) on the unguaranteed loan
and the contractual interest rate (ig) on the guaran-
teed loan times the nominal value of the loan (L):
(ip — ig)L. The market value of the guarantee would
use market, not contractual, rates.®

9.21 Yet another approach to valuing contingent lia-
bilities applies option-pricing techniques from
finance theory. With this method, a guarantee can be
viewed as an option: a loan guarantee is essentially a
put option written on the underlying assets backing
the loan.!0 In a loan guarantee, the guarantor sells a
put option to a lender. The lender, who is the pur-
chaser of the put option, has the right to “put” (sell)
the loan to the guarantor. For example, consider a
guarantee on a loan with a nominal value of F and an
underlying value of V. If V — F < 0, then the put
option is exercised and the lender receives the
exercise price of F. The value of the put option at
exercise is /' — V. When V > F, the option is not exer-
cised. The value of the guarantee is equivalent to the
value of the put option. If the value of the credit
instrument on which a guarantee is issued is below
the value at which it can be sold to the guarantor,
then the guarantee will be called.

9.22 Although the option-pricing approach is rela-
tively new and sophisticated, it is being applied in
the pricing of guarantees on infrastructure financing
and interest and principal payment guarantees.!! But
standard option pricing has its limitations as well.
This is because the standard option-pricing model
assumes an exogenous stochastic process for under-
lying asset prices. However, it can be argued that the
very presence of a guarantee (especially a govern-
ment guarantee) can affect asset prices.!2

Recommended Measures

9.23 The Guide encourages the measurement and
monitoring of contingent liabilities, especially of
guarantees, and has outlined some measurement tech-

9For a further discussion of market-value methods see Towe
(1990) and Mody and Patro (1996).

10Robert C. Merton (1977) was the first to show this.

11See Irwin and others (1997) and Borensztein and Pennacchi
(1990).

12See Sundaresan (2002) for a detailed exposition on this issue.
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niques. However, it is recognized that comprehensive
standards for measuring contingent liabilities are still
evolving. Consequently, only the recording of a nar-
row, albeit important, range of contingent liabilities is
specified ahead: guarantees of domestic private sector
external debt by the public sector, and the cross-
border provision of guarantees. In both instances, it is
recommended that the contingency should be valued
in terms of the maximum exposure loss.

Public sector guarantees

9.24 In Chapter 5 the dissemination of data on pub-
licly guaranteed private sector debt—that is, the
value of private sector debt that is owed to nonresi-
dents, and is guaranteed by the public sector—
through a contractual arrangement is discussed.

Ultimate risk

9.25 Set out in Table 9.2 is a format that pre-
sents external debt according to an “ultimate” risk
concept—augmenting residence-based data to take
account of the extent to which external debt is guar-
anteed by residents for nonresidents. Countries could
potentially have debt liabilities to nonresidents in
excess of those recorded as external debt on a resi-
dence basis if their residents provide guarantees to
nonresidents that might be called. Also, branches of
domestic institutions located abroad could create a
drain on the domestic economy if they ran into dif-
ficulties and their own head offices needed to provide
funds.

9.26 In Table 9.2 residence-based external debt data
(column 1) is increased by the amount of debt of
nonresidents, not owned by residents, that is guaran-
teed by a resident entity (inward risk transfer, col-
umn 2). Column 3 is the adjusted external debt
exposure of the economy. The table is set out in this
manner so that external debt on an ultimate-risk
basis can be related back to the gross external debt
position measured on a residence basis.

9.27 The intention of column 2 is to measure any
additional external debt risk exposures of residents
arising from contingent liabilities. The definition of
contingent liabilities adopted is deliberately narrow.
To be included in this definition of contingent liabil-
ities, the debt must exist, so lines of credit and simi-
lar potential obligations are not included. The data
on the inward transfer of risk covers only the debt of
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Table 9.2. Gross External Debt Position: Ultimate Risk Basis

End-Period
Memorandum item:
Gross Inward risk External Debt Outward risk
External Debt transfer (+) (ultimate-risk basis) transfer
(1) @) @) (4)
General Government

Short-term

Money market instruments

Loans

Trade credits

Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes
Loans

Trade credits

Other debt liabilities'

Monetary Authorities
Short-term
Money market instruments
Loans
Currency and deposits?
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Other debt liabilities!

Banks
Short-term
Money market instruments
Loans
Currency and deposits?
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Other debt liabilities!

Other Sectors

Short-term

Money market instruments

Loans

Currency and deposits?

Trade credits

Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Trade credits

Other debt liabilities'



Table 9.2 (concluded)
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End-Period

Gross
External Debt

M

Inward risk
transfer (+)

@

Memorandum item:
External Debt Outward risk
(ultimate-risk basis) transfer

©) “

Other Sectors (continued)
Nonbank financial corporations
Short-term
Money market instruments
Loans
Currency and deposits?

Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes

Loans

Currency and deposits?
Other debt liabilities!

Nonfinancial corporations
Short-term
Money market instruments
Loans
Trade credits
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes
Loans

Trade credits

Other debt liabilities!

Households and nonprofit institutions
serving households (NPISH)
Short-term
Money market instruments
Loans
Trade credits
Other debt liabilities!
Arrears
Other

Long-term

Bonds and notes
Loans

Trade credits

Other debt liabilities'

Direct Investment: Intercompany Lending
Debt liabilities to affiliated enterprises

Arrears

Other
Debt liabilities to direct investors

Arrears

Other

Gross External Debt

|0ther debt liabilities are other liabilities in the IIP statement.

2It is recommended that all currency and deposits be included in the short-term category unless detailed information is available to make the short-

term/long-term attribution.
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a nonresident to a nonresident on which, and as part
of the agreement between debtor and creditor, pay-
ments are guaranteed to the creditor(s) by a resident
entity under a legally binding contract—the guaran-
tor will most commonly be an entity that is related to
the debtor (for example, the parent of the debtor
entity), and debt of a legally dependent nonresident
branch of a resident entity that is owed to a nonresi-
dent. If debt is partially guaranteed, such as if princi-
pal payments or interest payments alone are
guaranteed, then only the present value of the
amount guaranteed should be included in columns 2
or 4. To avoid double counting the same external
debt risk exposure, the following should be excluded
from column 2: all debt liabilities of nonresident
branches to other nonresident branches of the same
parent entity; and any amounts arising from external
debt borrowings of nonresidents that were guaran-
teed by a resident entity and on-lent by the nonresi-
dent borrower to that same resident entity or any of
its branches. This guidance is not intended to
exclude debt exposures of residents from the ulti-
mate risk concept, as defined above, but to ensure
that they are counted only once.

9.28 External debt is the liability of the debtor econ-
omy. However, as a memorandum item, the amount

of external debt of the economy that is guaranteed
by nonresidents is also presented (outward risk
transfer, column 4). The data on the transfer of risk
outward covers only external debt on which, and as
part of the agreement between debtor and creditor,
payments are guaranteed (or partially guaranteed) to
the creditor(s) by a nonresident under a legally bind-
ing contract—the guarantor will most commonly be
an entity that is related to the debtor (for example,
the parent of the debtor entity)—and external debt of
a resident entity that is a legally dependent branch of
a nonresident entity.

9.29 No reallocation of risk is made because of the
provision of collateral by the debtor, or because a
debt instrument is “backed” by a pool of instru-
ments or streams of revenue originating from out-
side of the economy. Because the intention of Table
9.2 is to monitor the potential risk transfer from the
debtor side, no reallocation of risk is made if the
risk transfer is initiated from the creditor side,
without any involvement of the debtor—for exam-
ple, the creditor has paid a premium to a guarantor,
such as an export credit agency unrelated to the
debtor, to insure against payment default or has pur-
chased a credit derivative that transfers credit risk
exposure.
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10. Overview of Data Compilation

Introduction

10.1 External debt statistics can be compiled from a
variety of sources, using a range of methods. Statis-
tics can be collected from the debtor, from the credi-
tor, or indirectly through information from financial
intermediaries in the form of surveys, regulatory
reports, and/or from other government administra-
tive records. But a precondition for reliable and
timely statistics is that the country has a strong and
well-organized institutional setting for the compila-
tion of statistics on public debt—so that all public
and publicly guaranteed debt is well monitored and
managed (see UNCTAD, 1993)—and private debt,
and for the compilation of aggregate external debt
statistics.

10.2 This chapter considers some of the important
institutional issues that need to be addressed when
undertaking the compilation of external debt statis-
tics, and the strategies that need to be considered as
the regulatory environment for financial transactions
changes. In particular, it emphasizes the need for a
coordination of effort among official agencies, with
one agency having overall responsibility for compil-
ing and disseminating external debt statistics for the
whole economy, and for appropriate legal backing
for statistics collection.

10.3 Subsequent chapters provide practical guid-
ance on how external debt statistics might be col-
lected and compiled. They are not intended to be
comprehensive. Indeed, some elements of external
debt statistics are easier to collect and compile than
others. For instance, compiling external debt statis-
tics on, say, a government’s foreign currency loan
from a group of nonresident banks is more straight-
forward than, say, collecting information on nonresi-
dent ownership of a government’s domestic bond
issues. But both sets of statistics are required. It is
particularly difficult to obtain statistics on nonresi-
dent ownership of traded securities, especially

instruments that are not registered—so-called bearer
instruments—and so a separate chapter is devoted to
this issue. Examples of country practices in compil-
ing and using external debt statistics are provided in
Chapter 14.

Coordination Among Official Agencies

10.4 If the responsibility for debt compilation is
shared between several agencies, it should be clearly
established which agency has the primary responsibil-
ity for compiling external debt statistics—the central
compiling agency. Responsibility could be assigned
through a statistical law or other statutory provision,
interagency protocols, executive decrees, etc.

10.5 This chapter does not recommend which insti-
tution within an economy should be responsible for
compiling and disseminating external debt statistics.
This is dependent on the institutional arrangements
within the economy. Nonetheless, it is likely that
the central compiling agency is either the central
bank, the ministry of finance, an independent debt-
management office, or a national statistical agency.!
One approach is to establish the agency in charge of
compiling data for the balance of payments and IIP
as the central compiling agency for external debt, so
promoting consistency among these three related
sets of data. Indeed, as noted in Chapter 7, reconcili-
ation of external debt statistics with the financial
account of the balance of payments provides a good
consistency check, as well as analytically useful
information.

10.6 In whatever way the statistics are to be col-
lected and compiled—and invariably a range of

A national statistical agency may be a user of the debt data, in
the sense that the data are communicated by the ministry of
finance and/or the central bank to the national statistical agency
for publication.
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methods and approaches will be adopted—the
process will be resource intensive. Thus, where there
is more than one agency involved in the compilation
of external debt statistics, there should be a coopera-
tive effort, avoiding duplication of effort and ensur-
ing as far as possible consistency of approach across
related data series. With modern computerized tech-
niques, different units can be connected through
computer networks facilitating the specialization of
the different institutions concerned, without hinder-
ing data reporting and compilation. In this regard,
procedures to ensure, as far as possible, smooth and
timely flows of data between data compiling agen-
cies are essential.

10.7 It is important to ensure that there are well-
established contacts between the staff of the differ-
ent agencies, so that any problems or difficulties can
be dealt with in an expeditious manner, and that
there is an avoidance of duplication of data coverage
in the different institutions. One way of encouraging
cooperation, developing contacts, and resolving
problems that arise is to hold regular meetings
among staff of the various agencies at the working
level. Not only could these meetings help resolve
problems that might be arising, but there would also
be an opportunity to notify each other of upcoming
developments and possible future enhancements or
changes to collection systems. This type of coopera-
tion helps ideas to spread and improvements to
be made, allows institutions to understand each
other’s position, and helps build important personal
contacts.

10.8 Also, if external debt statistics are collected by
different agencies, there are a number of considera-
tions that must be borne in mind. First, the concepts
used and instruments presented should be consistent,
or at least reconcilable. So, in merging together vari-
ous sources, the central compiling agency must
ensure that other contributing agencies are aware of,
and supply statistics that are consistent with, core
concepts and presentation requirements (such as
residence, valuation, etc.) as outlined in the Guide.
Indeed, the central agency should develop expertise
in these standards and, in a sense, act as their
guardian within the economy. Also, there are other
presentations outlined in the Guide that policymak-
ers and other users may encourage compilers to dis-
seminate, or that may need to be compiled to meet
international commitments. The data compilers in
the central compiling agency will need to ensure that

statistics supplied by the other agencies meet the
requirements for these other presentations—both in
terms of the coverage as well as the periodicity and
timeliness on which these statistics have to be
provided.

10.9 Further, it is recommended that, as far as possi-
ble, comparison of figures with creditors be carried
out on a regular basis, at least once a year, although
the compiling agency will need to check whether the
creditor data are being compiled on the same basis
as the national data. This comparison can be under-
taken either on an individual instrument basis (for
example, individual government loans) by the
agency responsible for compiling these statistics or
at an aggregate level using international data sets,
such as the Bank for International Settlements (BIS)
International Banking Statistics and the Joint BIS-
IMF-OECD-World Bank Statistics on External Debt
(see Chapter 17).

10.10 There should be mechanisms to ensure that
the compiled external debt data continue to meet the
needs of policymakers and other users. Meetings
could be periodically convened with policymakers
and other data users to review the comprehensive-
ness of the external sector statistics and to identify
any emerging data requirements. New initiatives
could be discussed with policy departments and
statistical advisory group(s); such discussions pro-
vide scope for seeking additional resources. From
these discussions, and in consultation with both
users and other compiling agencies, the central
compiling agency might devise a strategic plan to
improve the quality and coverage of external debt
statistics.

Resources

10.11 Resource allocation decisions are the pre-
serve of the authorities in each economy and should
be periodically reviewed. Nonetheless, the authori-
ties are encouraged to provide at least adequate
resources to perform existing tasks—that is, ade-
quate staff, financial, and computing resources. In
particular, key staff should be knowledgeable and
well-versed in external debt concepts and compila-
tion methods, and a core contingent of trained exter-
nal debt statisticians should be retained at any point
in time. Instructions for performing existing tasks
should be maintained. New compilers could be pro-



vided formal and on-the-job training in external debt
compilation methods, including international statis-
tical standards and system procedures for handling
and processing of data.

Legal Backing for Data Collection

10.12 When the authorities closely regulate foreign
borrowing, external debt data may well be a by-
product of the regulatory system. But as liberalization
of financial flows proceeds, the comprehensiveness of
information from regulatory reports may be reduced,
and it may become harder to identify entities engaged
in external debt transactions. So the need to approach
the private sector directly for statistical purposes
increases. Without appropriate legal backing, it may
be very difficult to acquire the required information
from private sector entities.

10.13 Obtaining appropriate legal support for statis-
tics collection could be a complicated and lengthy
process that is likely to be undertaken infrequently.
Given this, a first step should be to determine
whether there is any existing legal support for statis-
tics collection that could be employed to acquire the
required information. If not, and it is considered nec-
essary to seek additional legal support, the need may
well run wider than “just” the collection of external
debt data. Indeed, in an environment of liberaliza-
tion, a comprehensive review of the sources of statis-
tical information and the legal support needed might
be required.

10.14 The terms of legal backing for the collection
of statistical information vary from country to coun-
try, depending, not least, on the institutional arrange-
ments and the historical development of statistical
gathering. Nonetheless, some elements typically
covered include:

* The designation of the type of entities that the
compiling agency can approach for data (for
example, entities in the private business sector)
and for what purpose (for example, to monitor
economic activity and financial transactions).

* The boundaries of the compiling agency’s respon-
sibilities, without being so restrictive that the
agency does not have the freedom to adapt as a
new development emerges (for example, financial
derivatives).

* The possibility of imposing penalties on respon-
dents for nonresponse, which should be accompa-

10 » Overview of Data Compilation

nied by an appropriate legal mechanism for
enforcement.2

* A clear statement that information supplied by
individual entities would not be separately dis-
closed and would only be published in the form of
statistical aggregates (except, perhaps, where
explicit permission is given from an individual
entity to disclose information), along with appro-
priate penalties for the compiling agency and, in
particular, individual employees, if such informa-
tion is disclosed.

* A prohibition on the use by the authorities of
information supplied by individual entities for any
purpose other than statistics compilation, thus
establishing the independence of the statistics
compilation function from other government
activity (for example, taxation authorities). The
prohibition should be supported by penalties and a
mechanism for their enforcement.

* A prohibition on other government agencies influ-
encing the content of statistics releases.?

e The establishment of an oversight committee of
independent experts to help ensure the profession-
alism and objectivity of the compiling agency.

10.15 With such legal backing, the statistics com-
piler would have the necessary support for the
collection of information from enterprises and com-
mercial banks. Nonetheless, the compiler should not
rely solely on legal backing but rather use the legal
backing to help and encourage the private sector to
report.

Collection Techniques at Different
Stages of Liberalization

10.16 As mentioned above, liberalizing financial
transactions is likely to affect the information avail-
able from statistical reports.* Provided that liber-
alization proceeds on a step-by-step basis, the
agency or agencies responsible for external statis-

2Consideration might also be given to the possibility of impos-
ing penalties on respondents for misreporting (that is, intention-
ally providing incorrect data).

3Data integrity is very important for the statistical function.
Where compiling agencies have an operational as well as record-
ing function, consideration might be given to delineating func-
tions so that the statistical function operates at “arm’s length”
from other functions.

4This section draws on Forum for International Development
Economics (1998).
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tics, including external debt, should develop a strat-
egy to ensure that good-quality statistics continue to
be compiled and disseminated. Part of this strategy
involves considering whether there is a need to
strengthen the statistical infrastructure, as discussed
above—the need for legal backing and for improved
cooperation and a clear distribution of compilation
responsibilities among the various interested compil-
ing agencies. But collection techniques also need to
be considered. Figure 10.1 provides a stylized view
of the techniques that can be used as the process of
economic liberalization proceeds.

10.17 In Figure 10.1, in an environment with strict
controls, data are provided primarily from adminis-
trative sources, such as foreign investment boards,
and from commercial banks, for their own and their
domestic clients’ transactions. As financial transac-
tions are increasingly liberalized, the information
that enterprises need to report directly increases, in
terms of the number of enterprises and the informa-
tion required. The information provided by the pub-
lic sector and commercial banks on their own debt
remains broadly unchanged throughout.

10.18 In a partially liberalized environment, when
some enterprises begin to get greater freedom to
borrow abroad, the comprehensiveness of the tradi-
tional administrative and commercial bank sources
of information is reduced. Commercial banks may
remain a valuable source of information on their
clients’ activities, but there could well be a need to
supplement this data source by requiring reports
from those enterprises given permission to borrow
directly abroad—that is, undertaking external trans-
actions without involving the domestic commercial
banks. For instance, those borrowing directly
abroad could be asked to report on individual bor-
rowings as they are undertaken (that is, to provide
information on external debt only) and/or be asked
to report periodically on a survey form that covers
external assets and liabilities and any associated
income flows.

10.19 As liberalization proceeds—and the statistical
agency becomes less dependent on administrative
and commercial bank sources, and more dependent
on obtaining the necessary information from private
enterprises—its job becomes more complex. The
statistical agency or agencies will need to develop
and/or deepen the necessary human skills needed to
compile data in a more liberalized environment,

including for a core set of staff.5 These include
developing skills in conducting surveys, in develop-
ing and maintaining a register of companies, and in
quality control as well as enhancing knowledge of
the basic conceptual framework. The partial liberal-
ization phase could provide an opportunity to
develop these capabilities in an environment where
the traditional sources of information are still rele-
vant, albeit to a lesser extent.

10.20 The idea of a phased approach allows the sta-
tistical agency, or agencies, to develop the capabili-
ties required for these changed circumstances over
time. Given that there will be difficulties and costs in
undertaking the institutional changes required, a
phased approach could help minimize these costs for
all concerned.

10.21 Whether a country wants to take a phased
approach to the implementation of detailed reporting
of the foreign activities of private enterprises might
depend on a range of factors including the resources
and legal backing it has for conducting surveys. But
by the time an economy fully liberalizes capital
movements, it is important that the statistical agency
or agencies have in place the capability to monitor
the foreign activities of the private sector. Otherwise,
economic policymakers and private sector investors
might be misled into underestimating the degree to
which private enterprises have accumulated external
debt, with consequential negative repercussions for
the economy at a later stage.

10.22 Finally, if it is decided that a new system is
required both for balance of payments and external
debt, perhaps because circumstances have changed
such that there is a significant weakening of the reli-
ability of traditional sources of information, it is
important that the objectives for the new system are
established at the start. For instance, the timeliness
and frequency of results need to be determined
because these could affect both the types of survey
and the resources required. Similarly, the importance
of the data to policymakers needs to be ascertained
because any collection needs to be considered within

5One of the potential benefits of compiling external debt statis-
tics in conformity with other macroeconomic data series is that
staff mobility can be enhanced. For instance, basic conceptual
knowledge and compilation skills developed for a related set of
macroeconomic data can also be relevant for external debt statis-
tics, and vice versa.
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the context of overall statistical priorities. Inevitably,
resources in the compiling agency and among
respondents are limited.

Dissemination of External
Debt Statistics

10.23 The compilation of external debt statistics is
undertaken for the ultimate purpose of making these
data available to policymakers and other users.
Data should be publicly disseminated on a frequent
and timely basis, preferably according to a well-
established, preannounced release schedule. The dis-
semination of data could be in print and/or electronic
form. As part of the dissemination process, the con-
cepts, definitions, classifications, and methodology
used should be documented and disseminated in
publication form at regular intervals. This metadata
could also identify any significant deviations from
internationally accepted standards, biases in the
data, and information about response rates to the

main surveys employed in collecting external debt
statistics.

10.24 Invariably, to meet the legitimate needs of
users, data will be published that could well be
subject to later revision. In such instances, users
should be alerted that the initially published data are
preliminary and may be subject to revision. If
revised data are later published, users should be
informed of the revisions, with explanations. Also,
if major changes to the statistical methodology are
to be implemented, it is strongly recommended that
users be given advance warning, and sufficient back
runs of data provided after the revisions have been
published.

10.25 In general, providing the user with such infor-
mation is likely to engender greater confidence in
the statistics and may help encourage a “culture of
reporting” to the compiling agency(ies), an issue dis-
cussed in Chapter 12, and one that is of universal
concern to compilers.



|11. Government and Public Sector

Debt Statistics

Introduction

11.1 The Guide recommends that the collection of
data on a government’s external debt be linked to the
work of those responsible for managing the govern-
ment’s debt position, for the purposes of administra-
tive efficiency and quality control. Those responsible
for government debt are invariably a government
debt office, either within the ministry of finance or
constituted as a separate agency within the govern-
ment sector, or the central bank, or another govern-
ment agency. For reasons outlined in the previous
chapter, it is also important that the agency responsi-
ble for government data cooperate, as appropriate,
with any other agencies involved with the compila-
tion of external debt data.

11.2 Tt is critical to the smooth functioning of a gov-
ernment debt office that the compilation, recording,
and dissemination of debt data be undertaken in a
timely and comprehensive manner. Proper records of
debt are an absolutely essential foundation for effec-
tive debt management, and the availability of accurate
and up-to-date data indeed determines how effectively
the debt office can carry out its other functions—be
they operational or analytical. The range of these func-
tions is described in the appendix to this chapter.

11.3 Comprehensive and timely data allow the debt
office to monitor the evolution of a country’s external
liabilities and its debt-service obligations over time;
can provide early warning signals of possible debt-
servicing problems; and serve as essential inputs for
government budget preparation, for approval by par-
liament, for execution, as well as for compiling bal-
ance of payments and IIP statistics and for making
projections. The debt office should be adequately
resourced to properly carry out the tasks of compiling
and recording data on all government borrowings. It
is recommended that the compiler of external debt
statistics, if outside the debt office, utilize these data
rather than develop alternative sources.

How Should Data Be Collected and
Compiled by the Debt Office?

11.4 To establish a proper debt record, detailed
information about all loans (and other types of bor-
rowing such as bonds, export credits, etc.) and all
related transactions needs to be compiled. The debt
office should capture data on all public and publicly
guaranteed debt. This is why it is very important that
the agency collecting information on public and
publicly guaranteed debt be the same as the one in
charge of servicing or ordering payments.

11.5 For those economies that may not have proper
records of debt data, there may be a need to first
compile a thorough inventory of existing debt in
order to establish the debt stock, including any
arrears that have accumulated on principal and inter-
est. Once the debt stock is known, procedures should
be put in place to obtain, on a regular basis, informa-
tion on existing and new borrowing, as well as infor-
mation on other transactions that affect the debt
stock. There may be a need to establish formalized
institutional arrangements for the comprehensive
and timely flow of information to the debt office.
Table 11.1 gives a list of the types of detailed infor-
mation that should be compiled. This table is
explained in more detail below.

11.6 For the purposes of the debt office and its func-
tions, data compilation should be undertaken on an
instrument-by-instrument basis, tranche by tranche,
and in its original currency. For each borrowing
instrument, there are basically three types of infor-
mation that need to be compiled: (1) the core infor-
mation on details and terms that will produce the
amortization and disbursements tables; (2) data on
actual disbursements, as well as the changes in the
committed undisbursed amount if, say, there are can-
cellations and/or increases (for example, with a proj-
ect loan); and (3) actual debt-service transactions.
There are other types of information required, and
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Table I1.1. Information To Be Compiled on Each Instrument

Type of Information

Description

I. Details of Borrowing Instrument

Purpose of borrowing
Agreement date
Type of instrument
Effective date
Type of borrowing
Amount borrowed
Currency of borrowing
Participants
* Borrower
* Implementing agency
* Creditor
* Disbursement agency
* Creditor insurer

Guarantee status
Insured

Economic sector

Use of funds

Il. Disbursements
Disbursement period
Method of disbursement

Expected disbursement pattern/profile

Actual disbursement

I1l. Borrowing Terms
Interest

Commitment fee
Penalty fees
Other fees
Principal

IV. Actual Debt-Service Payments

V. Exchange Rate
VLI Interest Rates

VIl. Debt Restructuring

VIIIL. Financial Derivatives

Descriptive title

Date agreement has been signed

Type of borrowing instrument

Date borrowing becomes effective

Whether single currency or multi-currency or multi-tranche

Original amount borrowed or revised amount after cancellation or enhancement
Original currency, and currencies of disbursement and repayments

Whether government, public enterprises, or private sector

Agency in charge of implementing project

Name and type of creditor (multilateral, bilateral, etc.)

Name, if different from lender

Name and country

Borrowing by public enterprises or the private sector guaranteed by government, and
percentage guaranteed

Whether borrowing is insured by export guarantee agency in creditor country and
percentage guaranteed

Economic sector receiving borrowing

Whether to finance a project, etc.

Period during which disbursement is to take place

Such as direct disbursement or reimbursement

Forecast of how the borrowing will be disbursed
Currencies and amount of each disbursement taking place

Information on interest charged should include:

* Interest type: fixed or variable rate

* For variable rate: specify interest base/reference and margin/spread

* Interest period: dates of payments

* Basis for interest calculation (conversion factor: daily/monthly/semiannual/annual, etc.)
* Months: actual number of days or 30-day month

* Days in interest year (360/365)

Rate levied on undisbursed (full or partial) amount
Charges for late payment of interest and principal
Such as agency fee, management fee, front-end fee

Maturity: repayment period/profile
Type of repayment: bullet, equal or annuity-based, etc.

For each payment (of interest, principal, other charges) made:

* Date, currency,and currency of transaction; amount of transaction in original currency,
currency of transaction, domestic currency, and perhaps U.S. dollar and SDR

For multicurrency borrowing: equivalent amount paid in borrowing currency

Exchange rates on each transaction date for relevant currency vis-a-vis the local currency
Exchange rates for end of period (daily, weekly, month, quarter, year)

Prevailing variable interest rates of base/reference rate used by the creditor for each
interest period

» Changes in terms as a result of debt reorganization, through rescheduling, refinancing
(voluntary or involuntary), write-off, etc.

* Date required:
—Debt concerned; arrears, consolidation period
—Debt-relief terms (debt forgiveness, reschedule)
—Terms for rescheduled debt (applicable interest rate, repayment profile)
—Transactions on actual debt-service payments or for rescheduled debt
—Other transactions from buyback or conversion/swap

* Transactions arising from financial derivatives contracts
Positions measured both in market value and notional amounts in forwards (including
swaps) and options




these are described below (under the heading “Addi-
tional Data Requirements™).

11.7 If the debt instrument is tradable, and nonresi-
dents are allowed by the government to purchase it,
additional information will be required in order to
attribute ownership by residency. This information
may come from a different agency, which is respon-
sible for capturing information on the nonresident
ownership of traded securities. Methods of capturing
information on nonresident ownership of traded
securities are set out in Chapter 13.

Basic Details and Terms
of the Borrowing

11.8 Basic information on each debt instrument
should normally be available from the loan or credit
agreement or related documentation, a copy of
which should be deposited—preferably under legal
statute—with the debt office for all public or pub-
licly guaranteed debt instruments. As well as com-
piling data on the amount committed and the cur-
rency, where possible, details are also required on
the borrower, the creditor and creditor category
(government, bank, multilateral institution, etc.), the
disbursement agency, the implementing agencies,
and the currencies of disbursement and debt service.
Data on the purpose or the end use of the amount
borrowed (institutional sector and use of funds) are
also important for analyzing the sectors that have
benefited from the borrowing, while the guarantee
status of the debt instrument will help assess the
exposure of the government through the extension of
guarantees to other borrowing entities.

11.9 In addition to the above, details on the terms of
the borrowing should also be compiled, especially any
grace period and the maturity date(s), interest rates
(variable or fixed) and any fees that are to be paid, and
the dates for payments of interest and the type of
repayment profile of principal. Information on the
terms allows the debt office to forecast the debt-ser-
vice requirements for each borrowing instrument. In
the case of bonds, information such as the issue price
and the yield would need to be captured as well.

Disbursements

11.10 The debt office will also need to compile
information on disbursements, including actual and

¢ Government and Public Sector Debt Statistics

expected disbursements. From such information, to
the extent possible, accurate projections of debt ser-
vice can be made. Clearly, actual disbursements
affect the total of the undisbursed amounts and, in
many cases, the expected future pattern of disburse-
ment. Data on disbursements can usually be
obtained from project-implementing agencies and
creditors (on an instrument-by-instrument basis or
for groups of instruments).

11.11 Because different types of borrowings can be
disbursed in various ways, the task of compiling dis-
bursement data can be complex. For instance, in the
case of project loans, disbursement can take the form
of advances to the borrowing entity, direct payment
by the lender to suppliers of goods and services, or
on the reimbursement basis after the borrower has
already paid the suppliers. The timing of the dis-
bursement under these methods is different. Under
the advances approach, it is the periodic payments
by the lender to the borrowing government that con-
stitutes disbursement; under the direct payment
approach, it is the moment when the lender pays the
supplier; and under the reimbursement approach, it
is when reimbursements are made to the borrowing
government. The debt office must keep track of
these transactions and reconcile its records at regular
intervals with information maintained by the project-
implementing agencies.

Debt-Service Payments

11.12 All data on debt-service payments need to be
compiled on a regular and timely basis. Information
such as principal repayments, interest payments,
commitment fees, service fees, and other fees and
charges (including penalty fees) will not only allow
the debt office to ensure that payments due are made
on time, but also enable it to track those debt instru-
ments that are in arrears. Debt-service data can be
obtained from statements sent by creditors. For gov-
ernment loans, information can also be provided by
those responsible for making the payments, such as
the accountant general or the foreign payment
department in the central bank. Debt service on pub-
lic enterprises’ debts can be obtained directly from
the borrowing entity or through a unit in the ministry
of finance, which monitors this category of debt.
Data for private debt that is guaranteed by the gov-
ernment can be obtained through a reporting mecha-
nism agreed upon when guarantees are originally
sought.
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11.13 Where the debt office is at the center of the
government’s financial administration and public sec-
tor control system, the debt office itself orders the
payment for budget execution, triggering at the same
time the formal accounting procedures within the
government for public debt service. This framework,
known as an Integrated Financial Management Sys-
tem (IFMS), is frequently implemented in projects
financed by the World Bank, or other regional devel-
opment banks, through loans for modernization of the
public sector. This interface with the budget execution
is not only on the expenditure side—that is, debt ser-
vice—but also on the revenue side; when a deposit in
the treasury accounts is made from the proceeds of a
debt instrument, the debt office alerts the budget and
the treasury of the availability of resources.

Additional Data Requirements

Exchange rates and interest rates

11.14 Given that debts can be contracted in various
currencies, it is important that the debt office col-
lects and maintains information on the relevant
exchange rates for all currencies in which borrowing
has taken place, and those related to financial deriva-
tives contracts in foreign currency. This information
should be compiled on a regular basis, including for
dates on which transactions have occurred and for
end-periods (month, quarter, year, and, for certain
short-term instruments, perhaps weekly). This is
necessary because the disbursements and the debt-
service operations should be recorded in the original
currency, the currency of transaction (if different
from the original one), and the domestic currency.
For those instruments bearing variable interest rates,
all relevant base rates should be compiled for each
interest period, thus enabling the debt office to pro-
ject the debt-service requirements with respect to
these instruments. If data on exchange and variable
interest rates are to be compiled on a daily basis, it is
highly convenient to have a specialized computer-
ized service on-line to obtain this information.

Changes in debt instrument amounts
and debt restructuring

11.15 Information on any changes to individual
debt instruments such as enhancements or cancella-
tion of the amount, or a reorganization of the debt
through rescheduling, debt forgiveness, refinancing,
or prepayments should also be compiled. Indeed, in

this Guide a change in the terms of a loan agreement
results in a new instrument being created. For
instance, for countries that have completed the Paris
Club round of discussions, all relevant information
on the restructuring provided in the Agreed Minute,
the bilateral agreements, and billing statements (with
respect to rescheduled debt) should be compiled.
Similarly, information on debt reduction given
through discounts on debt buybacks should be main-
tained. Debt office representation at the negotiation
processes would help ensure that this kind of infor-
mation is correctly recorded.

Data on financial derivatives transactions

11.16 Though financial derivatives are not debt per
se, they have implications for debt management. For
those countries where borrowers use financial deriv-
atives to manage their risk exposures, data on trans-
actions arising from these contracts should be
compiled and recorded, as well as positions on out-
standing contracts, in both market value and notional
amounts. Because financial derivatives can create
additional external liabilities, their market value
needs to be monitored on an ongoing basis. Any
direct increase in debt-service costs arising from
hedging using financial derivatives (for example,
commission expenses) should be registered.

How Should Information Be Stored?

11.17 A debt office should store information in an
efficient and comprehensive computer-based debt-
management system (CBDMS) that can undertake a
number of tasks and so support both operational and
policy functions. Table 11.2 sets out the typical tasks
that a CBDMS should be able to undertake. A good
CBDMS can also be used to store and retrieve infor-
mation on private sector external debt.

How Can the Debt Office
Validate Data?

11.18 Data validation is essential in ensuring the
compilation of reliable, comprehensive, and timely
external debt data that are essential for the manage-
ment and formulation of a country’s micro- and
macroeconomic policies and strategies. For this rea-
son, the Guide recommends that procedures be put in
place at various stages of the data compilation and
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Table 11.2. What a Computer-Based Debt-Management System (CBDMS) Should Do

Task

Requirements

Debt recording [loan-by-loan]

Debt reporting [loan-by-loan
and on aggregate basis]

Debt analysis

Linkages with other packages

A CBDMS should be able to maintain a comprehensive inventory of loan information:

* Records of loan agreement details—loan title, borrower, creditor, amount, currency, purpose,
sector, conditions attached, creditor bank, other parties, etc.

Records of loan terms—effective date, final maturity date, conditions preceding effectiveness,
disbursement pattern, commitment fees, interest rate, other fees, repayment profile, prepayment
conditions, other loan development details, etc.

Records of actual disbursements—i.e., records of actual loan drawdowns

Records of actual debt-service payments—commitment charges, interest payments, principal
payments, agency/management fees, other loan charges

Records of debt-related data—exchange rate, interest rate, and macroeconomic variables
Support day-to-day debt operation functions-ensuring that payments due are paid in time,
monitoring arrears, and following up on delays in loans disbursement that can lead to undue
payment of commitment fees

A CBDMS should be flexible enough to produce a variety of debt reports that meet the
requirements of users both within and outside the country:

Summary reports showing basic details of individual loans or group of loans based on any possible
selection criteria

Summary reports on loan utilization rates—for single loans, groups of loans, or entire loan portfolio
Reports on debt stock based on selection criteria such as currency composition, creditor
composition, maturity structure, etc.

Reports on debt-service profile (historical and forecast) based on selection criteria—for example,
debt service falling due to specific creditors or group of creditors within a given period, debt
arrears, etc.

Reports for direct use in the balance of payments statistics, IIP framework, Government Finance
Statistics, International Finance Statistics, and Global Development Finance Statistics, etc.

A CBDMS should be able to perform basic debt analysis:

Portfolio analysis—to carry out sensitivity tests to determine, for example, effect of variation in
exchange rates and interest rates on future debt-service profile

Analysis on the impact of new loan offers—test the impact of new loan proposals on the debt-

service profile

Analysis of the impact of debt-rescheduling or refinancing proposals on the debt-service profile
Using macroeconomic data to compute standard debt indicators—in both nominal and present-
value terms

Compute the grant element of loans as well as the present value of debt

Perform basic economic simulations using macroeconomic data

Allow debt managers to use risk-management techniques

A CBDMS should be flexible enough to interface with other systems:

* Export debt data electronically to commonly used applications such as Excel and Lotus
spreadsheets

* Provide linkages to other systems for specific analysis/reporting—such as the World Bank DSM
Plus and Debtor Reporting System

* Import data such as exchange rates and interest rates from external sources

* Interface with integrated financial management systems (IFMS).This is a paramount utilization of
the CBDMS, playing the role of public credit module, in complement to the budget, treasury, public
accountancy, and cash-flow for the public sector

recording process to ensure that all data captured are
properly validated and reconciled with other data
sources. Although data provided to and supplied by
the different institutions and departments—both inter-
national and domestic—should be checked for mutual
consistency, these data may not be identical. But the
data validation process should ensure that where dif-
ferences do exist, the underlying factors for the differ-
ences are identified and explained to users of the data.

11.19 Among the various procedures and actions

that can be followed are:

* Verification by supervisors of data extracted from
debt instrument agreements, other documentation,
and statements and recorded in data entry sheets;

» Systems that have built-in validation procedures to
check for inconsistencies at the time of the record-
ing of the information in debt recording and man-
agement systems;
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* Description of procedures for treating different
types of debt and their components, including
sources of data in a Debt Procedures Manual—a
“how-to” manual that accumulates knowledge and
passes on experiences;

Periodic reconciliation of data obtained from one
source with other sources of information—for
instance, data on debt-service payments can be
checked with records kept by the foreign payment
department in the central bank; loan balances
could also be verified with creditors and debtors
on a regular basis;

* An audit mechanism that is consistent with the
general rules of public finance control.

Appendix: Functions of the
Government Debt Office

11.20 Effective debt management by a government
involves seven basic functions (Table 11.3): policy,
regulatory, resourcing, recording, analytical, control-
ling, and operating (including active portfolio man-
agement). The policy, regulatory, and resourcing

Table 11.3. Some Recommended Functions of a Debt Office

Public Debt

Private Debt

Functions External

Domestic (depending on economy)

Policy and regulatory Institutional arrangements for
borrowing, disbursements, and
debt service, including laws and
regulations as well as policy for
public guarantees

Establish debt sustainability
standards

Policy Framework for
Contingent Liabilities
Determine borrowing needs,
desired terms, borrowing
sources

Recording and operations * All needed information flows
are in place in order to gather
the necessary data to cover

all information needs for
operations and decision making
Ensure appropriate budgetary
provisions are made for debt
and debt-service contingent
liabilities and the planning of
reserves for externalization
Checking invoices and ensuring
debt service paid on due dates
Managing disbursements
including claims for
reimbursements

For commercial market
borrower, the whole range of
activities pertaining to market
participation and penetration

* Formulating debt-management ¢
objectives and strategy

Decisions on volume, type of
instruments, timing, frequency,

and selling techniques

Where feasible, development
of a benchmark debt structure
Communication linkages
within government/cabinet/
parliament

Fixing borrowing ceilings
according to budgetary and
fiscal policy goals

Determine the policy relating
to private borrowing (external)
(dependent on nature of
exchange regime and capital
account liberalization)
Establish sources and
institutional arrangements for
monitoring private debt, short
and long term

Policy Framework for
Contingent Liabilities

Primary market

* Organize distribution channels
and selling procedures

* Management of debt operations
including auctions, subscriptions,
etc.

* Institutional arrangements for
contacts with market

Where government fully
responsible for foreign
exchange reserves, perhaps
take account of the debt-
servicing needs of private
sector debt in deciding on the
level of foreign reserves

Secondary market

 Active management of
government outstanding portfolio

* Development of debt and liquid
markets

* Institutional arrangements for
intervention and contacts with
market

Redemption

* For both new and old issues,
administration of delivery and
redemption of securities

Recording arrangements

* Recording system for debt
operations

* Management of records of debt
holders/stock

* Servicing of government debt
and its linkage to budgetary
execution

* Administration of register of
government debt instruments
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Public Debt

Functions External

Domestic

Private Debt
(depending on economy)

Statistical/analytical Maintain timely and
comprehensive data on loan-by-
loan basis (forecast and actual)
of commitments, disbursements,
debt service, arrears (held for

a computerized management
system)

Generate periodic reports

Monitor debt indicators and
other performance criteria to
ensure debt sustainability
Undertake analysis of debt
portfolio in a macroeconomic
framework and IIP framework
Analyze database for debt
restructuring including
rescheduling

Undertake analysis for the
purpose of risk management,
especially exchange risks and
other market risks

Controlling/monitoring

Active portfolio management * Active monitoring of risks (interest rate, exchange rate, and

counterparty risks)

Continuous market analysis
Constant innovation

.

)

.

¢ Maintain timely and
comprehensive data on all
borrowing instruments

* Generate periodic reports

Projecting government borrowing

requirements in context

of fiscal and monetary targets
and sustainable levels of debt
Evaluate cost of borrowing
(yields) of various instruments
Control that the yearly ceilings

.

Maintain timely and
comprehensive data (including
short-term debt) on a loan-by-
loan basis, as practicable, from
various sectors such as bank,
nonbank, etc. (this function might
be undertaken by a statistical
agency)

Generate periodic reports

Monitor debt levels,
nonperforming loans, and other
liabilities bearing systemic risks
Monitor relevant debt
indicators and other
performance criteria to ensure
debt sustainability

are respected

Performance measurement using benchmark or other yardsticks

Ensure effective risk
management is encouraged
Monitor systemic risk through
prudent bank supervision

Set standards for transparent
and reliable corporate
disclosure

functions (known as the executive debt-management
functions) are undertaken at a very senior level, i.e.,
Board of Ministers or a subset of it, and as such
might be viewed as establishing the “rules of the
game” by the highest levels of government. Hence,
direction and organization are given to the whole
debt-management system. Once this framework has
been decided upon, it is the government debt office
that undertakes the other operating functions, imple-
menting and executing the set of agreed “rules of the
game” mainly through the controlling/monitoring
and the controlling/coordinating functions.

11.21 Policy, regulatory, and resourcing. These
functions deal with the formulation of debt-manage-
ment objectives and strategy including the setting
up of debt sustainability levels. A strategy may, for
instance, impose statutory limits or overall guide-
lines on how much borrowing can be done by the

public sector and/or by the economy as a whole,
which in many cases is approved by the parliament.
These functions also cover the institutional arrange-
ments that govern the determination, raising, and
disbursement of funds, and the related debt service,
as well as the application of laws and regulations
that govern debt management at the policy and
operational levels. The resourcing function ensures
that the recording, analytical, controlling, and oper-
ating functions pertaining to public debt manage-
ment are performed by qualified staff and involves
recruiting, hiring, motivating, training, and retain-
ing staff.

11.22 Recording, analytical, and operations. The
recording function deals with the recording frame-
work for all relevant debt-management information
and with those activities related to the raising of
loans, the budgetary and reserves provision of debt-
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Figure 11.1. Organizational Chart of a Government Debt Office
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service payments, and the servicing of debt. The
analytical, or statistical, function utilizes the infor-
mation provided by the recording function. At the
aggregate level, the analytical function involves
macroeconomic analysis to explore the various
options available, given economic and market condi-
tions, and determining the future structure of the
external debt. The operating function involves nego-

tiation, utilization of loan proceeds, and the servic-
ing of debt.

11.23 Controlling/monitoring and controlling/coor-
dinating. The monitoring function covers the entire
range of activities involved in the maintenance of
debt statistics and their analysis. This function helps
ensure that policy objectives are realized and assists



in the determination of debt-management policies.
The controlling/monitoring function must ensure,
among other things, that the terms of new borrow-
ings fall within the guidelines set by the senior level;
that funds are being utilized on time and appropri-
ately; and that repayments are made according to
schedule. At the aggregate level, the controlling/
coordinating function is essential in ensuring that
operational debt management is in accordance with
executive debt-management actions (that is, the pol-
icy and regulatory functions performed at the most
senior level).

11.24 Active portfolio management. This function
covers the day-to-day active management of the debt
portfolio. This function takes into account market
developments, such as in interest rates and exchange
rates, which affect the portfolio in terms of desired
performance and risk. Formally, active portfolio
management pertains to the operations function, but
given its specificity it is best to consider this work
separately.

11.25 The location and organizational structure of a
government debt office (typically referred to as a
debt-management unit) will vary among countries.
The differences between developing and developed
countries are due to the differences in sources of
financing. That is to say that the organizational
structure is different if the country is mainly a bor-
rower of International Development Association

¢ Government and Public Sector Debt Statistics

(IDA) funds or if the country is issuing bonds in the
international financial market.

11.26 For most developing countries, the debt-
management functions are not assumed by a single
office but dispersed across several institutions. A
schematic representation of these functions can be
found in Figure 11.1. A common structure has a
debt office in the ministry of finance, focusing on
public domestic and external debt, with the central
bank overseeing private debt, and often taking on
the operational functions related to government debt
as its financial agent. Ministries of planning and
finance and the central bank each make economic
forecasts that provide the framework for debt man-
agement. A high-level coordinating committee
steered by the ministry of finance (or the prime min-
ister’s office or a ministry of economic coordina-
tion) takes charge of debt strategy and policy, which
should be embodied in the overall macroeconomic
targets. In some developed countries, however, an
independent government debt office conducts debt
operations based on objectives set by the govern-
ment as part of asset-liability management opera-
tions. Ireland, New Zealand, Sweden, and the
United Kingdom have set up such structures that
delineate separate objectives for debt management
and monetary management. No matter what the
structure, each country should have a transparent
framework for the efficient conduct of all debt
office functions.
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12. Banks and Other Sectors’
External Debt Statistics

Introduction

12.1 In circumstances where controls on foreign
borrowing are still in place, it is possible for the cen-
tral bank to compile information on private sector
borrowing from information provided by borrowers
for regulatory purposes, such as when they seek
approval for foreign borrowing. Also, commercial
banks might well be required to report on foreign
transactions of their private sector clients. However,
as liberalization of financial transactions proceeds,
and such information becomes less readily available,
there is a need to develop methods of collecting data
on private sector debt through other means. This
chapter considers the collection of these data from
banks and “other sectors” when financial transac-
tions are liberalized. The measurement of external
debt in the form of traded securities is covered in the
next chapter.

12.2 From the standpoint of compiling external debt
data, information collected at the level of the individ-
ual debt instrument provides the statistical agency
with the greatest flexibility in meeting user require-
ments. Provided that sufficient detail on the charac-
teristics of the instrument is supplied, potentially var-
ied combinations of characteristics of external debt
could be produced as users request (the method by
which the compiling agency stores the information
supplied could limit the possibilities). Also, instru-
ment-by-instrument detail supports detailed quality
checks. However, some compilers may find that it is
only realistic to ask respondents to supply aggregate
data. If so, the design of the survey form is particu-
larly important because it needs to endeavor to meet
all foreseeable data needs—it is unlikely that the
form can be changed very frequently, not least
because respondents will develop systems to compile
the required information—and incorporate quality-
control features (for example, cross-checks on the
form itself or with related data collections). If the sur-
vey form is too complex, there could be a negative

impact on quality as respondents may have difficulty
supplying the required information.

12.3 It is recognized that for compilers, compiling
comprehensive data for the private sector presents a
greater degree of difficulty than for the public sector.
Problems can arise from the limitations inherent in
the available information sources. For instance, data
on arrears may not be readily available from balance
sheet reports, nor data for a debt-service schedule.
Also, it may be difficult to monitor certain sectors of
the economy, such as the household sector. In all
such instances, the importance and relevance of the
data needs to be weighed against the likely costs of
collection, and, where appropriate, alternative
sources and methods used to produce data of an
acceptable degree of accuracy and reliability (for
example, data from creditor sources).

Banks

Reporting of Debt

12.4 An important source of information on exter-
nal debt is the banking sector. Banks are closely reg-
ulated in nearly all countries—and so are usually
identifiable to the statistical agency—and have to
report balance sheet data to central banks or regula-
tory agencies both for supervisory and monetary
policy purposes. These reports can be a major source
of information on the outstanding external debt of
banks. External debt includes deposits of nonresi-
dent banks with domestic banks, deposits of other
nonresidents with domestic banks, and other exter-
nal liabilities, such as bonds and notes, and other
debt securities owned by nonresidents and issued by
domestic banks. Domestic banks include resident
branches of foreign-owned banks.

12.5 It is essential that the reporting requirements
that the central bank agrees with the commercial
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banks take account of the need for data on external
debt. When changes in bank reporting are being con-
sidered, a task group could be formed that includes
relevant statistical experts on external debt and other
external statistics. In particular, attention must be
paid to how external liabilities (and assets) are
defined, and the external debt, and balance of pay-
ments, concept of residence (and not nationality or
currency) should be used to determine what is an
external liability or asset.

12.6 However, balance sheets typically do not con-
tain sufficient detailed information on the maturity
of loans and deposits; and additional information is
required to calculate the debt service payment
schedule for the banking sector.! This is best
achieved by obtaining and using information on
individual external debt instruments. When these
data are not available to the compiling agency, and
depending on the type of debt liabilities, the com-
piler can estimate projected interest costs using posi-
tion data and appropriate representative interest
rates, but some indication of a payment schedule is
required for projecting principal payments.

Offshore Banks

12.7 Data on the external debt of “offshore banks”
should be collected and included in the gross exter-
nal debt position. Some compilers argue that banks
that are treated as “offshore” under exchange con-
trol and other regulations should be excluded from
the coverage of external debt statistics because the
banks borrow from and lend to nonresidents. In
other words, debt of such “offshore banks” does not
relate to developments in the domestic economy
and should be excluded. However, even if netting is
legally binding in the jurisdiction of one country,
legal actions by third parties may prevent the local
banking institution from enforcing its right of off-
set. Thus, if the loans of offshore banks become
unrecoverable, these banks still need to find the
resources to meet their debt obligations. Nonethe-
less, as noted in Chapter 2, in some economies sep-
arate identification of the gross external debt (and
external assets) of resident “offshore banks” and
other “offshore entities” is necessary because of the

IExamples of the type of disaggregated information that could
be collected from a balance sheet are set out in IMF (2000d),
Monetary and Financial Statistics Manual (see, for instance, Box
7.1, p. 76).

potential size of their liabilities relative to the rest of
the economy.

Other Issues

12.8 In addition to their on-balance-sheet liabilities,
the compiler could consider collecting data on out-
standing guarantees given by banks. Banks do guar-
antee debts of private nonfinancial sector borrowers,
and while not external debt of the banks, but rather
the debt of other sectors, there is analytical interest
in data on guarantees. Although data on bank guar-
antees most likely will cover only part of the private
sector’s external debt, these data may be helpful in
cross-checking data provided by other sectors.

12.9 Central government and public enterprises
sometimes borrow from resident banks instead of
directly from foreign lenders. The loans may be
denominated in foreign currency, and the ultimate
borrower, not the commercial bank, assumes the
exchange risk. There is potential for double counting
if the government reports the foreign currency loan
as an external liability along with the bank. If the
bank borrows externally, it is the bank not the gov-
ernment that has the external debt.

12.10 Also, other private sector entities may borrow
foreign currency from resident banks, particularly if
the nonbank private sector is not allowed to borrow
directly abroad (so that the authorities have close
control over capital flows). In these cases, the com-
piler has two sources of information: the private non-
bank entity (perhaps from exchange control forms),
and the reports of the bank. The preferred source is
the bank because the bank has the external debt, and
bank records are normally more comprehensive.

Other Sectors

Enterprise Surveys

12.11 When no comprehensive exchange controls
exist, data on loans and other external debt of other
sectors are best obtained through a periodic survey of
those enterprises (including nonbank financial insti-
tutions) that are involved in external transactions.?

2IMF (1995), Balance of Payments Compilation Guide, pro-
vides practical advice on model survey forms for the compilation
of balance of payments and IIP data.
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The accumulation of transactions data from the
balance of payments, together with valuation adjust-
ments, is commonly used to estimate position data
between position surveys. The appendix to this chap-
ter provides the methodology for such calculations.

12.12 To ensure good coverage of cross-border
activity, it is necessary to develop and maintain a
register of nonbank enterprises that have or could
have significant cross-border assets and liabili-
ties. Without a good register, serious discrepancies
from reality could arise. Enterprises might be
identified from customs forms—it seems likely
that such entities will be involved in trade credit
transactions—and/or from balance of payments
reports, such as through a system that relies on bank
reporting of individual transactions, and/or by the
regulatory authorities, such as information held by
foreign investment or monitoring boards. In Chapter
14, the practice of the Australian Bureau of Statis-
tics is described, and this provides more ideas on
how to develop a register, including the use of infor-
mation from industry associations, newspaper
articles, etc.

12.13 In developing a register of enterprises to
approach, it is vitally important that the work be
coordinated with the agency that has the responsbil-
ity for the national accounts, as well as the balance
of payments compiling agency. Not only will bal-
ance of payments and national accounts compilers
be interested in information on external liabilities,
the national accounts compiling agency may already
have developed a centralized national register of
reporting entities and be collecting some of the
information required. Alternatively, registers may
have been developed in different agencies for partic-
ular sectors—for example, manufacturing enter-
prises, banks, etc.—and a register for external debt
purposes may be built up by conducting an
“exploratory” survey of all these enterprises, in order
to identify those that have external positions.

12.14 In determining the reporting population, vari-

ous approaches are possible:

e Census: Including in the survey all members of the
population;

* Partial coverage collection: Including in the sur-
vey all enterprises above a certain threshold mea-
sured in terms of their dimensions (for example,
nominal capital) or other variable (for example,
significant cross-border activity);

* Random sample: Including in the survey enter-
prises that are preferably selected according to rig-
orous sampling procedures, with the results
“grossed” up for the whole population; and

e Stratified random sample: A procedure that groups
population components according to the size of
selected activity so that enterprises within different
strata have different probabilities of selection. Usu-
ally, this is a combination of the partial coverage
and random sample options but is more sophisti-
cated and might produce a high level of coverage
while remaining relatively cost-effective.

12.15 It is usually preferable to approach enter-
prises that engage in a number of activities at the
group level because they may have a central organi-
zation that handles the external financing transac-
tions of the group. Also, approaching the enterprise
at this level reduces the workload for the compiler.
However, if external financing transactions are han-
dled by several centers in a group, and/or the group
covers more than one type of institutional sector (for
example, a bank and a nonbank enterprise), arrange-
ments should be made to collect data from each cen-
ter, in consultation with the enterprise.

12.16 A survey of nonbank enterprises should cover
loans from nonresident banks, securities issued
abroad (both long- and short-term), trade credits,
and other external liabilities. If the information on
debt instruments is provided on an instrument-by-
instrument basis, details collected could include
name of lender, country and type of lender, currency,
amount outstanding, start date of contract, due date
of contract, scheduled payments of principal, inter-
est payments, put options, and relationship between
borrower and lender. Similar information could be
required for securities, although the identity of the
lender may be unknown to the borrower. Although
this information is detailed, it should be readily
available to the entity for its own accounting pur-
poses and, in most instances, should be public
knowledge. Also, if possible, it is preferable to col-
lect liability and asset data together on the same sur-
vey form, not least because the balance-sheet
approach introduces a consistency in its own right,
while the development of external debt within an IIP
statement, among other things, would focus atten-
tion on external assets as well as liabilities.

12.17 When developing survey forms, writing very
clear reporting instructions is an essential but not
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easy task—different respondents must be clear about
what types of transactions they should report. The
overwhelming evidence from compilers is that
report forms and instructions should be kept as sim-
ple as possible. Practical experience invariably
shows that where compilers complicate the form and
the instructions, perhaps to collect that extra bit of
detail, the compiler is disappointed with the infor-
mation received. Reporting instructions must be
clear on concepts, on what is to be reported, and on
who can be contacted at the statistical agency,
together with telephone and fax numbers and e-mail
addresses, in the event of the respondent having a
question about the reporting requirements.

12.18 The compiler is advised to undertake form
testing—that is, finding out from a sample of
respondents whether the instructions are clear and
workable before they become operational. Also,
seminars and workshops explaining the reporting
requirements for respondents are of value to both
respondents and the compiling agency, and are
encouraged by the Guide. On an ongoing basis, the
maintenance of an electronic register that keeps
track of respondents who have called and when, who
was the contact person, their phone number, etc., is
information that helps ensure a well-run statistical
operation. Through such a register, corporate mem-
ory at the statistical agency can be developed.

12.19 Even so, private nonbank entities may be
more reluctant than banks and the government to
report to the compiling agency. How can they be
“encouraged?” There are at least three important
steps that can be taken.

* As mentioned above, there should be legal back-
ing for the surveys, so that as a last resort the com-
piler has some means of redress if the respondent
proves unwilling to report. However, this legal
backing must make clear that any data supplied
will be used only for statistical purposes, and this
statement must be honored in letter and spirit by
the compiling agency. Nonbank respondents may
well be reluctant to supply data if they believe the
data will be shared among other agencies.

e Other elements of government that have a policy
interest in external assets and liabilities should be
made aware of the reporting needs and encouraged
to promote the need for good reporting whenever
possible when dealing with private enterprises.
Better data helps promote better-informed policy-
making. In other words, the authorities should

build the idea of good reporting into their policy
objectives in this field. Often, those with policy
responsibilities have access to senior officials in
private entities and so can deliver the message of
good reporting at a more senior level than might
be available to the statistical agency.

* The compiling agency along with other agencies
responsible for statistics should encourage a “cul-
ture of reporting.” This is not easily achieved in a
short time period and should not just cover exter-
nal debt data, or the private nonbank sector. Steps
to encourage a culture of reporting include meet-
ing potential respondents and discussing issues of
concern; developing report forms that as easily as
possible fit in with management reporting systems
and are not overly complex; and disseminating and
promoting the final output in a transparent manner.
If data are captured and compiled in an efficient
manner and the output is seen to be important, pri-
vate sector respondents are more likely to report.

12.20 Even if data are supplied, how can they be
confirmed to be reliable? First, if data are supplied in
a balance-sheet form this adds a degree of consis-
tency in its own right. Also, if a publicly quoted com-
pany supplies data, published accounts from the
company are likely to be available against which data
can be checked.? Second, wherever possible data
should be cross-checked with other sources. For
instance, transactions data can be compared with
changes in position data if different sources are used.
Net borrowing data from income and expenditure
accounts, or profit and loss accounts of companies,
can be compared with the buildup of net financial
assets and liabilities because the two are interrelated.
Income data could be compared with position data to
see whether the implied rates of return on liabilities
and assets are realistic. Data on nonbank liabilities to
foreign banks could be cross-checked with the inter-
national banking statistics from the BIS, although
conceptual differences between BIS and national
data need to be taken into account.* Some economies
may make periodic requests to creditors to verify the
status of loans that they have extended to organiza-
tions in the country, but nonresident creditors may be

3Because accounting standards do differ in some respects from
statistical standards, this approach may provide a broad rather
than close check.

4See the case study for Chile in Chapter 14 and the BIS report
Comparison of Creditor and Debtor Data on Short-Term External
Debt (2002).
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unwilling to provide information to foreign govern-
ment agencies when private debtors are involved.

Other Approaches

Direct reporting companies

12.21 A variation of the enterprise surveys men-
tioned above is the establishment of so-called direct
reporting companies (DRCs). DRCs are intended to
constitute a representative sample of companies
involved in cross-border activity, and to report on a
regular and frequent basis to the compiling agency
on transactions and positions with nonresidents. This
approach, derived from an exchange-control-type
administrative system, could be appropriately devel-
oped in a partially liberalized environment. In some
countries, DRCs are divided into “general” and “par-
tial” direct reporting companies.

* General direct reporting companies (GDRCs) are
companies or groups of companies, the volume of
whose cross-border transactions exceeds a certain
threshold in a given period. For GDRCs, with the
exceptions of certain portfolio investment transac-
tions (see below), all cross-border transactions are
covered in the reports to the compiling agency,
including flows via foreign accounts and netting.
There may be no threshold for the items to be
reported. The reports may give details of the cur-
rency, amount, economic nature, and geographical
breakdown of the transactions. The reports of
GDRCs may not include flows/positions concern-
ing portfolio investment cash management and
investment income when these transactions are
conducted through resident commercial banks.
Instead, these types of transactions/positions are
reported by the domestic commercial banks
involved in the particular transactions. However, if
these transactions are carried out or held directly
via foreign accounts, they remain under the
responsibility of the GDRC in question to report,
because the GDRC is the only domestic entity
aware of these transactions/positions.

e Partial direct reporting companies (PDRCs) are
companies that hold accounts abroad or participate
in an international netting arrangement through
which payments are made or received. These com-
panies are subject to direct reporting requirements
when the monthly total of incoming and outgoing
payments through the accounts exceeds the agreed
threshold. The reports of PDRCs are similar to
those of the GDRCs, but they cover only flows/

positions via their foreign accounts and changes of
position within these accounts. Other transac-
tions/positions between PDRCs and nonresidents
are reported by the resident banking sector.

Registers of external loans

12.22 Some external debt compilers use so-called
registers of external loans to obtain data on loans
received by the nonbank sector. These data, usually
collected for exchange control purposes, allow mon-
itoring of both loans from nonresidents and nonmar-
ketable securities issued to nonresidents. If the
exchange controls are abolished, the administrative
accounting documents created for that purpose
might be transformed into reporting documents for
statistical purposes. The figures obtained from this
source usually cover both loans between related
(parent companies and affiliates) and nonrelated
companies, and financing obtained through interna-
tional bonds and notes, commercial paper, and other
issuance programs.

Monitoring Short-Term Debt
and Trade Finance

12.23 Monitoring short-term debt—that is, loans
with an original maturity of one year or less—is of
great importance because high levels of short-term
debt can make an economy particularly vulnerable
to shifts in market conditions and, in the case of
trade credits, can have an important impact on real
economy activity.> However, monitoring such liabil-
ities is a complex process, not the least because there
are many small transactions and many participants.
In particular, if foreign trade is large relative to total
production, there are likely to be many enterprises
that receive foreign short-term credits.

12.24 Short-term loans and trade finance could be
covered by the kind of enterprise surveys, and other
approaches, discussed above. While collecting data
on a loan-by-loan basis has some advantages, infor-
mation on private sector short-term debt is likely, for
practical reasons, to be compiled only in aggregate.
Because of the sheer number of transactions
involved and their short maturity, information on

5As was seen in some Asian economies in 1997-98, a sudden
restriction on trade credit finance can depress imports, impacting
on the production process and the level of exports when these
activities have a high import propensity.
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short-term debt may not necessarily be easy to com-
pile on a transaction-by-transaction basis for all cat-
egories of short-term debt.

12.25 Also, policymakers may require more up-to-
date detailed information so that the short-term
financing position of the economy can be closely
monitored. For banks, this might include daily or
weekly reports covering interbank lines—the
amount, the confirming bank, etc.—because these
lines are the core of external funding and sensitive to
changes in perceived credit worthiness. Also, key
borrowers might be asked to prepare monthly posi-
tion reports on trade finance covering amounts, cur-
rency, counterpart country, and sector.

12.26 An alternative approach for those countries
with balance of payments compilation systems that
rely on banks’ reporting of individual transactions is
to estimate the stock of trade credit debt by accumu-
lating the transactions to the existing position data,
taking account of exchange rate fluctuations. How-
ever, the main drawback of this approach is that
banks may not identify trade credit accurately, or its
coverage may not be comprehensive. For instance,
new extensions of trade credit for importers might be
better identified by banks than repayments of that
credit, leaving trade credit stocks artificially high.6
Also, the recording of cross-border merchandise
trade financed through direct credit between impor-
ters and their suppliers might be missed because it
involves no payment transactions. Although compar-
ing the level of imports recorded by customs with
the import payment figures recorded through bank
reports might get around this latter problem, there
would be a need to ensure that the customs and the
banks are taking a consistent approach to classifying
and recording imports.

12.27 In the gross external debt position, trade
financed or intermediated—such as through the dis-
counting of bills—by a bank is not classified trade
credit but rather as a loan or short-term security.
However, Chapter 7 provided a table for the presen-
tation of all trade-related credit because of its impor-
tance for the real economy.

6To counter this problem, some countries have developed their
systems such that repayment of trade credit is assumed after a cer-
tain period of time (for example, three months). Any such
approach should be supported by periodic direct surveys of trade
credit positions.

Financial Derivatives

12.28 In the external debt statement, positions in
financial derivatives should be recorded on a gross
basis and valued at market prices. However, at the
time of the preparation of the Guide, few countries
had a system for measuring financial derivatives
position data. Furthermore, in some countries the
statistical recording of positions in financial deriva-
tives is hampered by the existing accounting rules
for banks and enterprises that do not require finan-
cial derivatives positions to be recorded on-balance-
sheet and valued at market prices.

12.29 In some countries where information on
stocks is available, it is based on regular reports from
the largest players, particularly the banking sector.
Indeed, available information indicates that deriva-
tives markets are highly concentrated, and so a sur-
vey of the major banks and investment houses,
which includes information on the counterparties to
their derivatives positions, along with the major
enterprises that borrow abroad, might cover a con-
siderable amount of resident activity in financial
derivative instruments. Given the complexities
involved, when developing a financial derivatives
survey, it is strongly recommended that it be coordi-
nated with those responsible for other macroeco-
nomic data series that also require information on
financial derivatives. Also, it is important that data
on market value of positions are collected, since the
market value determines the asset or liability posi-
tion of the financial derivatives contract. Chapter 7
includes tables that present the nominal or notional
positions of foreign currency derivatives, and, if sig-
nificant, interest rate derivatives. These data could
also be collected.

12.30 By way of example, in a survey of financial
derivatives positions the types of analytical detail
that compilers might consider collecting include:

* Product category: Forwards (including futures and
swaps) and options;

* Risk category: Exchange rate, interest rate, and
other risk (perhaps, if significant, disaggregated
into commodity, credit, and “other”); and

e Counterparty information: General government,
monetary authorities, banks, other financial insti-
tutions, other residents, and nonresidents.

12.31 While the Guide does not explicitly recom-
mend the collection of data on the notional or nomi-
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nal value for all risk types of financial derivatives,
such information can be of analytical value. For
instance, the nominal or notional amount provides
some indication of the size of the risk transfers
underlying financial derivatives instruments, while,
as a quality check, the ratio of market to nominal
value that is reported could be compared with the
“normal” ratio derived from the BIS’s semiannual
statistics on the open positions in the global over-
the-counter (OTC) derivatives market.

12.32 The BIS semiannual derivatives data were
introduced in June 1998.7 They cover the notional
amounts and gross market values outstanding of the
worldwide consolidated OTC derivatives exposure
of major banks and dealers in the G-10 countries,
with four main categories of market risk reported:
foreign exchange, interest rate, equity, and com-
modities. Because they are not residence-based, the
direct usefulness of the BIS data in the compilation
of residence-based statistics is limited. Nonetheless,
the BIS data do provide a good indication of the rel-
ative size and importance of different types of deriv-
atives instruments, and, as mentioned above, of the
relationship between market and notional amounts.

Direct Investment

12.33 The external debt statement includes informa-
tion on liabilities of resident direct investment enter-
prises to foreign direct investors, and of resident
direct investors to their foreign direct investment
enterprises. Measuring direct investment activity is
an integral element of balance of payments and IIP
statistics. Many economies take a particularly close
interest in direct investment activities because of the
benefits this activity is perceived to bring to the
economy. Thus, it is recommended that in compiling
external debt, use be made of the information on
direct investment in the balance of payments and
IIP.8 Care must be taken to avoid double counting of
securities, or other debt, in both direct investment
and their instrument category. Direct investment
takes precedence; for example, a bond issued by a

7A regular press release on these data is available on the Inter-

net, at the BIS website, http://www.bis.org/statistics/index.htm.

8In 2001, the IMF and OECD updated a survey of data availabil-
ity, data sources, compilation practices, and methodology used to
compile FDI data. The metadata for 56 individual countries and
cross-country comparison tables are available on the IMF’s web-
site at http://www.imf.org/external/np/sta/di/mdb97.htm.

resident direct investment enterprise and owned by
its foreign direct investor is classified under direct
investment rather than under debt securities (that is,
equivalent to portfolio investment in the balance of
payments).

Household Sector

12.34 Obtaining data on the external debt of the
household sector is difficult. In many economies, the
household sector will focus its borrowing on resident
financial institutions, not least because of familiarity.
However, with modern forms of communication and
their ability to advertise products across borders,
borrowing from abroad might become more preva-
lent. One method of collecting information might be
to include foreign borrowing questions in a house-
hold survey of expenditures, income, financial
assets, and liabilities.

12.35 For countries that rely on a bank reporting
system, specific procedures are sometimes set up to
capture data on cross-border asset and liabilities held
by residents with nonresident financial institutions,
since these positions are not covered by the resident
banks’ reporting. Under these procedures, all house-
holds are obliged to report such positions to the cen-
tral bank on a regular basis (monthly, quarterly, or
annually). Also, transactions settled through these
accounts abroad are to be reported by households,
with the frequency and detail of individual reporting
dependent on the scale of the activity undertaken.

Appendix: Estimating Position Data
with Transactions Information

12.36 Changes in positions between end-periods are
accounted for by up to four factors: transactions;
changes in the price of debt instruments; changes in
exchange rates; and other adjustments, such as
reclassifications. For all instruments, there can be
transactions and other adjustments, but not all instru-
ments are affected by changes in prices or exchange
rates. This appendix considers the estimation of
position data using transactions data, starting with
instruments that are relatively straightforward, and
moving on to those that raise more complex issues.
Because estimating positions for instruments whose
prices change raises the most complex problems, a
distinction is made between those instruments that
are not traded and those that are.



12 » Banks and Other Sectors’ External Debt Statistics

Nontraded Debt Instruments

12.37 For nontraded instruments, a distinction
needs to be made between those whose value is
linked to the unit of account and those whose value
is not.

Debt instruments with value linked
to the unit of account

12.38 For a debt instrument issued in the unit of
account, the estimation of position data with transac-
tions data, in principle, is simply a case of adding
transactions in the period to the previous position,
and taking account of any other adjustments. How-
ever, even for such instruments, mismeasurement of
position data is possible if the coverage of transac-
tions data is not complete—for instance, due to
incomplete population coverage—or if there is mis-
reporting of transactions, including an inability of
respondents to report transactions when they occur.
Indeed, the compilation of position data through the
accumulation of transactions data could lead to a sig-
nificant mismeasurement over time, in such circum-
stances. Thus, even for nontraded instruments whose
value is linked to the unit of account, there is a need
to undertake position surveys from time to time, both
to help ensure the quality of position data and also as
a check on the reported transactions data.

Debt instruments with value linked
to a foreign currency

12.39 For instruments whose value is linked to for-
eign currencies, not only is there a need to take
account of the same factors as mentioned above, but
also of the currency composition of transactions and
positions.

12.40 It is recommended that if positions are to
be calculated for instruments linked to a foreign
currency, data best be compiled on a currency-by-
currency basis. In other words, in the original
currency, transactions in the period are added to posi-
tions at the end of the previous period, and after
taking account of any other adjustments in the period,
the end-period position is converted into the unit
of account using the end-period exchange rate.’

9For nontraded instruments, the amount of the change between
end-period positions in domestic currency terms attributable to
exchange rate variation is equal to the difference between the

The positions in all foreign currencies, plus that in
the domestic currency, are aggregated into a total
position.

12.41 Essential to such calculations is the avail-
ability, at some point in the past, of data on the
currency composition of position data. For instance,
if the currency composition of position data is avail-
able on an annual frequency at end-year, then in
the absence of information on the currency compo-
sition of transactions data, quarterly position data
could be estimated on the assumption that the
currency composition of transactions is the same as
in the observed end-year position data. Before mak-
ing such an assumption, it would be necessary to
check the observed changes in currency composi-
tion over a number of years—the less variable over
time the proportions for each currency, the more
robust the assumption might be. Once further end-
year data are available, revisions to back data to
reflect the new information are almost certain to be
required.

12.42 In the absence of data on the currency com-
position of position data for the whole economy,
one sector (for example, banks) might provide such
information. A comparison between the currency
composition of bank liabilities and those for other
sectors could be made for periods when both are
available. Provided that there is some similarity,
the data from banks could be drawn upon to esti-
mate the currency proportions for the rest of the
economy, until new data for all sectors become
available.

12.43 An alternative approach is to ignore the
currency composition and, in effect, assume that
all foreign currency liabilities are in the same cur-
rency. This “currency” could be the trade-weighted
exchange rate or the known dominant currency in
the country’s financial flows, such as the U.S. dollar.
Under this approach, positions could be estimated
by revaluing both the previous end-period position,
the transactions during the period, and any other
adjustment:10

opening and closing positions, less transactions over the period in
domestic terms less any other adjustments in domestic currency
terms. For the calculation to be accurate, the transactions and
other adjustments need to be translated into domestic currency at
the exchange rate at the time they occurred.

10The adjustment could increase or decrease positions.

115



116

External Debt Statistics Guide

K = Kt_l(;c—’) + F,(ﬁ) + A,(ﬁ), 12.1)

-1 X Xa
where
K; = estimated end-period position
K, | = previous end-period position
F, =transactions in the period in the unit of account

x; = end-period exchange rate
x;-1 = end-previous period exchange rate
x, =average period exchange rate

A; = adjustment in the period
X, =exchange rate at the time the adjustment
occurred.

In the above calculation, the exchange rate should be
entered in terms of the number of units of the unit
of account received for one unit of the foreign cur-
rency. The example below illustrates the principles
involved.

12.44 Assume that country A’s gross external debt
position was 1,000 in domestic currency terms at
t—1, all of which was owed in U.S. dollars, and that
there are transactions of 150 in domestic currency
terms during the period. There were no other adjust-
ments. The exchange rate was 10 of the domestic
currency to 1 U.S. dollar at 71, and 14 to 1 U.S. dol-
lar at ¢, with an average rate during the period of 12
to 1 U.S. dollar:

(1,000 x4 _ 1,400) + (150 %14 _ 175)
10 12
= 1,575 (estimated end-period total).

12.45 Whichever approach is used to estimate
end-period positions, in the absence of full cur-
rency information, there will be estimation weak-
nesses. Where end-period currency compositions
are assumed for subsequent periods, clearly the
actual currency composition of transactions could
be different, and this is also true when using one
sector’s data. Not making any assumption about
currency composition is essentially akin to assum-
ing that all other currencies move in an identi-
cal way in relation to the unit of account. In both
cases, the more volatile the exchange rate, the
greater the likelihood of mismeasurement. Even
more so than for nontraded instruments linked
to the domestic currency, frequent observations
of position data for instruments whose value is
linked to a foreign currency are recommended,
otherwise significant mismeasurement could arise
over time.

Traded Debt Instruments

12.46 Calculating positions with transactions data is
particularly difficult for traded debt instruments,
whose prices change from period to period. In addi-
tion to taking account of other adjustments, and, if
need be, movements in exchange rates, as above,
there is a need to take account of movements in mar-
ket prices. One particular difficulty is that there are
many traded instruments all with their own price.
Also, unlike nontraded instruments, the debtor is
unlikely to know the extent to which traded instru-
ments are owned by nonresidents if nonresidents
purchase instruments in domestic markets, or the
debtor borrows in foreign markets. So, as noted in
Chapter 13, the compiler cannot rely on the debtor
for detailed information on traded instruments
owned by nonresidents.

12.47 To make exact calculations, knowledge is
required on the whole sequence of intraperiod
prices, exchange rates, and transactions: such infor-
mation may not be readily available to individual
respondents, let alone national compilers. So, some
simplifying assumptions or models are therefore
needed to produce estimates.

12.48 The data model most widely employed in the
field of external statistics is that recommended in var-
ious methodological publications prepared by the
IMF.!! For this model, in addition to information on
exchange rates, some estimate of market prices of the
instruments is needed. As with exchange rates, the
more detailed information available to the compiler,
the better. For market prices, the simplest approach
might be to base estimates on a representative gov-
ernment bond price(s) for domestic instruments, if
available, and/or benchmark prices in other markets
where domestic residents have issued instruments.

12.49 With the required information, the data model
can be used for a variety of purposes: calculating
transactions on the basis of position data; calculating
positions with transactions data; or “validating” both
sets of data. The first two variants are particularly
useful when only one of these variables is measured
directly; the third when both variables are measured,

1See the IMF (1995), Balance of Payments Compilation Guide,
paragraphs 732-43 and 778-83, and the IMF (1996), Coordinated
Portfolio Investment Survey Guide, Appendix VIII, pp. 155-58.
The BIS and the OECD contributed to the latter publication.
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using either the same source or different sources or
samples (in which case it is necessary to check on
whether reported data on positions and transactions
are mutually consistent). The model was originally
employed to derive transactions data from positions
data:

PN W B |

it 12.2
Xt Pt X1 Pr-1 ( )

where

F, = estimate of transactions
p; = end-period prices

P = average period prices.

12.50 However, it can also be used to derive positions
data with transactions data. Indeed, equation (12.3) is
similar to equation (12.1), once the adjustment factor
is introduced, except that equation (12.3) also
includes price effects, based on period averages. If the
value of the instrument is linked to the unit of account,
then the exchange rate factors are redundant.

K= K,,l(iﬂ)+ F,(ﬁ Q)+A,(ﬁ &), (12.3)
Xi-1 Pr-1 X; Dt Xa Pa
where
p. = price at which adjustment occurred.

12.51 The example below illustrates the principles
involved. Again assume that country A’s gross exter-
nal debt position was 1,000 in domestic currency
terms at 7—1, all of which was owed in U.S. dollars,
and there are transactions of 150 in domestic cur-
rency terms during the period. There were no other
adjustments. The exchange rate was 10 of the
domestic currency to 1 U.S. dollar at #—1, and 14 to 1
U.S. dollar at 7, with an average rate during the
period of 12 to 1 U.S. dollar. The securities owed to
nonresidents were valued at 1.1 at 7—1, at 1.045 at ¢,
and at 1.066 during the period:

14 1.045
1, (_ )=1’ ]
[ 000 13 x 124 330
+ [150><(5x 1045): 171.5]
12" 1.066

=1,501.5 (estimated end-period total).

12.52 The accuracy of the model depends on the
volatility of financial prices and transactions in the
period covered; in particular, the accuracy of esti-
mates is inversely related to the combined amount of
intraperiod dispersion in prices and transactions.

Estimated values would approach the “true” values
when transactions are spread more uniformly and/or
prices (including those of currencies) are less dis-
persed around their mean. Such conditions are more
likely to prevail when the reference period chosen
for compiling statistics is short (a month, or a quar-
ter, rather than a year).

12.53 Also, accuracy improves when flows are
small compared with the initial stock, in which case
intraperiod valuation effects would be of secondary
importance. As a consequence, lower-frequency sta-
tistics compiled using the model could still be rea-
sonably accurate when transactions are very small,
even in periods of highly dispersed prices and
exchange rates.

12.54 In addition, research at the IMF (Committeri,
2000) has shown that the availability of more
detailed financial information, allowing disaggre-
gated estimates based on homogeneous groupings of
instruments and currencies, results in estimates that
are closer to the actual values of the relevant vari-
ables, irrespective of the intraperiod dispersion of
prices and exchange rates. Creating homogeneous
groupings might be achieved by collecting data on
an instrument-by-instrument basis or on an aggre-
gate basis, where information is collected by cur-
rency, maturity, and by type of instrument (such as
whether the instrument has a fixed or variable rate
of interest).

12.55 Clearly, the more periods over which esti-
mates are carried forward, the greater the possibility
that the estimates will diverge from “reality.” So, fre-
quent observations of position data for instruments
whose price can change are recommended.

12.56 The data model set out in equation (12.3)
above also offers manageable formulas for estimat-
ing the reconciliation adjustment (equation (12.4)),
and its price and exchange rate components:!2

12Adding equations (12.4a) and (12.4b) would not necessarily
give equation (12.4), even if there were no “other adjustments.”
The difference represents the compound effect in equation (12.4)
of changes in p and x, which cannot be further divided into “price”
and “exchange rate” elements. The difference will be zero only
when either x or p is constant. See Committeri (2000), pp. 6 and 8.
Assuming no “other adjustments,” one approach could be to esti-
mate the exchange rate component first, and calculate the price
component by residual; that is, subtract equation (12.4b) from
equation (12.4).

17



118

External Debt Statistics Guide

ADJ,:[(,_l(iﬂ_ )+Ft(ﬁﬂ_ )

-x[—l pf—l .xt p[
+A(§_p£ -1 (12.4)
ADJIC K, (ﬂ - 1) +F, (Q - 1) 14, (ﬁ - 1) (12.4a)
Pr-1 Dt Da
ADJT =K, | (x—f - 1) +F, (x—_f - 1) +A,(ﬁ - 1), (12.4b)
Xi-1 Xt Xa

where

ADJ, =total reconciliation adjustment between
positions and transactions

ADJ! " = the price component of the total reconcilia-
tion adjustment

ADJ"™ = the exchange rate component of the total

reconciliation adjustment.



13. Traded Securities

Introduction

13.1 External debt in the form of traded securities
corresponds to debt securities in the inward portfolio
investment component of the balance of payments
and IIP. In recent decades, the relaxation of restric-
tions on the foreign investment activities of banks
and other institutional investors, combined with con-
tinued financial innovation, has resulted in a surge of
cross-border investment in bonds (and equities).
This has increased the interest of policymakers in
data on this activity.

13.2 However, ensuring comprehensive coverage of
traded securities is among the most difficult in the
field of balance of payments and external debt statis-
tics. In particular, the resident issuer is, in many
cases, not in a position to identify the beneficial
owner of their securities, and so may be unaware of
whether the creditor is a resident or nonresident.
Thus, almost inevitably, to compile position data,
other than by accumulating flows on a previous posi-
tion, the compiler needs to obtain information on the
stock of traded securities of residents, and the own-
ers of those securities, from a variety of sources.
While it is relatively straightforward, but not a sim-
ple task, to obtain data on nontraded debt liabilities,
for the following reasons, it is more difficult to iden-
tify the owner of a traded security.

e Liberalization has facilitated the development of
new channels through which investment can flow.
In other words, compilers can no longer rely solely
on traditional domestic data sources, such as
banks or security dealers, because investors
increasingly use foreign intermediaries, and secu-
rity issuers may access foreign markets directly.

e Unlike banks, which have a tradition of reporting
to the central banks, as noted in the previous chap-
ter, nonbank economic agents may be reluctant to
report to the authorities on their ownership of
traded securities, because, among others, of con-
cern that data sent to the statistical agency may be

passed on to other agencies. This, once again,
highlights the need for the promotion of statistical
integrity within the country.! Noncompliance by
respondents leads to gaps in coverage at a time
when activity is rising.

* The participation of various financial intermedi-
aries in international transactions and the practice
of registering of investment under nominee com-
panies and in trusts can obscure the beneficial
owner of the security.

* International markets in certain “new’” instruments
have grown quickly in the past decade, causing
difficulty in determining the “true” owner of the
security. An example is the use of securities in
reverse security transactions.

* Rarely, if at all, is it possible for a government to
have legal powers to require a nonresident investor
to report on their ownership of securities issued by
domestic residents.

Ways in which these difficulties might be overcome
are examined in this chapter.?

General Observations

13.3 In looking at ways to capture activity in securi-
ties for external debt purposes, countries should take
into account any existing system they already have
in place for the collection of data on portfolio invest-

Integrity of disseminated data is one of the four dimensions of
the IMF’s Special Data Dissemination Standard (SDDS) and Gen-
eral Data Dissemination System (GDDS). Among the type of
actions that the SDDS and GDDS outline to promote integrity is
the dissemination of the terms and conditions under which official
statistics are produced, including those relating to the confiden-
tiality of individually identifiable information.

2Although a practical guide for the measurement of assets, a
helpful source of information on compiling position data for
traded securities is IMF (1996), Coordinated Portfolio Investment
Survey Guide, and its second edition (IMF, 2002) is available on
the Internet at the IMF’s website, http://www.imf.org/np/sta/pi/
cpisgd.htm.
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ment and, more generally, balance of payments data,
and also arguably, national accounts data. Respon-
dents will know the existing system, and a consider-
able amount of human capital will have been
invested in it at the compiling agency. Those con-
cerned with external debt statistics should draw on
this knowledge and expertise, not least because a
detailed system of collecting data on inward and out-
ward security investment can be resource intensive.

13.4 Also, there is a close linkage between cross-
border securities activity and other data series such
as direct investment. More important, inward, and
outward, portfolio investment is directly affected by
domestic activity. Whereas direct investment gener-
ally involves the establishment of a longer-term rela-
tionship between parent companies and their foreign
affiliates, securities investment involves securities—
both domestic and foreign—that potentially can be
traded between residents and nonresidents. Depend-
ing on regulations and institutional arrangements,
ownership of domestic and foreign securities can
change quickly. Indeed, as exchange controls are
lifted, inward or outward capital flows can arise
from security transactions of both residents and non-
residents. So, while the focus in the Guide is on for-
eign investment in securities issued by residents,
when considering how to measure this activity due
regard should be given to the measurement of resi-
dents’ investment in securities—issued by both resi-
dents and nonresidents.

13.5 This close relationship between data on traded
securities in external debt, the balance of payments,
and the national accounts means that it is important
for agencies to cooperate. Otherwise potentially use-
ful information may not be utilized, while at worst,
respondents could end up reporting essentially the
same information to two different statistical agen-
cies. Cooperation need not only involve statistical
agencies. In other government agencies there will be
potential users of the data collected. For instance,
information on nonresident ownership of govern-
ment securities is likely to be of interest to finance
ministries in helping to formulate government debt
policy. Policy ministries can help the compiler in
devising report forms, encouraging responses, and in
evaluating the (aggregate) data.

13.6 Finally, any development of the data system to
capture investment in domestic securities by nonres-
idents will inevitably lead to questions about the

computer system on which data are to be stored and
manipulated. Computer systems are obviously tools
that help facilitate a more efficient statistical opera-
tion, but before a computer system is installed, it is
necessary to consider the form of the data capture
and manipulation; the data output required both in
final form and from interrogation of the system; as
well as any need to be compatible with data stored in
other systems.

Key Considerations

13.7 An important starting point in deciding how to

measure positions (and flows) in traded securities is

ascertaining how and through which channels secu-

rity investment flows into and out of the country.

This involves talking to market participants and gen-

erally gaining an understanding of the domestic

security markets. The issues to explore are:

* How do nonresidents invest in domestic securities?

* Through which institutions do they invest?

* Where do nonresidents arrange for the custody of
their domestic securities? How are records held?

e Where are trades settled?

* Are security codes used in monitoring security
positions?

* Do residents issue securities directly abroad? Do
residents invest in these securities?

13.8 The importance of preliminary research cannot
be overstated because, once completed, the compiler
can decide at which point or points in the “chain” of
activity it is most appropriate to collect information.
There is no one obvious answer for all compilers.
For legal, institutional, and historical reasons, differ-
ent countries have different market structures and
practices, and so what suits one country may not suit
another. Nonetheless, the pros and cons of collecting
information from different types of market partici-
pants can be indicated, and these are set out in Table
13.1. The relevant importance of the various advan-
tages and disadvantages will depend on individual
economy circumstances. For different instruments
and markets, different collection methods may be
appropriate.

13.9 Before discussing the advantages and disadvan-
tages of approaching different types of respondents,
the relationship between the collection of transactions
and position data needs to be considered. There are
various ways transactions and position data can inter-
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Table 13.1. Inward Security Investment: Potential Respondents—Advantages and Disadvantages

for Positions and Transactions Data

Potential Respondent Advantages

Disadvantages

Issuer of security Will know about securities issued.

Unlikely to know beneficial owner of the security either at
issue or during secondary market trading.

Financial intermediary

Banks Transactions in domestic currency

(receipts/payments) require settlement through resident
banks.Transactions recorded could be
cumulated on a previous position and,

with appropriate valuation adjustments,

provide new position data.

Issuing agency Will know about securities issued.

(security house/bank)

Will have information on sales and
purchases of securities. As with banks,
transactions data could be used to
compile position data.

Dealer
(security house/bank)

Will have information on beneficial
owners.

Fund manager

Nature of transaction may be difficult to establish. May have a
problem in identifying direct investment transactions. Although
a method for compiling position data in the short term,a more
direct measure of the stock position might be required in the
medium term, depending on the complexity of the reporting
system. Also, only covers investment in securities issued in the
domestic market.

May not know beneficial owners at issue and, unless a dealer,
will not know about secondary trading.

May not cover all nonresident purchases of resident securities.
May have a problem with nominees and identifying direct
investment transactions.

Unlikely to cover all nonresident purchases and holdings of
resident securities.

Will have a record of transactions on
the exchange and perhaps positions.
Data on positions might also be
available via member firms.

Organized exchange

May not cover all nonresident purchases and holdings of
resident securities. May have a problem with nominee accounts.

Settlement agency Will have a record of transactions.

May not cover all nonresident purchases and holdings of
resident securities. May have a problem with nominee accounts
and identifying direct investment transactions/positions.
Records may not be kept in a form appropriate for external
debt/balance of payments purposes.

Registrar Will know who owns which securities. ~ Use of bearer securities undermines the use of a securities
register. May have a problem with nominee accounts. May not
cover transactions particularly well.

Custodian Information on ownership available. Coverage of nonresident purchases and holdings of resident

Fewer in number than investors. Should

know information on the outstanding
value of holdings.

securities is uncertain. May have a problem in identifying
nonresidents, although tax status may help, and direct
investment transactions. May not know exact details of
transactions/may have difficulty extracting data in line with
balance of payments methodology. Double counting a potential
problem if subcustodians used.

act: (1) transactions data can be compiled separately
from position data, and cross-checks introduced to
validate both sets of data;3 or (2) transactions data can
be added to a previous position and, with appropriate
reevaluations and any other adjustments, a new esti-
mated position calculated (although an independent
benchmark position survey at periodic intervals is

3See IMF (1996), Coordinated Portfolio Investment Survey
Guide, Appendix VIII, for an explanation of how to reconcile
position and transactions data, and to estimate income from posi-
tion data.

essential to check and improve the quality of the esti-
mated position data)—see the appendix to Chapter
12; or (3) position data can be compiled on a security-
by-security basis, supported by a database with infor-
mation on individual securities issued by domestic
residents (Box 13.1), using individual transactions
data to update the individual holdings of securities
(although even then periodic verification of the
derived position data is recommended using alterna-
tive or additional inquiries). Whichever method is
used, decisions on whom to approach and what to
request in terms of position data are at least influ-
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Box 13.1. Security Databases

In measuring positions in traded securities, information may be col-
lected from respondents at the level of the individual instrument.
Such an approach potentially provides great flexibility in meeting
requirements for external debt statistics. However, to utilize fully
the potential of such information, the compiler is advised to
develop or acquire a database that contains detailed information
on individual securities—price, country of issuer, industrial sector
of issuer, etc.—and that uniquely identifies securities through a
security identification code.! Through such a database, individual
securities that are reported with an identification code can be
located in the database, and the associated information can be
drawn upon to compile information not only on outstanding posi-
tions but, depending on the scope of the associated information
contained, statistics on the debt-service payments schedule, the
currency composition of external debt, etc. Also, such an approach
can enhance data quality by allowing the compiler to check the
accuracy of submitted data and to resolve conflicting reports.

Sources of Information

Information on individual securities can be obtained from com-
mercial sources, international organizations, and security num-
bering agencies.

By far the most comprehensive and complete databases are
those available from commercial sources, usually at a commer-
cial price. The best of these commercial sources supply high-
quality, timely, comprehensive data to the international financial
community to support investment activity. At the time of writ-
ing, some of the leading commercial vendors, in alphabetic order,
are Bloomberg, Euromoney Bondware, Interactive Data, Interna-
tional Financing Review, International Securities Market Associa-
tion, Reuters, and Telekurs.2

'More detailed information on securities database is available in the
IMF (2002), Coordinated Portfolio Investment Survey Guide, second edi-
tion, available at http://www.imf.org/np/stalpilcpisgd.htm.

2These names are provided for information purposes only and imply
no endorsement of any kind; any compiler who approaches any com-
mercial database vendor will need to make his or her own judgments
about whether the product being offered meets the compiler’s needs.

enced by the approach taken to collecting transactions
data. So, in the discussion below, both transactions
and positions data are discussed.

Nonresident Investment in
Domestically Issued Securities:
Potential Respondents

13.10 An obvious approach for compilers is to col-
lect information on nonresident investment in securi-
ties issued domestically by residents from domestic

The Bank for International Settlements (BIS) maintains a data-
base of international debt securities that is available to member
central banks and perhaps other governmental organizations, as
described in Chapter 7.

The Association of National Numbering Agencies has a data-
base of individual securities that is commercially available. By
linking the databases of national numbering agencies (NNAs)—
the entities that assign the international security identification
number (ISIN) in their own jurisdiction—this database provides
key descriptive information on individual securities. Coverage
of individual securities differs in completeness among NNAs,
and information on market prices is not included. To under-
stand more about the information available on this database, it
is recommended that the compiler approach the NNA that
allocates ISIN codes to securities issued within the domestic
economy.

Role of the Security Identification Code

As noted above, in a compilation approach that uses a database
of individual securities, the security identification code is of
central importance—the respondent needs to provide a code
so that the database can identify the security. However,
different respondents could submit different security identifiers
for the same security because any widely traded security could
be allocated a domestic as well as an international security
identifier. For instance, in the United States, a domestic security
code (known as CUSIP) will be allocated to a domestic secu-
rity. As a result, private investors have adopted a variety of
different security identification systems as their primary iden-
tifier. National compilers should discuss the use of security
identifiers with potential survey respondents. If national com-
pilers can rely on survey respondents to use primarily one
coding system—for instance, the ISIN—this enhances the effi-
ciency of the compilation procedure. If not, then the agency is
advised to acquire a database(s) that contains all the various
identifier codes that a given security has been assigned by the
different coding systems. These cross-reference databases may
well be available from the same commercial firms mentioned
above.

financial intermediaries. This approach assumes that
nonresidents will involve these intermediaries when
undertaking transactions in the domestic market. For
instance, for transactions and positions in govern-
ment securities, the government might consider
making such a reporting requirement a condition of
any licensing approval that the domestic financial
entity may need in order to have settlement accounts
in domestic government securities.

13.11 Typically, banks are approached for data on
external transactions and positions because of their



role in the payments system; if domestic currency is
used to settle transactions, a resident bank is likely
to be involved. However, money flows through
banks for a variety of reasons, and banks may have
difficulty in establishing the specific nature of a
transaction as a securities transaction. Also, it is
important that transactions involving nonresidents
are captured not only when money comes into the
country but also whenever nonresidents transact in
domestic currency, such as when a nonresident
draws down a domestic bank account to purchase a
resident security. This is the key issue: can banks
identify and report in a comprehensive manner
investment by nonresidents in domestic securities?
The possible use of data from banks in their role as
custodians is examined ahead.

13.12 Another method used is to gather data on
securities from investment dealers, including banks,
that conduct portfolio investment business on behalf
of nonresidents. In other words, those who arrange
and execute the deals. Dealers usually keep records
of client transactions and may be better able to iden-
tify portfolio transactions than banks through their
payments system activity. Invariably, the number of
financial intermediaries are likely to be fewer in
number than investors, and, legal circumstances per-
mitting, should be approachable. This method of
approach depends, of course, on nonresidents using
domestic intermediaries. Also, these institutions will
need to be able to identify residents and nonresidents
and keep records in a manner that allows their use in
external debt, as well as balance of payments and IIP
compilation.

13.13 Canada has adopted a system of capturing
foreign investment in securities using dealer reports,
and this method is set out in Chapter 14. The dealers
report individual transactions involving nonresi-
dents and include the value of the deal and the
unique code for the security (developed for settle-
ment purposes).* Information kept on a database of
individual securities is used to confirm the resi-
dence of the issuer of the security and provide addi-
tional information. Canada’s detailed and complex

4While national numbering agencies (NNAs) frequently issue
their own code for securities issued in their jurisdiction, they also
allocate a unique international security identification number
(ISIN) code for each security. More information on ISIN codes is
available in IMF (2002), Appendix VII, pp. 151-53.
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statistical system also generates income data on an
accrual basis.

13.14 Some countries carry out special surveys
that are addressed to resident fund (investment)
managers, and request information on own account
and client account investments in resident and
nonresident securities by resident and nonresident
investors, thus providing the necessary data on
residents’ debt liabilities to nonresidents. Data on
the country and institutional sectoral distribution
of ownership may also be requested. The infor-
mation can provide good coverage of the house-
hold sector’s portfolio assets, provided that they
use resident fund managers. However, such a
survey will not provide comprehensive coverage
of nonresident ownership of resident securities
unless nonresidents use domestic fund managers
extensively.

13.15 Another method is to capture nonresident
investment in domestic securities at the point of the
trade or settlement—for instance, using information
on transactions from the stock market. At the least,
the stock exchange usually has to keep a record of
individual transactions, and at best may act in a set-
tlement capacity and see the cash change hands. It
may be possible for this information to be supplied
to the compiling agency. Sometimes there may be a
separate but similar market mechanism for bond
trades. Through these markets, nonresident invest-
ment transactions and holdings may be obtained. For
instance, the exchange might have or can obtain the
authority to request that information be reported to it
on who owns what securities. This might be under-
taken not only for statistical but also for regulatory
and policy purposes.

13.16 However, there may be reluctance for the
stock exchange or settlement agency to release the
information required by the compiling agency, and
the prevalence of nominee accounts may lead to
misidentification of the true investor (a common
problem when “intermediaries” report). Other issues
that could arise are whether the records kept can be
readily utilized for external debt and balance of pay-
ments statistics purposes, and the comprehensive-
ness of the coverage of nonresident investment in
resident securities.

13.17 Close links with the stock exchange may be
important for the compiler in other regards. The
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stock exchange will be a source of information on
market developments; it may well be the agency that
needs to be kept informed by quoted corporations of
new securities issues—helpful for information on
security issues in foreign markets by residents (and
domestic security issues by nonresidents); it may be
the agency allocating code numbers to individual
securities issued in the domestic market; and indi-
vidual investors may need to inform the stock
exchange of large equity holdings, thus helping the
compiler to identify direct investment positions and
transactions.

13.18 Another avenue is to approach registrars,
who store information on the owners of securities
(for example, to make coupon payments). For
instance, details of ownership of debt securities
issued by the government in domestic markets are
frequently held on a computerized book-entry regis-
ter, with change of ownership being evidenced by
an entry on this computerized register, rather than
the transfer of a physical certificate. Typically, these
registers contain useful information such as, for
each security, the outstanding balance for each
investor, and the amount of accrued interest. Also,
debt securities can be valued both at market as well
as nominal value and can be classified by original as
well as remaining maturity. However, problems
arise in identifying ownership, given the frequent
use of nominee accounts, not least for administra-
tive efficiency.

13.19 Yet another method of measuring nonresident
investment in securities issued by domestic residents
is to collect data from custodians. Many countries
use custodian surveys of one type or another, and an
approach should be explored for compiling at least
some element of the data on nonresident ownership
of traded securities. Domestic securities owned by
nonresidents may be deposited with local custodians
for “safekeeping,” and these institutions, primarily
banks, could be approached through a survey to
report transactions and ownership of domestic secu-
rities by nonresidents. Such a survey can provide
good coverage of resident securities denominated in
the domestic currency and traded in national orga-
nized markets.

13.20 However, resident securities denominated in
foreign currency, issued and usually traded in for-
eign organized markets (for example, international
bonds, etc.), are unlikely to be captured by such a

survey. Also, there are other possible drawbacks that
the compiler needs to consider.

13.21 The custodian may have difficulty in distin-
guishing residents from nonresidents, although a
possible different tax treatment from that applied to
residents may be one way in which this distinction
can be made.

13.22 A local custodian may be acting on the
instructions of a “global” custodian, located in
another economy, and so may not know the name of
the beneficial owner of the security—the security
might be registered in the name of a foreign global
custodian. Resident custodians are likely to record
security holdings in the name of the global custodi-
ans as nonresident holdings, but resident investors
could subsequently purchase the securities but leave
them entrusted with the global custodian, causing a
mismeasurement of nonresident ownership. Periodic
surveys to confirm the beneficial owner of securities
may be warranted.

13.23 Another potential problem, and one that
arises with all transactions and positions reported
through financial intermediaries, is the difficulty in
distinguishing securities related to direct investment
activity from other cross-border security activity,
leading to the possibility of double counting of
investment activity if direct investment data are sep-
arately collected, which is usually the case.

13.24 Securities data from custodians can be
reported on an individual or aggregate basis. As
mentioned above, data reported on an individual
basis is best supported by a database that records
individual securities issued by domestic residents.
This database can reduce the burden on the respon-
dent and confirm the data reported. This is a method
successfully employed by Austria, but, as with the
Canadian system, there can be considerable resource
cost for the compiling agency.

13.25 Alternatively, aggregate data can be requested.
As always, checks are required: for instance, with
aggregate data a custodian might report the num-
ber of securities owned rather than their value. It
should also be recognized when requesting aggre-
gate information that custodians may not hold their
records of nonresident ownership of domestic secu-
rities in a way that is conducive to external debt
reporting. Therefore preliminary discussions are



essential to ascertain which data might be readily
available.

Issues of Securities by Residents
in Foreign Markets

13.26 Measuring foreign investment in securities
issued abroad by residents can be difficult. Foreign
intermediaries will not report to the domestic com-
piling agency. Swapping data with foreign compilers
is one option, but this approach is difficult to imple-
ment because the compiler would need to know all
the compilers to approach, and the nonresident com-
piler would need to have the requisite data. A more
promising approach is to obtain information on
gross issues and redemptions of international issues
either from issuers themselves or from other sources,
including the domestic stock exchange or other offi-
cial bodies that should be informed of any new
issues by quoted companies. International sources of
information, such as the BIS international securities
database, discussed in Chapter 17, could also prove
useful.

13.27 If a database of individual securities is main-
tained—or aggregate information on foreign security
issuance is reported by resident issuers—so that net
new issues in foreign markets—gross issues and
gross redemptions—are recorded, and the outstand-
ing amounts of the securities issued by residents in
foreign markets can be calculated, a reasonable
assumption could be that these securities are pur-
chased by nonresidents, excluding those known to
be purchased by residents. In other words, external
debt in the form of nonresident investment in debt
securities issued in foreign markets by residents,
including government, could be calculated by, all
other things being equal, netting out domestic own-
ership of resident debt securities issued in foreign
markets from the total outstanding. Information on
resident holdings of these debt liabilities could come
from domestic respondents, either the investors
themselves or financial institutions involved in this
activity. Besides being a method of calculating an
element of external debt, the resultant information
on resident and nonresident ownership of debt secu-
rities issued in foreign markets is of interest in its
own right, as explained in Chapter 7.

13.28 This approach is a perfectly acceptable com-
pilation technique and would require the compiler to
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liaise with the agency that complied data on domes-
tic investment in domestic securities for the financial
accounts. Indeed, some countries employ this tech-
nique to measure inward investment into all private
sector traded securities.

Information on Securities Involved
in Reverse Security Transactions

13.29 If the collateralized loan approach is employed
to record reverse security transactions (such as repur-
chase agreements, repos), a memorandum table
(Table 4.5) is provided in Chapter 4 for the presenta-
tion of data on securities issued by residents that resi-
dents acquire from or provide to nonresidents under
these arrangements. It is expected that the majority of
such transactions will occur in the domestic market,
most likely in the government securities market.
Most commonly, repos are transacted by financial
institutions with other financial institutions, includ-
ing central banks. Requiring domestic financial insti-
tutions to report domestic and nonresident securities
sold to and purchased from nonresidents under
reverse transactions, perhaps in their balance-sheet
returns to central banks and/or statistical agencies, is
likely to cover the bulk of the business. Other entities
such as nonfinancial enterprises and governments
may be involved in reverse security transactions, per-
haps even in domestically issued securities in foreign
markets. So the compiler is advised to investigate the
significance of information from these institutional
sectors as well.

13.30 However, in compiling data on securities
issued by residents and traded under reverse security
transactions by residents with nonresidents, care
needs to be taken to avoid double counting. Experi-
ence indicates that where security registers are used
to identify nonresident ownership and/or where cus-
todians report, it is not always possible to identify
securities subject to repos. So, if a custodian pro-
vides information on nonresident ownership of resi-
dent securities, it may be inclusive of securities
purchased and sold under reverse security transac-
tions; that is, the information might already include
resident securities acquired by nonresidents from
residents under reverse transactions, contrary to the
collateralized loan approach. It is very important for
the compiler to understand how securities involved
in reverse security transactions are recorded in the
position information provided.
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Possible Mismeasurement

13.31 Clearly, the more that transactions in domes-
tic securities are concentrated in the domestic econ-
omy, the greater is the likelihood that domestic
financial intermediaries can provide adequate cover-
age and, thus, a lower likelihood that there will be
undercounting. The difficulty is then in ensuring that
resident and nonresident owners are correctly identi-
fied and the concepts outlined in the Guide are
adhered to.

13.32 On the other hand, overcounting is more pos-
sible where a number of methods are used to collect
data. While more than one method may be needed to
ensure comprehensive coverage—for instance, the
measurement of foreign investment in government
securities may differ from that for private securi-
ties—the compiler should be aware of the increased
possibility for the double counting of activity when
more than one method is used.

13.33 To reduce the possibility of mismeasurement,
particular care needs to be taken in deciding on the
respondent population; as noted in the previous
chapter, a register of reporters, kept current, is essen-
tial and could be drawn from a centralized national
register of reporting entities maintained for national
accounts reporting purposes.

Periodic Position Surveys

13.34 As mentioned above, in the short term some
economies might compile position data by accumu-
lating transactions on a previous position. However,
it is important to conduct periodic benchmark posi-
tion surveys, perhaps once a year. The sources of
position data could be different from those for trans-
actions data. For instance, data on transactions might
be compiled from information supplied by dealers or
organized exchanges, whereas custodian information
might be used for the position data. The results of
the position survey can then be checked against the
cumulative transactions data; in other words, recon-
ciliation can be undertaken. This reconciliation is
particularly important when financial intermediaries

are reporting transactions because it can reveal
inconsistencies and errors in reporting that might not
otherwise be spotted. In some ways, independent
verification of the data is helpful for the robustness
of the compilation system. Alternatively, the same
institutions could be approached for both transac-
tions and position data so that any discrepancies can
be rectified and improvements made for future
years.

Counterpart Information

13.35 Because of the need to improve the coverage
of portfolio investment assets globally, and also
because of the difficulty of identifying nonresident
ownership of resident securities, the IMF, in cooper-
ation with other international organizations, has pro-
moted the development of a Coordinated Portfolio
Investment Survey (CPIS). This survey was con-
ducted for the first time with a reference date of
end-December 1997 and was designed to collect
comprehensive information, with country attribu-
tion, of resident holdings of nonresident securities,
both equity and long-term debt securities. It involved
29 countries using harmonized definitions and con-
cepts based on BPM5. By exchanging bilateral data,
the coverage and quality of portfolio debt liabilities
was also improved. The results of the first survey
were published in 1999.5

13.36 At the time of preparation of the Guide, the
CPIS is about to embark on its second survey, with a
reference date of end-December 2001, and thereafter
could become a regular undertaking. As coverage is
improved, such as more major investing countries
participating and the weaker areas of measurement
strengthened (for example, coverage of household
investment), then over time these creditor-based data
could gain in importance as a source of information
for external debt compilers.

5See IMF (1999), Results of the 1997 Coordinated Portfolio
Investment Survey, and IMF (2000a), Analysis of the 1997 Coordi-
nated Portfolio Investment Survey Results and Plans for the 2001
Survey.



14. Country Experience

Introduction .

14.1 This chapter provides case studies of country .
experience in various aspects of the compilation and
use of external debt data. In addition, Box 14.1 dis- J
cusses the European Union statistics on the exces-
sive deficit procedure. The country case studies are .
provided in alphabetical order: .

* Australia: Experience in compiling external debt

data—register compilation and form design; .
e Austria: Measurement of I1P;
* Canada: Measurement of foreign portfolio invest- .
ment in Canadian bonds; .

Chile: Reconciliation of external debt statistics
with BIS International Banking Statistics;

India: How debt information systems are being
used for external debt management;

India: Monitoring and management of nonresident
deposits in India;

Israel: Measurement of external debt;

Mexico: Registration of private debt;

New Zealand: Experience in collecting foreign
currency hedging information;

Philippines: System for monitoring the external
debt of the private sector;

Turkey: Measurement of short-term external debt; and
Uganda: Data requirements for the HIPC Initiative.

Box 14.1. European Union (EU): Statistics on the Excessive Deficit Procedure

Article 104c of the 1991 Treaty on Monetary Union (the Treaty)
states that EU countries should avoid excessive government
deficits, and that the European Commission (the Commission)
should monitor the development of the budgetary situation and
of the stock of government debt. In particular, the Commission
should examine compliance with budgetary discipline on the basis
of whether the ratio of the planned or actual government deficit
to GDP and the ratio of debt to GDP exceed a reference value.
The reference values are 3 percent for government deficit, and 60
percent for debt, as specified in the Protocol on the excessive
deficit procedure (the Protocol) that is annexed to the Treaty.

The Protocol defines government as general government (that
is, central government, state and local government, and social
security funds); the deficit as net borrowing as defined in the
European System of Accounts: ESA 1995 (Eurostat, 1996), ESA95;
and debt as total gross debt at nominal value outstanding at the
end of the year, consolidated between and within the sectors of
general government. The Protocol also requires EU countries to
report their planned or actual deficits and the levels of their
debt promptly and regularly to the Commission, which in turn
provides the statistical data used for the application of the Pro-
tocol to the Council of Finance Ministers.

This basic legislation is further developed in Council Regulation
3605/93 on the application of the Protocol (the Council Regula-
tion). Council Regulation 475/2000 revised this Regulation, in

order to introduce the references to ESA95.The Council Regu-
lation defines government debt as total gross debt at nominal
value (face value) outstanding at the end of the year for the gen-
eral government sector, excluding those liabilities for which the
corresponding financial assets are owned by the general govern-
ment sector.

Government debt is constituted by the liabilities of general gov-
ernment in the following categories: currency and deposits;
securities other than shares (excluding financial derivatives); and
loans, as defined in ESA95.

Some debt instruments, such as trade credits, and other
accounts payable, are not included in the list of debt liabilities
(because of practical considerations). Liabilities denominated in
foreign currency, or exchanged from one foreign currency
through contractual agreements to one or more other foreign
currency, shall be converted into the other foreign currency at
the rate agreed upon in those contracts and shall be converted
into the national currency on the basis of the representative
market exchange rate prevailing on the last working day of each
year.This would also apply in the case of liabilities denominated
in the national currency and exchanged through contractual
agreements to a foreign currency. Finally, liabilities denominated
in a foreign currency and exchanged through contractual agree-
ments to the national currency shall be converted into the
national currency at the rate agreed upon in those contracts.
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Box 14.1 (concluded)

The Council Regulation also establishes the procedure for
transmitting data to the Commission. As from the beginning of
1994, EU member states were required to report their planned
and actual government deficit and levels of government debt to
the Commission twice a year, the first time before March | of
the current year, and the second time before September | of the
current year. Before March | of year n, EU member states
report to the Commission their estimate of the level of actual
government debt at the end of year n — | and their levels of
actual government debt for years n — 2, n — 3,and n — 4. Con-
cerning the deficit, they report to the Commission their planned
government deficit for year n, an up-to-date estimate of their
actual government deficit for year n — |, and their actual govern-
ment deficits for years n — 2, n — 3, and n — 4. They simultane-
ously provide the Commission for years n,n — |,and n — 2 with
their corresponding public accounts budget deficits according to
the definition that is given most prominence nationally and the
figures that explain the difference between these public
accounts budget deficits data and their government deficit.
Before September | the data required are the same, but instead
of the estimate of the level of actual government debt at the end
of year n — |, actual data are to be provided. In member states,
the exercise requires close coordination among the ministry of
finance, national statistical institute, and central bank.

EU member states also provide the Commission with the fig-
ures for their government investment expenditure and interest
expenditure (to calculate other ratios such as, for example, pri-
mary deficit—that is, the amount of the deficit without interest
expenditure). Finally, EU member states also provide the Com-
mission with a forecast of their GDP for year n and the actual

Australia

Experience in Compiling External Debt Data:
Register Compilation and Form Design'

14.2 The Australian Bureau of Statistics (ABS)
compiles and publishes balance of payments and IIP
statistics quarterly according to the recommenda-
tions of both the BPM5 and 1993 SNA. External debt
data are a part of an extended IIP dataset, which has
been augmented to provide data series that meet
high-priority, domestic-user requirements.

14.3 The main data source for IIP data is the Survey
of International Investment (SII). This quarterly sur-
vey collects information from business enterprises,
government, investment managers, and custodians,

IPrepared by the Australian Bureau of Statistics.

amount of their GDP for years n — |, n —2,n — 3,and n — 4 (in
order to calculate the ratios).

As mentioned above, the conceptual framework used for the
measurement of government deficits and debt is the ESA95. In
recent years, ensuring consistent recording treatment in all of
the EU member states of economic and financial transactions
that are not clearly defined in ESA95 has been a problem. With
the aim of ensuring consistency of recording practice, Eurostat
has developed a well-defined procedure for dealing with these
transactions, including statisticians from all member states
working together through task forces, working groups, and
other committees. Following this, Eurostat consults the Com-
mittee on Monetary, Financial, and Balance of Payments Statistics
(CMFB), comprising senior representatives of central banks and
national statistical institutes, as well as the European Central
Bank, Eurostat, and other Commission services. After having
heard the position of its members, the CMFB formulates, and
presents to Eurostat, its (nonbinding) opinion. Eurostat makes
the final decision in complete independence and neutrality,
according to purely technical criteria. It does not decide on the
individual cases as they relate to the EU member states, but
rather decides on the principles of accounting treatment of spe-
cific transactions. Once determined, the Eurostat decision auto-
matically applies to similar cases in all the EU countries. The
decision on each issue is recorded in a methodological note
addressed to the institutions concerned, notably the Commis-
sion, CMFB, central banks, and national statistical institutes. It is
also disseminated through press releases and the Internet. The
main methodological decisions have been collected in the ESA95
Manual on Government Deficit and Debt (Eurostat, 2000).

as appropriate, about investment activity into and out
of Australia. Based on Australia’s long experience,
this case study provides advice on compiling a regis-
ter of potential respondents to an external debt sur-
vey and on methods for survey form design that will
help ensure consistent and high-quality data. Also,
for information, some of the external debt data series
Australia disseminates that are additional to those
included in the IIP data are listed.

Developing a register of respondent entities

14.4 In an open economy with a freely floating
exchange rate for nearly two decades, investment
flows to or from Australia are not subject to controls or
regulatory approval (although for some types of corpo-
rations, approval of foreign ownership is required). In
order to measure external debt, surveys are undertaken
of organizations from which the data can best be
obtained. Some organizations are targeted for their



role as end-investors/investees, and others are targeted
as intermediaries (investment managers or custodi-
ans) to report on behalf of their clients. To undertake
such surveys, a register of entities to approach has
been developed and is maintained by the ABS.

14.5 The main ABS business register—used for
surveys of the economy, and generally sourced
from business taxation reports—is focused more on
operating businesses with employees, rather than
enterprise groups. It includes a large number of
organizations that have no international investments
but is deficient in its coverage of those parts of busi-
nesses involved in financing that may have no
employees but through which all the international
finance accessed by the group is channeled. Thus,
any survey population drawn randomly from this
large register for measuring international investment
would be inefficient in terms of reporting load, pub-
lic resources, and quality assurance. The ABS has
therefore developed a separate register of enterprise
groups with international involvement. Sources of
information on enterprises for this specialized inter-
national investment register, and other suggested
sources, are as follows:

» Existing registers of businesses maintained by the
statistical agency or other government agencies.
Enterprises on this register can be approached
with brief exploratory surveys to ascertain whether
they have significant external debt liabilities.

» Existing business data collections already run by
the statistical agency or other government data-
collection agencies. Information necessary for an
international investment register may be elicited
from another survey, either by direct inspection of
the other survey’s register or by adding one or two
exploratory questions to that survey. A range of
ABS surveys include questions that can identify
potential respondents to external debt surveys, and
vice versa.

* Government administrative sources. Depending
on local legislation and administrative arrange-
ments or the authority of the collection agency,
these sources might include:

— taxation records, files, or lists;

— information held by foreign investment appro-
val or monitoring boards;

— information held by other regulatory authori-
ties, such as lists of entities coming under their
supervision and data monitored through super-
vision requirements (for example, registered
banks, other deposit-accepting institutions,
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securities brokers, investment managers, invest-
ment advisers, and authorized pension or
mutual funds);

— listings of registered custodial businesses that
can hold debt securities and other assets on
behalf of nonresidents, and lists of registered
investment managers that can act on behalf of
nonresidents;

— statutory company reports and company regis-
tration details;

— records held in foreign exchange control or
international transaction-reporting systems—
for example, records identifying the originators
or recipients of large portfolio investment flows
(this source is not available in Australia);

— submissions made to the Foreign Investment
Review Board, various materials held by the
Reserve Bank of Australia, and annual reports
of other government bodies; and

— other official and regulatory sources, many pub-
licly available, that include annual statutory
accounts for public companies held by the Aus-
tralian Securities and Investment Commission.

Media reports. Newspapers and periodicals are
particularly useful sources for information on
potential reporting entities. A high proportion of
significant transactions are reported in the media,
and these are used not only to update the register
but also to confirm data reported in the SII. Apart
from significant transactions, the media have a
wide coverage of smaller transactions, and a high
proportion of unusual transactions. The use of
traditional print media can be supplemented with
information obtained electronically from commer-
cial business news services and via the Internet.

Publicly available databases from which a wide

variety of information is available. The information

differs in completeness and accuracy, and in the
extent to which it is of use for a survey of interna-
tional investment. These sources include the stock
exchange register, possibly packaged by the stock
exchange with additional information; commercial
equity registries’ information services; international
credit rating agencies’ publications (Moody’s, Stan-
dard & Poor’s, etc.); and market research reports or
services, such as reviews by accounting or broker-
age firms. The ABS uses several Australian Stock

Exchange products such as monthly updates of

share issues listed on the exchange, and their prices

and indices.

Trade associations, and their reports and releases,

can be a useful source. Apart from the public rela-
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tions and liaison aspects of a close relationship
between the statistical agency and trade associa-
tions, many either list publicly or can make avail-
able lists of members, often with indications of their
importance or the range of services provided. Partic-
ularly in the financial sector, their members are also
likely to be significant users of official statistics and
thus have a vested interest in accurate data and
assisting statistical or data collection agencies.

14.6 As enterprises are recognized from the various
sources above as potentially engaged in cross-border
finance, they are included in an “exploratory survey,’
which identifies if they have any foreign investment
activity, and if so whether they have a parent organi-
zation in Australia from which data should be
obtained. The “exploratory survey” also collects
some broad investment benchmark information for
use in designing the ongoing investment survey.

14.7 The international investment survey register
needs to identify the legal entities in the enterprise
group not only for efficiency and quality of data
collection,? but also for the identification of direct
investment relationships and the categorization of
some debt as direct investment capital. Periodic
requests are made to the reporting organizations
regarding the legal entities covered in their survey
returns. This ensures that as new acquisitions are
made, the survey reports capture their external debt,
and that as businesses are sold off from a group,
arrangements are made to continue to capture the
external debt of that business.

14.8 Other sources for maintaining the information
in the international investment survey register on
corporate structures include a regular review of the
corporate structure of the top few hundred busi-
nesses in Australia, as well as the general press and
corporate registration sources listed above.

Survey form design

14.9 In collecting and compiling external debt data,
the ABS places a major emphasis on the reconcilia-

2The enterprise groups that report are the Australian head

offices on behalf of all branches, subsidiaries, and consolidated
associates, rather than each legal entity that might have an element
of overseas investment or debt. Approaching entities at the group
level limits the number of respondent organizations to those that
can best report the information.

tion and consistency of data. First, external debt sta-
tistics are part of a broader system of financial
accounts, which allows many checks for coherence
and consistency. For instance, comparing data com-
piled on the total size of markets for the various debt
instruments with individual institutional sectors’
assets and liabilities can help identify possible gaps
that might relate to external debt. Second, reporting
enterprises are expected to provide balanced bal-
ance-sheet data for national accounts purposes,
which helps to ensure complete coverage and accu-
racy in reporting and sets a framework for more
detailed data on cross-border positions.

14.10 More specifically, in measuring Australia’s
external debt data, the SII survey form collects
inward and outward investment for the full range of
debt instruments entered into by direct, portfolio,
and other investors. For each debt instrument, the SII
survey form is structured so that data are reported in
line with the IIP reconciliation format,3 including:

* The position (level or stock) of external financial
assets and liabilities of residents at the beginning
and end of the survey quarter;

* Financial transactions (investment flows) resulting
in increases and decreases in the levels of these
assets and liabilities each quarter;

* Other changes in the levels of these assets and lia-
bilities; and

* Income that has accrued on these assets and
liabilities.

14.11 Using this IIP reconciliation format not only
forces respondents to consider the consistency of the
data reported, it also enables compilers to readily
identify and query inconsistencies in the reported
data. The ABS has found that full data on transac-
tions, and the other reasons for the change in posi-
tions each quarter, are usually available.

14.12 The format and wording used in the collec-
tion forms, together with the wording in the detailed
explanatory notes that are supplied to all respon-
dents, are closely aligned to the wording in BPM5.
The explanatory notes provide numerous examples
of what should be included (and excluded) for each
type of debt instrument.

3That is, the difference in opening and closing positions is

“explained” by transactions, valuation changes, and “other
adjustments.”



14.13 One of the advantages of collecting all the
data on international investment on the same form
(in the case of the SII, on the same page for each
instrument) is that the possibility of double counting
is eliminated. Because the boundaries between debt
and equity, and direct, portfolio, and other invest-
ment are subject to different interpretations, and also
subject to error and mismeasurement, a valuable
consistency check on the data is provided by requir-
ing that the disaggregated data sum to a total; that is,
the report form is internally consistent. Collecting
debt and equity data separately, sometimes even by
different agencies, inevitably creates the potential
for under- and/or double counting.

14.14 To further enhance the quality of external
debt statistics, a substantial proportion of Australia’s
domestically issued external debt securities is mea-
sured by the reporting of individual securities owned
by nonresidents. These securities are held by custo-
dians on behalf of nonresident clients, and full iden-
tification of the holdings is obtained. Information on
prices is used to estimate the transactions and price
changes between the reported positions.

Extensions to IIP data

14.15 As mentioned above, the ABS has extended
the IIP dataset to meet domestic users’ needs for
external debt statistics. The more important exten-
sions include:

* A more detailed institutional sector breakdown of
the debtor so that, for example, the external debt
of the financial sectors can be analyzed in more
detail than set out in BPM5;

* A public/private ownership dissection of Aus-
tralian debtors;

* A presentation of external assets held in the form
of debt instruments, as well as external debt liabil-
ities so that each institutional sector’s gross debt
can be seen in the context of each sector’s net
external debt;

* A presentation of external debt by location of
issuance (debt issued in Australia and debt issued
abroad); and

* The classification of external debt assets and lia-
bilities both by type of currency and by remaining
maturity (based on the final maturity date of the
debt).

14.16 Remaining-maturity data on a final maturity
date basis can be used to approximate debt-service
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schedules for principal, given that, for Australia, the
amounts of part payments of principal on external
debt are small and so are not separately collected.
The security-by-security reporting for debt issued by
entities domiciled in Australia provides precise data
for the cash-flow elements of debt amortization
schedules, but the requirement for separating princi-
pal and interest in amortization schedules necessi-
tates interest rate forecasting for other instruments.

Austria

Measurement of I1P4

14.17 External debt statistics of Austria are derived
from the information published on the IIP. This case
study sets out the process by which the Austrian 1P
data are compiled, and their relationship with exter-
nal debt and financial accounts data. There are three
sections, covering the collection system for the IIP
and balance of payments—because some IIP items
are compiled by accumulation of flows; the method
of compiling the IIP, including all particularities of
individual items; and the links among the IIP, exter-
nal debt, and the financial accounts data.

The collection system

14.18 The current collection system for balance of
payments and IIP data was introduced in 1991. Itis a
“closed system” in that it is self-balancing, with
beginning and closing stocks reported along with
transactions. The stocks data are used for the compi-
lation of the IIP (mainly other investment), and the
transactions are incorporated into all areas of the
balance of payments. There is continuous monitor-
ing of foreign payments.

14.19 Reports are received from the banks and non-
banks, with the bank reports comprising information
on the banks’ accounts held abroad, and on accounts
held with domestic banks by foreign banks and non-
banks. Nonbanks report on their accounts held
abroad, intercompany working balances, and clear-
ing accounts. Detailed transactions data reported

4Prepared by the Oesterreichische Nationalbank. For further
reference, see Oesterreichische Nationalbank (2000); European
Central Bank (1999); Oesterreichische Nationalbank (1995),
Reports and Summaries, 1/1995; and Oesterreichische National-
bank (1999), Focus on Austria, 1/1999.
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include the nature of the counterparty, Austrian or
foreign, and, if the latter, the country of residence.
Reports have to be provided for all combination of
currency, country, and type of accounts relevant to
the balance of payments (short-/long-term, deposits/
loans, assets/liabilities, etc.). Annual and quarterly
surveys of trade credits are incorporated both in the
balance of payments and the IIP.

14.20 The Oesterreichische Nationalbank (ONB)
maintains both a comprehensive company database
and a comprehensive database of securities. The
company database is used to make correct sectoral
allocations of reported transactions, particularly in
the area of income, transfers, and the financial
account. The securities database is used in conjunc-
tion with portfolio investment collected from banks
and nonbanks to produce outstanding stocks of port-
folio investment (see the section “Measurement of
Portfolio Investment,” below).

14.21 Annual surveys of direct investment stocks are
conducted, and information on the direct investment
relations between Austrian and foreign companies
derived from these surveys are used to identify trans-
actions and stocks of direct investment loans, and
flows of direct investment income reported else-
where. In combination with general economic indi-
cators (such as nominal GDP) and expectations, the
survey data are used to estimate reinvested earnings.
To anticipate and identify direct investment trans-
actions, information is taken from various news
sources.

Reporting agents

14.22 In order to reduce the reporting burden for
respondents, direct investment below certain thresh-
olds (below Austrian schillings (ATS) 5 million for
inward investment and below ATS 10 million for
outward investment) only have to be reported every
two years by alternate surveys; that is, half of the
enterprises concerned report in the first year and the
other half in the second year. For those enterprises
that do not report direct investment stocks for a cer-
tain period, estimates are made on the basis of the
report of the previous year.

(i) The banking sector: The following entities are
required to report: credit institutions, building and
loan associations (Bausparkassen), enterprises that
carry out factoring business, and all enterprises
undertaking business similar to “banking.” Accord-

ing to the Foreign Exchange Act (Kundmachung DL
1-3/91, 2/93, 1/96), banks are required to report, on
a daily/monthly basis, all transactions carried out via
the domestic banking system, including transactions
on behalf of their customers. More specifically, they
report the following:

* All settlements carried out through the accounts
of domestic banks held abroad and through
the accounts of foreign banks and nonbanks
held by domestic banks as well as the beginning
and end-of-month stocks of these accounts
(Devisentableaumeldung);

* All sales/purchases and (beginning/end-of-month)
stocks of foreign currency transactions (Valu-
tentableaumeldung, over-the-counter or OTC
money); and

* Monthly stocks of securities, as defined in the
BPMS5, that banks acting as primary custodians
hold for their own account or on behalf of their
resident and nonresident customers (Wertpapier-
standmeldung).

14.23 In addition, banks (acting as a direct investor
and/or as a direct investment company) are
requested to respond to an annual survey concerning
direct investment if the value of the nominal capital
of the direct investment exceeds the threshold of
ATS 1 million and 10 percent of overall nominal
capital, or if the nominal capital does not exceed
ATS 1 million but the balance-sheet total of the
direct investment enterprise exceeds ATS 500 mil-
lion and the 10 percent criterion is fulfilled.

(i1)) The nonbank sector (enterprises and households
not included in (i)): According to the Foreign
Exchange Act (Kundmachung DL 1-3/91, 2/93,
1/96), nonbanks are required to report on a monthly
basis all settlements and positions on accounts held
with banks abroad as well as short-term and long-
term loans granted to nonresidents or provided by
nonresidents to residents, if the annual volume of
transactions exceeds a certain threshold (Ausland-
skontenmeldung), or otherwise on an annual basis.
Nonbank private companies and private households
(acting as a direct investor and/or as a direct invest-
ment company) are requested to respond to an
annual survey concerning direct investment if the
value of the nominal capital of the direct investment
exceeds the threshold of ATS 1 million and 10 per-
cent of overall nominal capital. In addition, compa-
nies have to submit quarterly and annual surveys
(covering a selected sample and a full range, respec-



tively) on trade credits. In addition, nonbanks
(including general government) are requested to
report annually their holdings of domestic and for-
eign securities held outside the custody of domestic
banks (held in safekeeping, held in custody with
banks, etc.), unless the total market value of these
holdings of securities is less than the threshold of
ATS 1 million at the end of the year.

(iii) General government: Public authorities report
all transactions of relevance to the balance of pay-
ments to the ONB. In addition, some data that are
used for checking purposes are received from the
Federal Ministry of Finance (particularly concerning
the area of current and capital payments of the pub-
lic sector vis-a-vis EU institutions).

(iv) Monetary authority: The ONB reports on the
external monetary position and monthly flows and
stocks in the same way as the banking sector. Special
quarterly reports on stocks and flows are also com-
piled by the Accounting Department of the ONB for
balance of payments and IIP purposes. These reports
are mainly used to check monthly flows, to obtain
data on an accrual basis, and to calculate reserve
assets for the IIP.

Measurement of portfolio investment

14.24 Portfolio investment flows and stocks are
measured through a comprehensive and reliable
compilation system that is based on the reporting of
securities on a security-by-security basis. To facili-
tate this work, a database of individual securities is
maintained (see below). This system, developed dur-
ing 1988-89, is not only reliable but provides the
flexibility to meet changing user requirements and
market circumstances. Previously, the experience
had been that with the fast-developing international
financial markets, instructions to reporting agents
were becoming increasingly complicated in order to
meet the needs of the balance of payments and IIP.

14.25 With the present system, the banks report
transactions and stocks of individual securities, iden-
tifying each with the ISIN code. The Austrian banks
appreciate using the ISIN codes since these codes
are required for their own business purpose (for
example, the settlement of security transactions).
Once a security is reported with an ISIN code, it can
be identified in the securities database that the ONB
maintains. The database contains the necessary bal-
ance of payments and IIP classifications (the nature
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of the financial instrument, the sector and country of
issuer, etc.). Because securities are reported on an
individual basis, transactions and stocks can be
reconciled.

14.26 The securities database was developed and is
maintained by the ONB. The core of the database
relies on information purchased from the Austrian
and German national numbering agencies (NNAs)—
the Oesterreichische Kontrollbank (OKB) and the
German Wertpapiermitteilungen. The OKB provides
data on securities issued by residents in the domestic
market, and Austrian schilling or euro-denominated
securities issued by nonresidents in Austria; the
Wertpapiermitteilung provides data on securities
issued in foreign markets, including securities issued
by Austrian residents and denominated in currencies
other than the Austrian schilling or euro. Also,
reporting banks have to supply information on secu-
rities that to the best knowledge of the reporting
bank do not have an ISIN code—so-called internal
securities. If information on the same security is
received from more than one institution, then the
OKB data are usually given preference. Information
on current market prices is obtained from the
Telekurs. The database is updated on a weekly
basis.

14.27 Using the information gathered on individual
securities, the Statistics Department generates an
“internal master file” of data, which is used by the
ONB for the compilation of portfolio investment
transaction and stock data. In early 2000, this master
file contained around 150,000 debt securities and
some 50,000 equity securities, thus covering around
99 percent of the securities traded by Austrian resi-
dents on a cross-border basis.

14.28 Comprehensive quality checks and amend-
ments are made by the ONB in order to render the
information received from external sources suitable
for use in the IIP and balance of payments compila-
tion. These checking procedures comprise formal
controls (completeness of information), as well as
plausibility checks. Detailed quality checks are
required not least because the NNAs maintain their
databases for their customers (banks), whose busi-
ness needs for information differ from those of sta-
tistical compilers. Consequently, data fields that are
particularly important for statistical purposes (for
example, outstanding amount) are not always of the
desired quality.
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Compiling the IIP

14.29 An annual IIP statement is drawn up consis-
tent with the recommendations of BPM5, with a few
exceptions. A geographical attribution between
euro-area and non-euro-area data is possible to a
substantial extent. This section explains the compila-
tion procedure for individual functional categories of
the IIP.

Direct investment

14.30 For direct investment, Austria follows the rec-
ommendations of the international standards, includ-
ing both the application of the so-called directional
principle (that is, assets and liabilities reported
according to the direction of the direct investment
relationship) and the inclusion of reinvested earn-
ings. The annual direct investment survey provides
final position data some 18 months after the refer-
ence end-period (time 7). Provisional position data,
available six to nine months after the reference end-
period (7), are calculated by adding accumulated
flows (including reinvested earnings) to the previous
end-reference period (+—1).

14.31 One exception is data for real estate, which
are compiled exclusively using accumulated flows
(approximately 7 percent on the assets side and 2
percent on the liabilities side of overall assets and
liabilities of direct investment stocks, respectively).

14.32 Because the data from the annual survey are
valued at book value, the reconciliation with
recorded transactions (at market value) is problem-
atic. Although price and other adjustments (in the
sense of reclassifications) can be identified to a lim-
ited extent, “other adjustments” (in the sense of the
residual adjustment between changes in stocks and
transactions) can be very high. Exchange rate adjust-
ments are calculated on the basis of average monthly
exchange rates when IIP positions are derived from
the accumulation of flows, and end-of-month
exchange rates when IIP positions are directly
measured.

14.33 Market valuation can be compiled addition-
ally based on an “earning-method estimation” (that
is, discounting potential future cash earnings).

Portfolio investment

14.34 Portfolio investment data are compiled in
conformity with the BPM5 recommendations,

including the appropriate instrument and sector attri-
bution. As described above, the security-by-security
reporting system combined with the securities data-
base is at the core of the compilation of these data—
on both stocks and transactions, and inward and out-
ward investment. On the asset side, the monthly
bank and annual nonbank reports provide reliable
position data on domestic sector asset holders.

14.35 As a consequence of the security-by-security
approach, stocks, transactions, exchange rate, and
price adjustments are closely reconciled, with
remaining differences calculated by residual; other
adjustments for sectoral and instrument adjustments
can be identified; and stocks are valued at market
prices, including interest costs that have accrued.
Country attribution is possible for the asset informa-
tion, based on the country of residence of the issuer,
but the country of the owner of the domestic debt lia-
bility is not known.

Financial derivatives

14.36 IIP data for financial derivatives are a combi-
nation of stocks (approximately 20 percent of the
total) and accumulated transactions (approximately
80 percent of the total). These data largely cover
OTC (or off-exchange) derivatives. The stock data,
reported using ISIN codes, are highly reliable and
are calculated at market prices; for other reported
data no clear valuation principle can be identified,
although it is believed they are measured at close to
market value. Stocks are available on a net basis;
there are no fully reliable stock data available on a
gross basis.

Other investment

14.37 Other investment data are compiled mainly in
conformity with the BPM5 recommendations, with
the exception of trade credits between affiliated
enterprises, which are indistinguishably included in
the “other investment” item instead of being
recorded under direct investment. A combination of
stocks (approximately 90 percent of the total) and
accumulated flows (approximately 10 percent) is
used to calculate these data. The stock data are
mainly derived from the settlement system with the
exception of trade credits, which are measured
directly from quarterly and annual surveys. For
loans and other assets/liabilities where positions are
below the thresholds for direct reporting by report-
ing agents, accumulated flows are used to calculate
positions.



14.38 Reporting agents have to reconcile, in the
same report, stocks and flows for “other invest-
ment” accounts. Price adjustments (mainly relating
to asset trading), other adjustments (reclassifica-
tions), and residual adjustments (reporting errors or
stock corrections) can be taken directly from the
reports provided. Exchange rate adjustments are
calculated using average monthly exchange rates for
transactions and for reported adjustments, and end-
of-month exchange rates for stocks. Other invest-
ment assets and liabilities are based on nominal
values.

Reserve assets

14.39 The stock position for reserve assets is
directly reported by the Accounting Department of
the ONB in the form of special quarterly reports.
These reports comprise stocks, transactions, and all
kinds of adjustments. The data are taken directly
from the accounting database. Stocks and transac-
tions of currency and deposits are not included in the
special quarterly reports because they are already
covered by the regular monthly reports submitted by
the ONB (see item (iv) under “Reporting Agents,”’
above). Discrepancies between accounting princi-
ples and BPM5 concepts are seen as being insignifi-
cant. Stocks are reported on a market value basis,
including closing market prices for gold and closing
midmarket exchange rates.

Relationship of IIP with external debt and
financial accounts

Gross external debt

14.40 Austria’s gross external debt position can be
derived from the IIP. At present, external debt data
are compiled at market price and are broken down
by sector. Data on a remaining-maturity basis are
available in the case of debt securities.

Financial accounts

14.41 The financial accounts implemented by the
ONB in accordance with the European System of
Accounts: ESA95 (Eurostat, 1996) cover, in the form
of asset and liability statements, the financial claims
and liabilities of all institutional sectors. The balance
sheet of the “rest of the world” sector for the finan-
cial accounts draws heavily on the IIP data. Thus,
the position “nonresidents’ net financial assets”
(financial accounts) corresponds to the domestic sec-
tors’ “net liabilities to the rest of the world” (IIP).
The latter denotes a negative net IIP position—that
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is, “net claims of the rest of the world sector on Aus-
trian residents.”

Canada

Measurement of Foreign Portfolio
Investment in Canadian Bonds5

14.42 Nonresidents have been sharply increasing
their investment in Canadian bonds since the 1980s.
From a value of Can$56.5 billion in 1980, the invest-
ment of foreigners reached Can$393 billion by 1999,
more than 40 percent of the value of all Canadian
bonds outstanding. The interest on these debt obliga-
tions (Can$27.5 billion in 1999) is a major factor in
the deficit for investment income in Canada’s current
account. Given the magnitude and the wide diversity
of bonds held by nonresidents, Canada has a detailed
and complex statistical system to help ensure ade-
quate and consistent statistics.

14.43 Data on nonresident investment in Canadian
bonds is largely reported on a security-by-security
basis by (1) major investment dealers, banks,
insurance companies, and pension and mutual funds,
on a monthly frequency, and (2) the largest debt
issuers. These data are reported on a monthly basis,
mainly on electronic tapes supplied by information
service providers. Data are provided using a specific
record layout describing the detailed characteristics
of the instruments. Each month, more than 500,000
security transactions are collected, of which about
10,000 relate to Canadian bonds. Year-end position
data are obtained from an annual census survey, with
positions calculated according to four different
methods of valuation.

14.44 The Canadian system is dependent on a data-
base that maintains detailed characteristics on each
specific bond issued. Indeed, each Canadian bond
issue is identified by issuer, sector (federal govern-
ment, private sector, etc.), and industrial classifica-
tion; for each bond held by nonresidents the dates of
issue and of maturity, the currency of issue, the
interest rate, the timing of interest payments, etc.
are identified; and nonresident holders are identified
on the basis of their respective country of residence,
when available, or at least by broad geographical

SPrepared by Statistics Canada.

135



136

External Debt Statistics Guide

area, and whether or not they are related to the
Canadian issuers.

14.45 Using the detailed information on individual
bonds, this case study reviews how these statistics
are generated for the transactions and positions data
and describes the various prices that are used to
value bonds.®

Financial transactions and positions

14.46 There are four types of financial transactions
that affect the position data: new issues, trade in exist-
ing securities, accrual of interest, and redemptions.

New issues

14.47 In the Canadian system, new bond issues sold
to nonresidents are restricted to newly issued Cana-
dian bonds floated directly abroad (that is, foreign
issues and the portion of global issues floated in the
foreign markets). Nonresident purchases of new
Canadian bonds floated in the domestic market,
including the domestic portion of global bonds, are
classified as trade in existing issues. Transactions
associated with new issues denominated in foreign
currencies are entered in the system in their original
currencies and are converted into Canadian dollars
using the noon average exchange rate of the month
in which the transactions took place. When the
Canadian dollar proceeds from the new issue are
known, this information is directly used as the value
of the transaction.

Trading of existing bonds

14.48 Trading in Canadian bonds involving resi-
dents and nonresidents largely occurs in domestic
issues, especially Government of Canada bonds. For
bonds traded in the same month and year of their
issue, the system deems the trading to have occurred
at the date of new issue; otherwise, the trading is
deemed to have occurred on the fifteenth day of the
month of trading.

14.49 Bonds traded under repurchase agreements
(repos) are effectively loans with the bonds used as
collateral. Since respondents include them in their
monthly trading, these transactions are reclassified
from portfolio investment to loans. This can be eas-

6A fuller description of the Canadian system is available on the

Internet at the IMF website, http.://www.imf.org/external/bopage/
stindex.htm.

ily achieved for financial intermediaries that sepa-
rately identify trading of securities involving repos.
Where financial intermediaries do not separately
identify securities involved in repos, the system
matches the sale and purchase of the same securities
in a single month and evaluates a yield rate in order
to identify transactions to be classified as repo
transactions.

14.50 Transactions involving stripped securities—
that is, the coupon payments are traded separately
from the principal amount—are processed as trans-
actions in bonds issued by the original issuer but are
not linked back to the specific bond issue that was
stripped. The strips are recorded as zero-coupon
bonds, with income calculated as the difference
between the transaction price and the redemption
value.

14.51 For a number of reasons, a few security deal-
ers do not identify transactions in existing bonds on
a security-by-security basis. These bonds are
regrouped by sector of issuer and are treated as a
component of a synthetic single issue of the sector
(for example, bonds issued by provincial govern-
ments). Once adjusted to exclude bonds under repos
and strips, the system checks that each bond traded
has previously been recorded in the system as having
been issued. If not, an adjustment is made in the
inventory to record the bond as a new issue.

Accrual of interest costs

14.52 In the Canadian system, the difference
between the issue price and the redemption price
accrues as interest over the life of the bond. In addi-
tion, the system computes the accrual of coupon
payments on each outstanding bond issue. Until
paid, these two components continuously increase
the value of the bond, and Canada’s stock of external
debt in bonds.

Redemptions

14.53 Redemptions represent the amount of the
principal payment made by the issuer at the date of
maturity of the bond. Redemptions are generated
automatically by the system at maturity. While there
is generally one date of maturity, some bonds may
have several maturity dates as the redemptions are
spread over time (for example, sinking funds bond).
For bonds issued in tranches, the system prorates
the redemptions according to the weight of the
tranches. Redemptions of bonds in foreign curren-



cies are converted into Canadian dollars at the
monthly noon average rate for the month of
redemption. Again, when the Canadian dollar pro-
ceeds are known, this information is used to calcu-
late the value of redemptions.

Valuation of financial transactions and positions

14.54 From the time a bond is issued through to the
time it is redeemed, its price fluctuates largely as a
result of movements in interest rates in the market.
In the Canadian statistical system, four prices are
maintained: issue price, book value, market price at
year-end, and redemption price. In turn, each of
these prices is used to derive the related statistics.
For example, the prices on new issues are used to
derive capital flows associated with new issues,
while redemption prices are used to generate
redemptions data. Transactions, both sales and pur-
chases for the month, are recorded at market prices.
The stock of outstanding bonds is currently valued at
book—or nominal—value and at market value.

Issue prices

14.55 At the time of issue, the bonds are generally
priced at the prevailing market price. This market
price is in turn equivalent to the present value of the
stream of future payments, discounted at the market
interest rate. If the coupon rate is set equivalent to
the prevailing interest rate, the issue price will be the
same as the redemption price. If the coupon rate is
different from the prevailing interest rate, the issue
will be priced at discount or premium to the redemp-
tion price.

14.56 In general, a bond is issued on a given date
and, hence, has one issue price. There are, however,
bonds, especially Government of Canada bonds, that
are issued in tranches over a period of time. Each
tranche has the same maturity date and coupon rate
as an existing issue, but the issue price of each
tranche varies according to the interest rate prevail-
ing at the time the tranche was issued. Hence, each
tranche of these bonds may have a different issue
price.

Book value

14.57 The book value can be calculated from differ-
ent viewpoints. From the point of view of the issuer
of a bond, the book value is the issue price plus the
accrual of interest costs not yet paid out. From the
viewpoint of the owners of the bond, the book value
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consists of the acquisition cost plus the income
earned but not yet received. Given that bonds may
have been purchased at various prices, there could be
many book values.

14.58 In the Canadian statistical system, only the
book value of the issuer is maintained. This book
value is made up of the issue price plus the accrual
of interest costs not paid out by the issuer. The inter-
est is calculated as the accrual of the coupon plus
the accrual of the difference between the issue price
and the redemption price. Hence, at any given time,
the book value—nominal value, in the terminology
of the Guide—of the issuer is made up of three
parts: the issue price, the accrual of the coupon
not yet paid out, and the amortization of the dis-
count/premium, if any, between the issue and the
redemption prices.

Market prices

14.59 Description of market prices. At a given time,
the current market price of a bond is usually calcu-
lated using a sample of recent buying and selling
transactions in financial market. Throughout its life-
time, a bond will have many market prices depend-
ing on the time at which the value is observed. For
instance, the issue price is, in most cases, the market
price that prevailed at the time the bond was issued,
and the redemption price is the market price that pre-
vails at the time the bond matures.

14.60 Derivation of market prices. In the Canadian
system, market prices are either observed from
information obtained in the bond trading survey in
the month preceding the valuation, or calculated. To
the extent that bonds are traded with nonresidents in
the month preceding the period of valuation, such as
December trading for end-December valuation, the
average price in such trading is used as the proxy for
market prices when calculating transactions. For
bonds whose market price are not readily available,
the system estimates the present value of the future
stream of payments of the bond using a market yield
matrix. The matrix enables one to generate market
prices for a broad range of Canadian bonds (by sec-
tor, currency, and years left to maturity) and is regu-
larly updated in the system.

Redemption prices

14.61 The redemption price is the amount the issuer
is required to pay the holder at maturity of the bond;
it is the future value of the principal after the
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coupons have been paid out. The redemption price of
a bond is the same as the market price that will pre-
vail on that bond at the date of its maturity.

Features of the system

14.62 The degree of detail maintained and the flexi-
bility of the Canadian system make it possible to
generate numerous outputs on nonresident owner-
ship of Canadian bonds. Canadian bonds can be
valued according to four different methods: issue
price, maturity price, book (nominal) value, and
market value. The market value is published in
Canada’s IIP.

14.63 Functions are integrated in the system to
derive positions, transactions, interest (paid,
accrued, or payable), and commissions for a specific
period of time in original currency or Canadian dol-
lars. Exchange rate effects on the positions can also
be calculated. In addition, Statistics Canada can cal-
culate the funds that will be needed to service the
debt in the years to come, taking into account the
coupons to be paid as well as the retirements. The
remaining term of maturity can also be calculated by
type and by sector.

Chile

Reconciliation of External Debt Statistics
with BIS International Banking Statistics’

14.64 If international capital markets are to function
properly, statistics on debtor countries’ external lia-
bilities are necessary. But when the figures pub-
lished by a country, from the debtor perspective,
differ from those published by international agen-
cies, from the creditor perspective, experience has
shown that the credibility of the statistics published
by the country is directly affected, leading to uncer-
tainty about actual indebtedness, and so to ineffi-
ciency in the capital markets.

14.65 As with a number of other countries, Chile is
one of the countries whose external debt statistics,
disseminated monthly by the Central Bank of Chile
(BCCH), do not coincide with the international
banking statistics published by the BIS. To reconcile

"Prepared by the Central Bank of Chile.

the two institutions’ figures, in August 1998 the
Management Office of the International Division of
the BCCH committed resources to undertake exten-
sive research, and establish the necessary contacts
with both the BIS and the monetary authorities of
various countries, to discover reasons for the dis-
crepancies. The work culminated in a visit by BCCH
officials to the BIS in Basel, Switzerland, in late
1999. One of the conclusions of the investigation
was that BIS statistics embody a broader concept
than external debt as measured by the BCCH.
Whereas the central bank publishes external debt
statistics, the BIS data refer to claims against the
country, including items such as local claims in for-
eign currencies to residents in Chile and other liabil-
ities that are not within Chile’s core definition of
external debt.

14.66 Drawing on this work, and using data for end-
June 1999, this case study explains why differences
arise between the external liability figures published
by the BCCH and the BIS.

14.67 As explained in Chapter 17, the BIS pub-
lishes international banking statistics on both a loca-
tional and a consolidated basis. This case study first
compares BCCH data with BIS locational-based
data, and then with BIS consolidated data, before
drawing some conclusions.

Comparison with BIS locational data

14.68 BIS locational data provide information on
the external assets and liabilities of all banks—
known as BIS reporting institutions—Iocated in
what is known as the BIS reporting area.8 Within
external assets, the value of the external loans out-
standing is shown separately, with an attribution by
currency, institutional sector, and country of debtor.
BCCH’s research has discovered that the statistics
published by the BCCH on debt to foreign financial
institutions are more comparable with the BIS’s
external loans data than with the BIS’s external
assets data.

8At the time of writing, the reporting area comprises the G-10

plus eight countries: Austria, Belgium, Canada, Denmark, Fin-
land, France, Germany, Ireland, Italy, Japan, Luxembourg, the
Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, the
United Kingdom, and the United States. The quarterly reports also
include the so-called offshore centers: The Bahamas, Bahrain,
Cayman Islands, Hong Kong SAR, the Netherlands Antilles, and
Singapore.



Table 14.1. Outstanding External Loan
Claims of BIS Reporting Institutions on
Chile, as at End-June 1999

Millions of

U.S. Dollars
(I) BCCH reported data 15,901
(2) BIS reported data (locational basis) 18,684
(3) Discrepancy between sources ((1) — (2)) -2,783

14.69 Table 14.1 presents the outstanding external
loan claims of BIS reporting institutions on Chile as
at end-June 1999, as reported by the BCCH and BIS.
As can be seen, the BIS reports a total $2,783 mil-
lion higher than that reported by the BCCH.

14.70 On investigation, the difference is largely
explained by three items that the BCCH does
not classify as external loans from BIS reporting
institutions.

14.71 First, the BIS apparently includes in its fig-
ures external loans used to finance foreign trade pro-
vided in the form of instruments issued by the debtor
to the foreign supplier or third party, which are sub-
sequently discounted by banks (thus becoming a
form of forfaiting activity). In Chile these instru-
ments are known as cobranzas. In contrast, at the
time of writing, the external debt figures published
by Chile include only those cobranzas of medium-
and long-term maturity, which are classified as debt
owed to suppliers.? According to the BCCH’s esti-
mates, total cobranzas (short-, medium-, and long-
term) at end-June 1999 amounted to approximately
$5,425 million, of which $1,900 million could be
claims held by BIS reporting institutions, with
remaining maturities up to one year,!0 and thus
reported as short-term claims in BIS statistics.

14.72 Second, in its published data, the BCCH
attributes lending provided to Chile by foreign

9Because debtors are the source of information, these loans are
classified as debt to suppliers, even though they are subsequently
discounted by banks in the BIS reporting area (forfaiting).

10The estimate of short-term claims is derived from the BIS
consolidated data, which does provide a breakdown of claims by
short-term remaining maturity.
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Table 14.2. Adjusted Data for Outstanding
External Loan Claims of BIS Reporting
Institutions on Chile, as at End-June 1999

Millions of
U.S. Dollars
Reported data
(I) BCCH reported data 15,901
(2) BIS reported data (locational basis) 18,684
(3) Discrepancy between sources ((1) — (2)) —2,783
Factors explaining the discrepancy between sources'
(4) Cobranzas (forfaiting activity) 1,900
(5) Debt with government financial institutions 721
(6) Loans used to finance operations abroad 500
(7) Total adjustment ((4) + (5) + (6)) 3,121
Adjusted difference (discrepancy (3) plus
total adjustment (7)) 338

'A positive figure indicates amounts reported by the BIS as external loan
claims on Chile that are not included in BCCH data for external loans from BIS

reporting institutions.

government financial institutions for specific
projects to government agencies. On the other
hand, even though the government institutions
concerned are not BIS reporters, some such lending
is included in the BIS locational (and consolidated)
banking statistics. For instance, lending by the
Kreditanstalt fiir Wiederaufbau (KFW) is included
in the reports sent by Germany to the BIS, while
lending by the Export Development Corporation
of Canada (EDC), which is also not a BIS reporter,
is included in the reports prepared by the finan-
cial institutions with which it deals. For end-June
1999 data, these two agencies accounted for $721
million of the difference between BIS and BCCH
data.

14.73 Third, loans contracted by Chilean enter-
prises and used to finance investments directly
abroad are not recorded in the BCCH data but are
included in both the BIS’s locational and the consol-
idated banking statistics. At end-June 1999, these
loans amounted to $500 million, of which 20 percent
was of a short-term remaining maturity.

14.74 As can be seen from Table 14.2, the three
factors discussed above more than account for the
difference between the BIS and BCCH reported
data.
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Table 14.3. Outstanding External Claims of BIS Reporting Institutions on Chile,

as at End-June 1999
(Millions of U.S. dollars)

Medium- and

Total Short-term! long-term
Reported data
(1) BCCH reported data 15,850 3,911 11,939
(2) BIS reported data (locational basis) 23,491 9,347 14,1442
(3) Discrepancy between sources ((1)—(2)) 7,641 -5,436 —2,205
Factors explaining the discrepancy between sources?
(4) Foreign currency assets of offices of foreign banks 3,343 2,454 889
(5) Bonds 823 253 637
(6) Cobranzas (forfaiting activity) 1,900 1,900 0
(7) Debt with governmental financial institutions 721 84 570
(8) Loans used to finance investments abroad 500 100 400
(9) Total adjustment ((4)+(5)+(6))+(7)+(8)) 7,287 4,791 2,496
Adjusted difference (discrepancy (3) plus total adjustment (9)) -354 —645 291

'On a remaining maturity of one year or less.
2Includes foreign liabilities whose maturity cannot be determined.

3A positive figure indicates amounts reported by the BIS as external claims on Chile that are not included in the BCCH data for external liabilities to BIS

reporting institutions.

Comparison with BIS consolidated data

14.75 The BIS consolidated international banking
data provide information on the external assets of
banks headquartered in the reporting area, exclud-
ing banks headquartered in certain offshore centers
(which are included in the locational data). Con-
solidation means that all the claims of each
bank, including all offices throughout the world, are
reported, except intrabank claims, which are
excluded. Branches and subsidiaries of banks
located in the reporting area but headquartered
outside the reporting area provide information only
on their own claims and liabilities (that is, on an
unconsolidated basis). The consolidated BIS data
include a breakdown by debtor sector and by short-
and long-term remaining maturity and present the
debtor position of each country vis-a-vis each of the
creditor countries. Loans are not shown separately.
Taking all this into consideration, it is clear that the
asset figures of the locational and consolidated data
differ substantially.

14.76 As with the locational data, it can be seen in
Table 14.3 that the outstanding external claims of
BIS reporting institutions on Chile as at end-June
1999 as reported by the BIS were higher than those

reported by the BCCH ($23,491 million and $15,850
million, respectively).!!

14.77 In addition to the three items discussed above,
one of the reasons for the difference is that the BIS
considers local foreign exchange positions of offices
of foreign banks resident in Chile as external lia-
bilities of Chile, whereas in measuring external
debt, liabilities of residents to other residents are
excluded. These positions amounted to $3,343 mil-
lion!2 at end-June 1999, and were financed in large
part by funds obtained on the local market.

14.78 The data on bond claims of BIS reporting
institutions are another potential source of discrep-
ancy. However, the value of the claims of BIS report-
ing institutions are unclear, since they are not
separately identified in either the BIS or BCCH data.
Bond liabilities to nonresidents are included by the
BCCH in Chile’s external debt statistics, but individ-

UThe BCCH reported data in Table 14.3 are those for loans
with BIS reporting institutions in the reporting area, converted to a
consolidated basis so as to make the data comparable with those
of the BIS.

12Source: Financial information of the Superintendency of
Banks and Financial Institutions.



ual groups of creditors are not identified. At end-
June 1999, Chile’s total bond liabilities were valued
at $4,116 million, and it is estimated that around 20
percent, or $823 million, represented claims by BIS
reporting institutions, on a consolidated basis. Of
this total, $253 million were thought to be of short-
term maturity. It is known that many of these
Chilean liabilities are held in the United States by
financial institutions such as investment funds and
bank holding companies. These institutions are
required to report their holdings of such securities to
the U.S. Federal Reserve for inclusion in the report
entitled “Country Exposure Lending Survey,” which
is the source of the statistics reported to the BIS by
the U.S. authorities.

Conclusions

14.79 From the research undertaken by the BCCH,

the following conclusions can be drawn:

* To ensure proper use of data, and for comparisons
to be made between figures that are conceptually
measuring the same thing, the methodological
framework used to compile published data should
be clearly explained by each disseminating agency.

e The primary data sources (debtors for the BCCH
and creditors for the BIS) are responsible for sig-
nificant differences, especially in the case of debt
transferred to a different creditor. In particular, for
certain claims reported to the BIS, such as bonds,
while they are included in Chile’s external debt
statistics published by the BCCH, they cannot be
allocated to a specific creditor.

e There is the need to clarify the nature of the items
reported to the BIS. For instance, the BIS consid-
ers local foreign exchange positions of offices of
foreign banks in Chile an external liability,
although they represent a claim by a resident on
another resident. Whether these claims should be
regarded as external liabilities is obviously debat-
able (they are not in this Guide), since the position
is financed with local resources and therefore does
not represent net indebtedness abroad.

* Quality control is essential and has a major impact
on the comparability of statistics published by dif-
ferent institutions. Consequently, ensuring correct
application of established methodology should
always be a concern.

» To provide more complete external debt statistics,
Chile is currently working on the compilation of
data for instruments such as cobranzas and loans
used to finance investments abroad, which,
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although falling into the category of external
debt, are not included in Chile’s debt statistics
because the necessary information is not avail-
able. To solve this problem, surveys and other
data-collection methods are being introduced.

India

How Debt Information Systems Are Being
Used for External Debt Management!3

14.80 Effective monitoring is a prerequisite for suc-
cessful debt management. Indeed, information on
the status and composition of external debt and debt-
service payments provides the basic input for debt-
management decisions. With the enormous growth
in the volume and complexity of loan records, debt-
management decisions require the easy retrieval of
information, and the ability to undertake analysis
and scenario-building exercises, such as the exami-
nation of the impact of alternative debt-management
strategies. In this context, manual record keeping is
no longer sufficient; rather, there is a need to develop
a computerized database that will facilitate both
information retrieval and scenario exercises.

14.81 In India, comprehensive coverage, active
monitoring, and the computerization of external debt
data have all played a key role in the continuous
improvement of the country’s external debt position
(Table 14.4). The exhaustive coverage and timely
availability of data has allowed effective monitoring
of the debt stock and debt-service payments. For
instance, information on projected debt-service pay-
ments—that is, contractual liabilities in future
years—has provided policymakers with early warn-
ing against the bunching of repayments, so that
corrective steps could be taken in advance. Also,
the computerized database has facilitated the evalua-
tion of the impact of alternative borrowing strate-
gies. Effective monitoring through computerization,
therefore, has become essential to India’s debt
management.

Benefits of a good information system

14.82 The benefits of a good debt information sys-
tem are outlined here, drawing on India’s experience.

I3Prepared by the Ministry of Finance of India.
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Table 14.4. India’s External Debt and Key Debt Indicators

As at March 31

1991 1992 1995 1996 1997 1998 1999  2000P!
(Billions of U.S. dollars, end-period)
(1) Long-term debt 753 782 947 887 867 88.5 93.3 94.4
(2) Short-term debt 8.5 7.1 43 5.0 6.7 5.0 4.4 4.0
(3) Total external debt 83.8 85.3 99.0 93.7 935 93.5 97.7 98.4
(Ratios, in percent)
(4) Ratio of external debt to GDP 30.4 41.0 30.9 27.1 24.7 24.4 235 22.0
(5) Ratio of debt service to current receipts 353 30.2 259 26.2 23.0 19.5 19.0 16.0
(6) Ratio of short-term debt to total debt 10.2 83 43 5.4 7.2 5.4 45 4.1
(7) Ratio of short-term debt to foreign exchange reserves 382.1 125.6 20.5 29.5 30.1 19.4 14.9 10.6

IProvisional.

External debt management

14.83 One of the salient features of external debt
management in India has been an annual cap or ceil-
ing on External Commercial Borrowings (EComBs).
EComBs are defined to include commercial bank
loans, export credits, and bonds issued in the inter-
national capital markets. The borrowers are public
sector, financial institutions, and private sector
entities. As a sovereign entity the Government of
India does not borrow in the international capital
markets.

14.84 Every year a cap is fixed on EComB approv-
als, which takes into consideration the commercial
borrowing requirement of different sectors of the
economy, and medium-term balance of payment
projections. The end-objective is to keep the debt-
service ratio within the prudent limits of debt man-
agement. The exercise is undertaken with the help of
computerized scenario building, the inputs for which
are (1) projected debt-service payments on disbursed
outstanding debt; (2) disbursements of debt “in the
pipeline” and the projected debt service; (3) future
EComB approvals and their impact on inflows and
debt service based on an assessment of the interna-
tional capital market situation.

Sovereign external debt management

14.85 India does not access international capital
markets as a sovereign entity. But the need for
sovereign external debt management has arisen
because the World Bank now requires borrowers to
make their own decisions regarding choice of cur-

rency, interest, and maturity mix on Bank borrow-
ings. Some other multilateral institutions are also
considering a similar approach. Also, with the
World Bank soon to offer free-standing hedging
products (derivatives products), such as interest and
currency swap, interest rate caps, collars, etc., active
management of sovereign external debt will become
necessary.

14.86 To meet the new circumstances, India is
developing a modeling exercise for sovereign exter-
nal debt. The objective is to develop benchmarks
that lead to an optimal currency, interest, and matu-
rity mix of sovereign external debt so as to minimize
the costs of government borrowings for any given
level of risk. These benchmarks would be a guide
for future borrowing and active debt-management
decisions. Since the debt data for the government
account are 100 percent computerized, historical
data can be retrieved, and projections of future
payments made readily available, for analysis and
scenario-building exercises.

14.87 A separate exercise is also under way to con-
sider the prepayment of World Bank fixed-rate
loans, which have interest rates significantly above
prevailing market rates.

Contingent liabilities

14.88 The Government of India has provided guar-
antees on a selective basis for borrowings from
abroad by public sector enterprises, developmental
financial institutions, and, in some instances, private
sector companies. By maintaining records of such
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Table 14.5. India’s Central Government Guarantees on External Debt

March 31 December 31
1994 1995 1996 1997 1998 1999! 1999!
(Billions of U.S. dollars, end-period)
(1) Government debt 55.9 59.5 53.1 49.1 46.5 46.1 46.9
(2) Nongovernment debt 36.8 395 40.7 44.4 47.0 51.5 52.1
(3) Of which with government guarantee (a) + (b) + (c)? 12.2 12.3 10.2 8.2 7.3 7.1 75
(a) Financial sector 33 33 2.7 2.3 23 2.4 2.6
(b) Public sector 8.6 8.7 7.1 5.6 4.6 4.3 4.6
(c) Private sector 0.3 0.4 0.4 0.4 0.3 0.3 0.3
(4) Total external debt (1) + (2) 92.7 99.0 93.7 93.5 93.5 97.7 99.0
(5) Government debt and guaranteed debt () + (3) 68.1 71.8 63.2 57.3 53.8 53.2 54.4
(Ratios, in percent)
(6) Ratio of government debt and guaranteed debt
to total external debt (5)/(4) 735 725 67.4 61.3 57.5 54.5 55.0
(7) Ratio of government guaranteed debt to
nongovernment debt (3)/(2) 33.1 31.2 25.0 18.5 15.5 13.7 14.4
IProvisional.

2Direct guarantees on external debt provided by the central government.

explicit contingent liabilities in the computer system
along with external debt data, these liabilities are
regularly monitored. Because the government is now
discouraging the issue of fresh guarantees, except
where considered absolutely necessary (such as for
certain infrastructure projects), total outstanding
guarantees are on a declining trend—the share of
government guaranteed debt in total nongovernment
debt declined from 33.1 percent at end-March 1994
to 14.4 percent at end-December 1999. Table 14.5
provides these data and a disaggregation of guaran-
tees by institutional sector (financial, public, and
private).

Computerization and networking

14.89 Nearly 80 percent of external debt data is
computerized using the Commonwealth Secre-
tariat’s Debt Recording and Management System
(CS-DRMS).!4 The adoption of the CS-DRMS sys-
tem, in the late 1980s, was a major step forward,
marking the beginning of the use of external debt
data as a management information system input for
debt-management decisions. Efforts are now under
way to extend the scope of computerization to the
remaining data, which are currently captured on a
manual reporting basis.

14The CS-DRMS is described in Chapter 18.

Interagency involvement

14.90 The main agencies involved in the com-
pilation of external debt data are the Ministry of
Finance, the Reserve Bank of India, and the Ministry
of Defense. The computerized database containing
data reported by all the different agencies is housed
in a central server in the External Debt Management
Unit (EDMU) in the Ministry of Finance. The infor-
mation from the centralized database is then avail-
able for analysis and scenario-building exercises.
Through Local Area Network, the database is also
accessible to various users in the Ministry of Finance
as an input for policy decisions.

14.91 External debt data are updated on a quarterly
basis. The dissemination policy is that of full trans-
parency of reporting, with statistics published in the
Economic Survey of the Ministry of Finance and the
Annual Report of the Reserve Bank of India. In addi-
tion, since 1993 the Ministry of Finance has pub-
lished an annual Status Report on External Debt,
which is circulated in the Parliament of India. This
report, which provides an exhaustive analysis of
external debt data, has helped raise public awareness
of external debt issues.

14.92 Such transparency and awareness also leads
to public feedback, which acts as an early warning
system, especially in situations where key debt indi-
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cators are beginning to move in the wrong direction.
The transparency and comprehensive monitoring
also ensures that no component of debt is unre-
ported. This, together with low levels of short-term
debt, contributed to India’s success in withstanding
the effects of the financial crises of 1997/98.

14.93 Senior staff in the key government agencies
undertake periodic reviews of the measurement of
external debt to ensure best practice and continuous
improvement in the quality and coverage of data. In
1992, the Task Force/Policy Group Report on Exter-
nal Debt Statistics recommended adoption of inter-
nationally accepted classifications and definitions,
and stressed the need for transparency of data,
unusual at the time for an emerging economy. On
the report’s recommendation, the EDMU was set
up in the Ministry of Finance to coordinate debt-
monitoring activities, and provides data inputs for
debt-management decisions. A World Bank Institu-
tional Development Fund (IDF) grant of $0.475
million played a key role in providing funding sup-
port for the various debt-monitoring and manage-
ment activities undertaken by the EDMU. The
Report of the Technical Group on External Debt,
which came out in 1998, took into consideration the
changing international requirements for debt data
monitoring and reporting.

14.94 There are ongoing efforts to further improve
the quality of data and increase the scope of comput-
erization. Thus, for example, given the significance
of short-term debt for overall external debt manage-
ment, a Study Group has been created to look into
ways of ensuring its more effective monitoring and
coverage. The group is expected to suggest that a
computerized short-term debt database be created
that is amenable to analysis and scenario exercises.
Given the volatility of short-term debt flows and the
possibility of their nonrenewal in times of crisis,
such flows are already strictly monitored and permit-
ted only for trade-related purposes. Another Study
Group has been created to look into ways of ensur-
ing more effective monitoring and computerization
of nonresident Indian deposits data (see the next sec-
tion). Further, since external debt flows are to be
seen in the overall balance of payments context,
other balance of payments components become
important and can have a bearing on external debt
flows. A separate Study Group, therefore, has been
set up for streamlining monitoring and computeriza-
tion of nondebt flows.

14.95 Efforts are also under way to make India a
“resource center” and a “center of excellence” for
external debt-management activities so that Indian
experience and expertise can be shared with other
countries, and learning opportunities broadened.

Monitoring and Management of Nonresident
Deposits in India!5

14.96 In the 1970s, the growth of the current
account deficit prompted India to explore alterna-
tives to the traditional source of external finance:
concessional borrowing. This led to borrowing from
commercial sources, and the introduction of special
deposit schemes for nonresident Indians (NRIs).
Different NRI deposit schemes were developed in
order to meet the various asset preferences of NRIs.
This section describes the features of these schemes,
the method of data collection, information on their
evolution during the 1990s, and some lessons from
the Indian experience.

Nonresident deposit schemes

14.97 Essentially there are two types of nonresident
deposit schemes: domestic-currency-denominated
deposits and foreign-currency-denominated deposits.
The first nonresident deposit scheme, introduced in
February 1970, was a domestic currency account
called the Non-Resident External Rupee Account
[NR(E)RA]. Under this scheme, both principal
and interest could be repatriated without any restric-
tion, while the exchange risks were borne by the
depositors. The rates of interest were initially
set by the Reserve Bank of India (RBI) but were fully
freed from official control by September 1997.
The first foreign-currency-denominated scheme
was introduced in November 1975 and was entitled
the Foreign Currency Non-Resident (Account)
[FCNR(A)]. This account was repatriable, with inter-
est rates fixed by the RBI, taking into account move-
ments in international interest rates. Although the
deposit liabilities were held by the commercial
banks, the exchange risk was borne by the RBI, and
implemented through a mechanism of purchases and
sales of foreign currency at notional exchange rates
by the RBI from the banks. This scheme was with-
drawn with effect from August 1994 in view of its

15Prepared in the Division of International Finance, Department
of Economic Analysis and Policy, Reserve Bank of India, Mumbai.



quasi-fiscal costs and implications for the central
bank’s balance sheet.

14.98 Subsequently, additional schemes have been
introduced, and discontinued, as circumstances have
warranted. In particular, nonrepatriable deposit
schemes were introduced in the early 1990s. At
the time of writing, the latest in the series of non-
resident rupee accounts is the Non-Resident Spe-
cial Rupee Account [NR(S)RA] introduced in April
1999, and, among foreign currency accounts, the
Foreign Currency Non-Resident (Bank) [FCNR(B)]
scheme. The exchange risk for the latter is managed
by the commercial banks and not the RBI. Further-
more, a large proportion of FCNR(B) deposits—
for instance, over 90 percent at end-March 2000—are
matched by foreign currency assets, which facilitates
asset-liability management by accepting banks.

14.99 Also, there has occasionally been issuance of
bonds by the State Bank of India, a commercial
bank, aimed at nonresidents. Furthermore, nonresi-
dent Indians and Overseas Corporate Bodies can
channel funds into India through direct investment,
the nonresident ordinary deposit (NRO) scheme, pri-
vate remittances, and a special scheme for returning
citizens to import gold and silver.

Monitoring

14.100 As a part of overall financial sector manage-
ment, the RBI monitors total NRI deposits, both
stocks and flows, and adjusts its policies relating to
these deposits as warranted by the domestic and
international circumstances. Banks are required to
report the necessary information on NRI deposits
through various regular statements and returns pro-
vided to the RBI, including a fortnightly return. The
reports are specifically designed to capture the stock
and flow data on the various NRI deposits. Further, a
study group financed from the IDF of the World
Bank is reviewing the reporting arrangements for
NRI deposits.

14.101 NRI deposits data come from a large number
of branches of commercial banks at widely spread
places across India, and many of these branches do
not have enough communication infrastructure to
submit data in electronic form. These limitations may
not be serious since the flow data in respect of such
branch offices do not vary significantly over short
periods of time. In fact, it was estimated that about
500 large branches of commercial banks in India
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accounted for over 85 percent of the overall foreign
exchange business, including NRI deposits. The defi-
ciency of coverage could, however, be addressed by
remote branches reporting data to their regional or
zonal offices, which, in turn, could transmit the con-
solidated information in electronic form to the RBI
through their Head Offices. This new reporting sys-
tem would provide the stock position of NRI deposits
disaggregated by account type, by country of creditor,
by maturity (both remaining and original) and by type
of currency at the end of every quarter for principal,
and, separately, interest costs that have accrued.

Evolution

14.102 Table 14.6 provides information on the evolu-
tion of various nonresident deposit accounts during
the 1990s. The outstanding balances under NRI
deposits have increased from $14 billion at end-
March 1991 to $23 billion at end-March 2000. NRI
deposits as a percentage of India’s external debt
remained broadly unchanged over the decade. There
was a marked shift in the composition of NRI
deposits from foreign currency deposits (about 74
percent of the total in 1991 to about 40 percent in
2000) to domestic-currency-denominated deposits
(from about 26 percent in 1991 to 60 percent in 2000),
with a significant decline in short-term deposits.
Indeed, foreign-currency-denominated deposits actu-
ally fell over the decade. This shift occurred as the
government decided to stop providing exchange rate
guarantees on foreign currency deposits, as losses
emerged; and to deregulate interest rates—previously
interest rates on these deposits were held at levels
significantly above interest rates prevailing in inter-
national markets. Also, while not shown in the table,
nonrepatriable rupee deposits have been increasing,
to over 30 percent of the total NRI deposits as at end-
March 2000. Of the total repatriable NRI deposits,
the proportion of short-term repatriable deposits
declined from around 27 percent at end-March 1991
to about 9 percent at end-March 2000.

Lessons from the Indian experience

14.103 A number of lessons emanate from the
Indian experience with nonresident deposit schemes.

14.104 First, for policy purposes, good information
is required. In particular, as a part of external debt
management, there needs to be careful monitoring of
the currency portfolio, especially in terms of cur-
rency denomination of deposits, and of the maturity
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Table 14.6. Indicators of Nonresident Deposits in India

(Millions of U.S. dollars)

As at end-March

Items 1991 1993 1995 1997 1999 2000

FCNR(A)! 10,103 10,617 7,051 2,306 0 0
FCNR(B)2 0 0 3,063 7,496 8,323 9,069
FC(B&O)D3 265 1,037 0 0 0 0
FCON* 0 0 10 4 0 0
NR(E)RAS 3,618 2,740 4,556 4,983 6,220 6,992
NR(NR)RD# 0 621 2,486 5,604 6,758 7,037
NR(S)RA? 0 0 0 0 0 0
Total NRI deposits 13,986 15,015 17,166 20,393 21,301 23,098

Domestic-currency-denominated NRI deposits
(Percent of total NRI deposits)

Foreign-currency-denominated NRI deposits
(Percent of total NRI deposits)

Total external debt®
Long-term
Short-term

Proportion of NRI deposits in India’s external debt?
Proportion of long-term NRI deposits in long-term external debt?

Proportion of short-term NRI deposits in short-term external debt

Proportion of long-term repatriable NRI deposits in total
repatriable NRI deposits

Proportion of short-term repatriable NRI deposits in total
repatriable NRI deposits

3618 3361 7042 10587 12,978 14,029
(259)  (224) (410)  (519)  (60.9)  (60.7)

10368 11,654 10,124 9806 8323 9,069
74.1)  (776)  (590)  (48.1)  (39.1)  (39.3)
83801 90,023 99,008 93470 97,666 98,435
75257 83,683 94739 86744 93279 94392

8,544 6,340 4,269 6,726 4,387 4,043

16.7% 16.0% 14.8% 15.8% 14.9% 16.3%
13.6% 13.2% 13.1% 12.7% 12.6% 15.4%
43.8% 53.3% 53.4% 56.1% 50.1% 36.6%

73.2% 76.7% 84.5% 74.5% 84.9% 90.8%

26.8% 23.3% 15.5% 25.5% 15.1% 9.2%

Note:This table does not include amounts mobilized from nonresident Indians through issuance of bonds from time to time.

IForeign Currency Non-Repatriable (Account) [FCNR(A)] was withdrawn effective August 1994.

2Foreign Currency Non-Resident (Banks) [FCNR(B)] was introduced in May 1993.

3Foreign Currency (Banks and Others) Deposits [FC(B&O)D] were withdrawn with effect from July 1993.

4Foreign Currency (Ordinary Non-Repatriable) Deposit Scheme [FCON] was withdrawn from August 1994.

5Non-Resident (External) Rupee Account [NR(E)RA] was introduced in February 1970.

6Non-Resident (Non-Repatriable) Rupee Deposits [NR(NR)RD] was introduced in June 1992.

’Non-Resident Special Rupee Account [NR(S)RA] was introduced in April 1999.

8Repatriable nonresident deposits(both foreign-currency- and domestic-currency-denominated—such as FCNR(A), FCNR(B), NR(E)RA and FC(B&O)D

form part of India’s external debt.

9Excludes NR(NR)RD accounts, which are not repatriable and so are not included in external debt.

profile, both in terms of original and remaining
maturity. The latter data help to identify any bunch-
ing of payments, and so it is useful to program the
debt-recording software systems to generate data on
a remaining-maturity basis.

14.105 Second, from a policy viewpoint, the central
bank or the government should refrain from provid-
ing exchange guarantee to the depositors, since such
guarantees take the form of contingent external lia-
bilities and could pose a systemic threat when
reserves are low and exchange rates depreciate very
sharply. The focus should be on domestic currency
deposits of longer maturity. A steady repayment
schedule is preferred because this enables the com-

mercial banks to reduce the potential for serious
asset-liability mismatches that may arise.

14.106 Third, when devising these schemes, interest
rates on the deposits should be aligned with domes-
tic and international rates, so as to ensure that
deposits are attracted while remaining cost effective.
Also, an assessment of the degree of substitution
between NRI deposits and normal flows from non-
residents in the form of private transfers, workers’
remittances, and other non-debt-creating flows from
NRIs is required.

14.107 Finally, following the residence criterion, all
nonresident deposits should be part of external debt.



However, India does not include nonresident non-
repatriable deposits in its external debt statistics
because the principal is not repatriable and hence no
external liabilities arise, and the funds stay within
the Indian economy.

Israel

Measurement of External Debt!é

14.108 The Bank of Israel’s Foreign Exchange
Activity Department (FEAD) measures Israel’s
external debt position, using detailed loan-by-loan
data provided by the Israeli Government and the
nonbank private sector. Reported balance sheet data
are used to compile external debt data of banks. The
external debt data are published quarterly and, along
with external assets owned by Israeli residents, are
included in the Israeli IIP statement. This case study
describes the loan-by-loan system used by the
FEAD and the output it generates.

Reporting of loan-by-loan data

14.109 Most of the external debt data of the public
sector are obtained, on a regular basis, from the Min-
istry of Finance. These data cover all loans that the
government receives from creditors abroad, includ-
ing government bond issues in international markets.
The nonbank private sector (a private individual or a
firm) must report within 15 days of receipt any loans
received from abroad that have a value equivalent to
$100,000 or more. These data cover all loans that
firms and individuals receive from creditors abroad,
including Israeli companies’ issues of bonds in inter-
national markets and ownership loans received.

14.110 The following details of each loan are
reported (see Figure 14.1) and entered into the
FEAD’s system:

e Primary details: Loan receipt date, amount, and
currency;

* Borrower: Name and borrower type (such as gov-
ernment, central bank, firm, or individual);

e Lender: Name, country of residence, and lender
type (such as foreign bank, branch of Israeli bank
abroad, foreign government, IMF, World Bank,
issue of tradable bonds, foreign firm, individual
foreign resident, or ownership loan);

16Prepared by the Bank of Israel.
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* [Interest rate type: Fixed or variable rate;

* Interest rate (percent): Fixed rate or spread above
variable rate;

* Principal payment schedule: Includes final pay-
ment date; and

* [Interest payment schedule.

14.111 Also, during the entry of these details into
the database the following additional fields are auto-
matically calculated:

e Credit term (months): Defined as the number of
months from the date of receipt of the loan until
final repayment; this field can be used to attribute
the debt by loan term: short-term debt, medium-
term debt, and long-term debt;

¢ Grace (months): the number of months between
the date of receipt of the loan and the first repay-
ment of the principal;

* Calculated interest (on loan receipt date): For
fixed-rate loans, this is the interest rate figure
itself; for variable-rate loans, this is equal to the
value of the variable rate base plus the spread
above it; and

* Spread above LIBOR (on loan receipt date): For
fixed-rate loans, this is the calculated spread above
LIBOR (London interbank offered rate).

Aggregate data compiled'”

14.112 In addition to calculated aggregated loan
and bond figures, and commercial bank balance-
sheet data, the FEAD maintains aggregate external
debt data on nonresidents’ ownership of domesti-
cally issued bonds, and on the balance of suppliers’
credit received by Israeli importers (and extended by
Israeli exporters), based on an FEAD quarterly sur-
vey of companies involved in foreign trade. The
same system contains figures on external assets
owned by residents, including equities, bonds, loans,
deposits, and direct investment (ownership loans).

14.113 Data quality checks are undertaken at the
individual loan level and also by comparing the
loan-by-loan data with information on transactions,
which are drawn mainly from bank reports, and with
the balance-sheet data of large companies. The data-
base covers all public and banking sector loans and
over 90 percent of the nonbank private sector loans.

17Apart from debt-related data, the same system contains data
on nonresident portfolio investment in Israeli equities and direct
investment of nonresidents in Israel.
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Figure 14.1. Israel: Report Form on Loans Received by Local Residents from Foreign Residents!

I. Loan details

|:| New loan |:| Loan particulars update |:| Early redemption |:| Loan renewal

Sum Currency — Currency Code®* _______ Receipt Date

2. Borrower details (local resident)

Borrower identifying number Borrower name Economic branch  Economic branch code*
(identity card/corp. reg. no.)

3. Lender details (foreign resident)

Lender name Lender type Lender code* Lender country Country code*
4. Principal payment schedule 5. Interest rate details
: Interest rate (%
| Regular payments Interest rate type: nterest rate (%)
First payment date  No. of payments  Frequenc Final payment date Fixed
pay - OF Py’ (m(gnths)y pay LIBOR (“interest rate” is spread above LIBOR)
Interest free
Other
2. Irregular payments
6. Interest payment schedule
Sum- e Date Interest payment schedule coincides with
principal payment schedule.
Sum e Date
IZ' Regular payments (equidistant payment dates)
Sum e Date
First payment date  No. of payments  Frequency
(months)
Sum — Date
Sum - e Date El Interest sum discounted in advance:
Additional payments - write below (comments) Sum
Izl Irregular payments:
Dates
Comments: fh_ 4
2 5
3 6
7. Details of loan reporter
Name Signature Date Telephone no. Address
*To be filled out if loan form is handled by Bank code* Branch code* Loan number (for BOI use)

an Israeli commercial bank. | | | | |

IReporting requirement is that of the local resident—an individual or a corporation—receiving a loan of at least $100,000; with the report to be submitted
within |5 days of loan receipt.
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Output

14.114 From the information held on the database,
the Bank of Israel publishes quarterly tables on the
external debt, in U.S. dollar terms. For the public,
nonbank private, and banking sectors, and by source
of external debt, data are presented on the stock of
outstanding external debt; the original term to matu-
rity; the principal currency composition; and exter-
nal debt receipts and principal payments. Also
provided is information by sector on net debt—that
is, gross debt liabilities less ownership of foreign
debt liabilities by Israeli residents—and principal
and interest repayment schedules.

Mexico

Registration of Private Debt!8

14.115 The Mexican system of measuring private
sector external debt has developed over the past two
decades. Beginning with external debt difficulties of
the early 1980s, the system has evolved as exchange
controls have been repealed and economic condi-
tions have changed. This case study explains that
evolution, and sets out the present situation.

14.116 On August 5, 1982, Mexico declared a
moratorium on principal payments on external debt.
On September 1, 1982, across-the-board exchange
controls were instituted and replaced three months
later by a simple exchange control system, whereby
two foreign exchange markets would operate simul-
taneously: one subject to control and the other not.

Data collection methods in the era
of exchange controls

14.117 At the time of the introduction of exchange
controls in 1982, the Mexican government had no
official data on the amount of private sector external
debt outstanding. So there was a need to develop a
debt-registration system, whose main purpose was to
facilitate exchange control operations. In the pay-
ments moratorium notice of August 5, 1982, and
subsequently in the exchange control decree pub-
lished on December 13, 1982, those private enter-
prises requesting foreign exchange to service their

I8Prepared by the Department of Public Credit, Mexico.
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debts were required to register their financing with
the Secretaria de Hacienda y Crédito Publico (Secre-
tariat of Finance and Public Credit—SHCP). A spe-
cial unit within the SHCP was set up to start
monitoring private external debt, and this unit cre-
ated a Register of Loans Payable in Foreign
Exchange to Financial Institutions Abroad (the Reg-
ister), and introduced a report form called the Con-
stancia de Registro (Record of Registration) to
collect the data. This report form needed to be com-
pleted for a private enterprise to receive authoriza-
tion to obtain foreign exchange from national banks.

14.118 The report form identified the main contrac-
tual features of foreign exchange borrowing by pri-
vate sector enterprises from foreign financial
institutions. It covered the type of financing, the
existing loan balance, the method of payment, and
the payment schedule listing each outstanding pay-
ment with due date, and principal and interest
amounts. When the registration requirement was
introduced, all the enterprises quickly came forward
to register their external debt because they could not
otherwise obtain foreign exchange to service their
debts.

14.119 In addition to the loans registered in the
SHCP, a register of debt to nonbank foreign suppli-
ers was created in October 1982 in the Secretariat of
Trade and Industrial Development (SECOFI), with
the same purpose as the register of foreign currency
loans. In other words, the record of registration pro-
vided information on debt service to the authorities,
and was a requirement for residents if they needed to
obtain foreign currency from national banks. This
register was closed in January 1983, and the out-
standing balances were refinanced by suppliers
under a long-term scheme.

14.120 Also, in 1983, the central bank set up a fund
through which private sector debtors could repay
foreign creditors. This helped to improve the regis-
tration of private sector debt. This fund was part of
the program known as FICORCA (Trusteeship Cov-
erage of Exchange Risk), and existed from April to
October 1983. This program required private sector
enterprises to restructure their foreign debts—for
instance, into maturities of eight years with four
years’ grace, or six years with three years’ grace. If
the enterprise made the payments in local currency,
FICORCA would pay principal and interest in for-
eign currency to the account of the enterprise, so that
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the enterprise could service its restructured debts to
foreign banks. A similar program was reintroduced
for a short period in 1987 and 1988 and was known
as the FICORCA Facility Agreement.

14.121 Once private enterprises regained access to
external financing, in 1984, they were required to reg-
ister new debt with the SHCP. Indeed, the authorities
decided that, in order to continue to have access to
foreign exchange, private enterprises would be
required not only to report new debt at the time of cre-
ation, but also to report twice a year on their outstand-
ing debt. This continued until 1991. So, twice a year
the authorities made public announcements to all pri-
vate sector enterprises and published in the most
widely distributed major newspapers in the country
the registration numbers of loans to report between
January 1 and March 31 and between July 1 and Sep-
tember 30 of each year. Enterprises were required to
provide the authorized documentation for the original
borrowing and the subsequent debt servicing.

14.122 In addition to the loans registered in the
SHCP, a register of debt to nonbank suppliers was
created in SECOFI. Thus, in October 1982, the regis-
ter of amounts owed to foreign suppliers was set up
with the same purpose as the register of foreign cur-
rency loans. In other words, the record of registration
provided information on debt service, and permitted
the purchase of foreign currency from national banks
by the debtors. This register was closed in January
1983, and the outstanding balances were refinanced
by suppliers under a long-term scheme.

14.123 Outstanding amounts payable by the Mexi-
can banking system, nationalized in September
1982, were never subject to registration. The central
bank only required completion of a survey form that
is still used, showing the position of the banks’
accounts but not future payments.

Data collection methods following the repeal
of exchange controls

14.124 An official Exchange Control Decree
repealed exchange controls on November 10, 1991,
since there was no longer any reason to maintain the
two-tiered foreign exchange market at the controlled
and market rates as established. Also, the Register of
Foreign Currency Loans Payable Abroad to Financial
Institutions and the Constancia de Registro were abol-
ished. Indeed, since the termination of the exchange

control regime, private enterprises are no longer
legally required to report the status of their external
liabilities to the SHCP. However, the SHCP has found
it necessary to continue to monitor and publish data
on private sector external debt. This required the
reestablishment of a means of collecting data that
covered the main features of borrowing by private
sector enterprises from foreign financial institutions.

14.125 Initially after the repeal of exchange con-
trols, data were collected periodically through sur-
vey questionnaires sent to the major enterprises
having a representative level of indebtedness relative
to total private external debt. With the cooperation of
some 100 indebted industrial groups, a database was
designed for processing the data collected. This was
used to draw up a statistical bulletin on private sector
external debt and included a number of statistical
tables that gave a clear picture of the level of exter-
nal indebtedness. The level of participation by
debtors was initially excellent.

14.126 However, following another crisis in the
mid-1990s, it was once again necessary to imple-
ment a system whereby private enterprises provided
information on an ongoing as opposed to periodic
basis. An official request, similar to the public
announcements mentioned above, was prepared
requiring the private enterprises to report estimates
of principal payments both on recent borrowing and
on earlier outstanding amounts. In addition, data
began to be sourced from the Mexican Stock Market
(BMV) to complement the private external debt sta-
tistics; the BMV releases a quarterly financial report
on borrowing by industrial corporations.

14.127 Most recently, the system has evolved such
that data on private sector external debt are collected
from a number of sources so as to ensure that the
data published are reliable, are collected expedi-
tiously, and are informative.

14.128 The principal source of information is now
the BMYV, which collects data quarterly on Mexican
corporate liabilities. The BMV report form includes
a breakdown of external debt by type of credit, using
the following classification system: commercial
banks, bonds, and foreign trade credit. The report
form also provides the name of the creditor, the
amount of the financing, currency of issuance, the
borrowing date, the maturity date, and the estimated
payments over the next four years, including the out-



standing balances, the repayment schedule for the
coming four years, and a classification by loan type.

14.129 Other external data sources include foreign-
owned credit rating agencies, such as Duff and
Phelps, Moody’s, and Standard & Poor’s. The publi-
cations of these agencies include information on
debt they rate, which SHCP consults. Also, the debt
unit frequently checks with the Undersecretariat of
the SHCP for the information submitted by private
enterprises when they withhold tax payments on
interest payable abroad.

14.130 With this information, the SHCP reviews
each credit and cross-checks the different sources, so
as not to duplicate information.

14.131 Enterprises that are not listed on the BMV,
have no debt ratings, and file no tax returns are
requested to cooperate by completing a survey ques-
tionnaire, providing information to the SHCP on all
the characteristics of their liabilities, updating the
information on balances on a quarterly frequency.

14.132 All the information collected is maintained
in a database, which is carefully checked to ensure
that the debt of enterprises is not entered more than
once, so as to avoid duplicate reports. From this data-
base, a number of outputs can be generated, includ-
ing the level of indebtedness and debt classification
by enterprise, creditor, currency, and maturity.

Verification of figures

14.133 When exchange controls were established
and after having registered the debt of most indus-
trial groups, reports were produced from the data-
base classifying the debt by creditor and with the
details of each financing. This information was
cross-checked with data from the major foreign
creditor banks through their representative offices in
Mexico. The overall balances by creditor bank were
verified with the unit that received the report form
from the creditor bank. This type of verification is
not undertaken today, since it is mandatory for credi-
tor banks to report to the central bank under the rules
authorizing them to grant loans to Mexico. The
report now covers both public sector and private sec-
tor external debt. Efforts are currently being made to
have the form include information not only on the
balances outstanding as traditionally reported, but
also on the payment schedule for the outstanding

14 « Country Experience

debt, by quarter for the first year and annually for the
following three years.!?

Dissemination

14.134 The statistical data on Mexico’s total external
debt, including private debt, are published in the sta-
tistical tables in Mexico Economic and Financial
Statistics—Data Book, a biannual document published
by the SHCP and distributed to foreign banks in the
SHCP’s quarterly review entitled Estadisticas oportu-
nas de finanzas publicas y deuda puiblica (Timely
Public Finance and Public Debt Statistics), published
through the Directorate General of Financial Plan-
ning. The data also appear in the quarterly presenta-
tion on the Internet via the SHCP’s webpage.

14.135 Information on private sector debt is pre-
sented for the commercial banks and the nonbank
private sector, and the sources of finance are pro-
vided—commercial banks, and other liabilities for
commercial bank debtors; and capital markets, com-
mercial banks, and external trade-related debt for
nonbank private sector debtors. An annual amortiza-
tion schedule for the nonbank private sector external
debt for the remaining portion of the current year,
and the following three years, is provided.

New Zealand

Experience in Collecting Foreign Currency
Hedging Information20

14.136 In 1998, major users of external debt statis-
tics in New Zealand were concerned that by not tak-
ing account of hedging activity, New Zealand’s
published external debt statistics were overstating
the extent of the economy’s exposure to currency
movements. As a consequence, in June 1999, Statis-
tics New Zealand (SNZ) first published indicative
information about the hedging of New Zealand’s
external debt denominated in foreign currency—for
March 31, 1998 and 1999—alongside, and as a sup-

19While the compilation of these creditor bank data is the exclu-
sive responsibility of the central bank, the obligation to report to
the authorities and the public on the performance of external pri-
vate debt is the responsibility of the Finance Secretariat. Also, the
Finance Secretariat is responsible for establishing the guidelines
for authorization of the operations of foreign financial institutions
in Mexico, and, in conjunction with the central bank, it verifies the
activity of foreign banks.

20Prepared by Statistics New Zealand.
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plement to, New Zealand’s Overseas Debt sta-
tistics.2! These supplementary data—disaggregated
by currency and into two institutional sectors—
provided estimates of the extent of hedging of New
Zealand’s foreign currency external debt using
financial derivatives contracts and natural hedges.
The data also provided estimates of unhedged exter-
nal debt. In addition, net market value estimates of
the financial derivatives contracts were published,
also with a sectoral breakdown. SNZ has continued
to publish supplementary hedging information annu-
ally. This case study sets out the experience of SNZ
in setting up and operating the survey in its early
years, and the lessons learned.

14.137 In the presentation of external debt statistics,
foreign-currency-denominated external debt is con-
verted into New Zealand dollars at the exchange rate
prevailing at the survey date (March 31). Given this
methodology, and with external debt denominated in
foreign currencies accounting for about half of New
Zealand’s gross external debt at the time, the depreci-
ation of the New Zealand dollar between March 31,
1997 and 1998 was estimated to have accounted for
38 percent of the increase in the value of New
Zealand’s external debt between those two dates.
Anticipating significant user interest when the March
1998 external debt statistics data were published, the
SNZ gave prominence to this estimate and to the
compilation methodology used. Nevertheless, some
major users of the statistics questioned their rele-
vance, believing that the total external debt statistics
overstated the true external exposure of the economy,
because a significant portion of the debt was proba-
bly hedged against exchange rate movements.

The project

14.138 With the collection and publication of statis-
tics on New Zealand’s net asset and liability posi-
tions in financial derivatives not due until 2001, in
1998 the SNZ felt an immediate need for hedging
information that would place the published external
debt statistics into a risk-management context. Con-
sequently, the SNZ undertook a project to collect
data on:

21“Overseas debt” is the term used for the SNZ survey that col-
lects data on New Zealand’s external debt, and the published sta-
tistics. The survey measures New Zealand’s total overseas debt as
at March 31 each year, and collects data from both private and
government sector organizations.

* The extent of the foreign currency hedging of New
Zealand’s overseas debt; and

e Estimates of the net market value of the financial
derivatives contracts.

14.139 Data were to be collected from those resi-
dent enterprises that accounted for approximately 80
percent of external debt denominated in foreign cur-
rencies. In view of the limited coverage of the hedg-
ing supplement, the results were intended to be
indicative estimates.

14.140 The project began in October 1998, with the
intention of collecting retrospective data as at March
31, 1998, by December 31, 1998. Thereafter, a deci-
sion would be made about whether to proceed with a
further collection of data as at March 31, 1999. It
was expected that the need for the hedging supple-
ment would cease once the project to implement
BPMS5 in full was completed, in 2001.

14.141 The project was undertaken by the staff of
the Balance of Payments Division (BOP staff) of
the SNZ. An essential feature of the early stages of
the project was the close consultation between
the BOP staff and Reserve Bank of New Zealand
(RBNZ) staff, and, separately, a private sector bank
with which the BOP staff had had previous dis-
cussions on the impact of financial derivatives on
balance of payments statistics. The RBNZ offered
advice and consultation on several occasions during
the course of the project. The private sector bank
offered advice from the perspectives of a user of the
published statistics, and the perspective of being a
market participant and data supplier. The coopera-
tion and advice received from both these organiza-
tions was invaluable to the success of the project.

14.142 Initial development work within SNZ
included determining an initial set of data require-
ments and identifying the enterprises to be surveyed
from the population of the Total Overseas Debt
survey. In the event, 20 enterprises (plus the official
sector) were selected, of which all except one
reported the data for the 1998 survey. While one fur-
ther enterprise was unable to supply data for the
1999 and 2000 surveys, nevertheless the effective
sample of the hedging supplement encompassed 75
to 81 percent of total foreign-currency-denominated
external debt in the 1998, 1999, and 2000 surveys.
While these enterprises were at first expected to be
mostly banks, in fact nine of the enterprises selected



were nonbank corporates. For the purposes of the
survey, a two-sector classification was used: banks,
and the “corporate and official” sector.

Consultations

14.143 The initial set of data requirements was dis-
cussed with the private sector bank, and separately
with the RBNZ. This first round of consultations
identified:

* The need for a short-term/long-term split based on
original maturity, since some respondents were
expected to find the reporting of hedges for short-
term instruments too difficult due to daily refi-
nancing (“rollover”) and pricing;

e The need to split the data request into “hedging by
financial derivatives contract” and “natural hedge”;

e The need to ask respondents to report their hedg-
ing with both residents and nonresidents; by ask-
ing respondents to report all their positions, the
likelihood of double counting would be reduced.

14.144 Following the amendments to the draft
hedging supplement questionnaire, a second round
of consultation was undertaken—an essential aspect
of the project. This consultation comprised per-
sonal visits by BOP staff to ten of the enterprises
selected to be surveyed, involved a discussion of the
objectives of the questionnaire and its reporting
requirements, and allowed BOP staff to hear the
views of the respondents. Those respondents not vis-
ited personally were contacted by telephone, and a
copy of the draft questionnaire sent for comment; in
nearly all these cases feedback on the questionnaire
was received. SNZ staff encountered a high level of
cooperation among virtually all of the respondents
visited or contacted, certainly once the objectives of
the hedging supplement were explained.

14.145 A clear message arising from the consulta-
tions, which were reviewed with the RBNZ, was the
need to customize the questionnaire, both in terms of
the sector of the respondent and each individual
respondent within each sector. For the nonbank cor-
porates, it was decided to differentiate the “natural
hedge” question into “hedging by balance sheet
assets,” and “hedging by other means—for example,
expected foreign exchange receipts from exports.”
This made the scope of the inquiry clearer to respon-
dents and enhanced the usefulness of the results for
risk analysis purposes by separating hedges that take
the form of balance-sheet assets from those that do
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not. The process for the collection of retrospective
data for March 31, 1998 was too far advanced for
this distinction to be included in that survey, but it
was incorporated into the 1999 survey.

14.146 Other features of particular interest emerg-
ing from the second round of consultations were as
follows:

* Whatever the term of the underlying liability,
associated derivatives contracts are often of a
shorter term and rolled over (or renegotiated)
through the life of the underlying liability. The
effect is that at each rollover, the issuer will book
to their accounts profits and losses made on their
derivatives contracts. Because the survey is a
snapshot of the market value of contracts in place
as at March 31, the market-value results take no
account of profits or losses recorded from the ear-
lier succession of contracts.

* Banks in general, and some of the nonbanks with
complex financial operations, found it difficult to
extract the required market-value information.
Given that frequent rollovers of debt, and the pool-
ing of assets and liabilities for risk-management
purposes characterized banks’ operations, direct
matching of an overseas liability to a particular
hedge was often not possible, and alternative ways
of providing information were established on a
case-by-case basis. Therefore, the market-value
results for banks were regarded as indicative esti-
mates only. Generally, the market-value estimates
for the less complex nonbanks were regarded as of
better quality, since these were typically enter-
prises with a small number of external foreign cur-
rency liabilities matched to specific financial
derivatives contracts.

* Distinguishing the residence of counterparties to
the derivatives contracts was a problem for some
respondents. Those nonbank corporates who dealt
directly with nonresident counterparties were eas-
ily able to do this; other nonbank corporates who
dealt with resident intermediaries indicated that
their usual practice was to deal with a resident
bank. Banks indicated that their practice was to
engage with nonresident counterparties.

Hedging supplement questionnaire

14.147 Incorporating the lessons of the consulta-
tions, the data requirements were set out in two
questionnaire types: one type structured for banks,
the other for nonbank corporates (Figure 14.2). In
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addition, within each questionnaire type, the basic
form was customized into several versions to meet
the needs of various respondents. Typically, the cus-
tomized form of the questionnaire was determined
during the consultation meeting with a respondent,
redrafted by BOP staff, and sent back to the respon-
dent for confirmation and then completion. Addi-
tionally, a set of definitions of terms used and a
guide to the questionnaire with worked examples
were supplied to each respondent.

14.148 Each of the two questionnaire types had two
parts; the first part requested foreign currency exter-
nal debt data and established the extent and type of
hedging; the second part requested market-value
information. Separate tables requested data on a
long-term and short-term attribution (original matu-
rity basis).

14.149 In the section on the extent and type of

hedging, respondents are asked to report:

* The currency of their original contractual overseas
liabilities as at the survey date, March 31;

e The foreign currency amounts of their contractual
overseas liabilities as at the survey date, March 31
(this figure was to be the same as reported in the
overseas debt survey); and

* The percentage of these overseas liabilities that at
the survey date were:

— hedged, using financial derivatives;

— hedged naturally against balance sheet assets;

— hedged naturally against other receipts (non-
bank corporates only); or

— not hedged.

14.150 In the market-value section of the question-
naire, respondents were asked to report the market
value of derivatives contracts that hedge overseas
liabilities as at the survey date. Net asset and net lia-
bility positions were asked for separately, and by
resident and nonresident counterparties.

Implementation

14.151 After the first survey, it was decided that the
results were of sufficient quality and significance to
warrant continuation of the project. So, data were
collected as at March 31, 1999, and the 1998 and
1999 results were published as supplementary infor-
mation alongside the 1999 Overseas Debt statistics.
In line with expectations at the start of the project,
the supplementary hedging information was pub-
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lished with a status of “indicative estimates” (as
opposed to “official statistics”), because of the lim-
ited coverage of the survey and the indicative nature
of the net market-value financial derivatives data
from the banks and certain nonbanks. Nonetheless,
users reacted favorably to the release of these data,
and there was an increase in confidence in the qual-
ity of the Overseas Debt statistics.

14.152 Therefore, the hedging supplement was
repeated in 2000, with the sample of respondent
enterprises updated using more recent information
available from the Total Overseas Debt and Annual
Capital Account surveys.

Lessons learned

14.153 Responsiveness to the needs of users of pub-
lished statistics and of respondents is important. The
hedging supplement project arose from user con-
cerns, while the responsiveness to the circumstances
of respondents contributed to the usefulness of the
published results. For instance, customizing the
questionnaire according to sector and within sectors
ensured better-quality data than would have been
achieved with one standard questionnaire, and dis-
cussing alternatives with respondents when they
were unable to supply the market-value financial
derivatives data as originally requested allowed the
BOP staff to produce estimates that might not other-
wise have been possible.

14.154 Consultation was essential. There were sev-

eral aspects to this:

* Consultation with respondents was essential. Per-
sonal visits were of greatest value because they
allowed a two-way exchange of information;
increased respondent understanding of, and sup-
port for, the survey objectives; and enabled BOP
staff to learn more about market practice, resulting
in a better questionnaire, better-quality data, and a
greater understanding of the data supplied.

* Bringing together respondents (those people who
actually complete the questionnaire) and users of
the published statistics from the same organization
was very useful; these two groups sometimes had
little knowledge of each other’s positions. Bring-
ing them together with the BOP staff provided the
opportunity for all parties to better appreciate the
roles of all the parties involved.

* Pooling of knowledge was key. The consultation
and liaison between the SNZ and the private bank,
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and the statistical office and the central bank, were
an essential feature of the project. The private
bank provided the perspectives of a user of the sta-
tistical output, a market participant, and a data
supplier; and the central bank offered conceptual
and technical advice, and an overall perspective of
financial market operations. In addition, consulta-
tion between SNZ and the survey respondents
gave further insight into market operations. This
pooling of information was especially beneficial
because the measurement of hedging was a new
and highly technical subject, and new territory for
a national statistical office.

Future of the supplement

14.155 The original intention had been that, pro-
vided the results warranted, the hedging supplement
would continue only until 2001, when the project to
implement BPMY5 in full would be completed. How-
ever, following the positive user response, it was
decided to continue the supplement, but in a modi-
fied form. Net market-value data are to be collected
in the new Quarterly International Investment
Survey—a balance of payments form being brought
into line with BPM5 requirements—which, as origi-
nally planned, will cover both hedged and trading
positions in financial derivatives. The hedging
supplement will continue to be repeated annually,
for data as at March 31, but will collect data only on
the extent of hedging by type, sector, and currency.
That is, the function of the hedging supplement will
be to continue to complement the external debt
statistics.

Philippines

System for Monitoring the External Debt
of the Private Sector22

14.156 The Philippines extensively taps foreign
funds to help support its large development financ-
ing requirements. Cognizant of the need for a sys-
tematic approach to managing external borrowings,
the government enacted a law on foreign borrow-
ings in the mid-1960s that instituted broad policies
and safeguards on foreign borrowings. Subsequent
legislation defined borrowing limits and vested

22Prepared by the Bangko Sentral ng Pilipinas.

authority in the central bank to oversee compliance
with the law from a foreign exchange standpoint.

14.157 Administrative mechanisms were estab-
lished in the early 1970s to implement the provi-
sions of law and rationalize the debt-management
process. The monitoring system covers foreign
borrowings of both the public and private sectors.
The government has always recognized the impor-
tant role that the private sector plays in spurring
economic growth and development, and hence the
need to monitor its foreign borrowing. With
exchange controls then in place, it was not difficult
to implement the system and ensure compliance
therewith. The system has evolved over the years to
address new developments, including the progres-
sive dismantling of barriers to capital movements.
The 1990s also highlighted the importance of moni-
toring private sector borrowings as private sector
enterprises incurred substantial amounts of external
debt during the period to finance their development
projects and other major undertakings, including
those under build-operate-transfer and similar
arrangements.

14.158 Management of the country’s external debt
involves the concerted efforts of various government
agencies, including the central socioeconomic plan-
ning body—a top-level interagency committee and
the Finance Department. The Bangko Sentral ng
Pilipinas (Bangko Sentral, or the Bank)?? is at the
forefront of these activities, having been mandated
to ensure compliance with the provisions of law
regarding foreign exchange concerns. The Bank
keeps track of the debt stock, maintains outstanding
liabilities within manageable levels, and ensures that
borrowings are obtained on the best available terms.
It currently performs these activities through the
Monetary Board (its highest policymaking body)
and the International Operations Department24
(which handles the day-to-day activities of debt
management).

23The former Central Bank of the Philippines was reorganized
into the Bangko Sentral ng Pilipinas effective July 3, 1993. As the
new central monetary authority provided for in the Philippine
Constitution, it enjoys fiscal and administrative autonomy.

24Formerly the Management of External Debt Department
(MEDD), which was originally organized in 1970 as the External
Debt Monitoring Office. MEDD was renamed as International
Operations Department in October 1999 with the broadening of its
responsibilities to include trade and investments.



Debt-management tools

14.159 The Bank presently employs a number of
debt-management tools that were initiated and fine-
tuned during the past three decades. These include
Bangko Sentral policy issuances, which outline the
rules, regulations, guidelines, and procedures for
foreign borrowing activities (new issuances are
promptly disseminated to the public and are comple-
mented by press releases and structured briefing
sessions, as appropriate); and administrative mecha-
nisms, including an approval and registration
process and a debt-monitoring system, both of which
cover liabilities of all sectors of the economy.

Loan approval and registration

14.160 Approval for a loan proposal is applied for
by a private sector borrower and must be granted by
the Bangko Sentral before the covering documents
may be executed and the funds disbursed. The
Bank’s evaluation process involves a thorough
review of the proposal to determine, among other
things, consistency of loan purpose with the coun-
try’s overall development thrust, benefits expected
from the project, reasonableness of financial terms
and conditions, and the loan’s impact on the coun-
try’s total debt-service burden vis-a-vis the econ-
omy'’s capacity to meet maturing obligations.

14.161 In order to ensure compliance with the terms
and conditions of the Bangko Sentral’s approval, the
private sector is required to register foreign loans
following receipt of borrowed funds. The borrower
is required to submit a copy of the signed loan docu-
ments as well as proofs of disbursement and utiliza-
tion of loan proceeds. After documents are found to
be satisfactory, a Bangko Sentral Registration Docu-
ment (BSRD) is issued that authorizes the borrower
to buy foreign exchange from local banks for debt
servicing on scheduled due dates. However, pur-
chases of foreign exchange from banks to cover any
payments not consistent with the loan terms
reflected in the BSRD require prior Bangko Sentral
approval.

14.162 Prior to the 1990s, and consistent with exist-
ing controls on foreign exchange inflows and out-
flows, all foreign borrowing proposals had to be
approved and registered by the old central bank. Each
purchase of foreign exchange from the banking sys-
tem for debt servicing was likewise subject to prior
central bank approval. But with the liberalization of
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foreign exchange rules starting in the early 1990s,
regulations were modified such that private sector
borrowers?> were, in general, given the option not to
undergo the approval and registration processes, pro-
vided they did not purchase foreign exchange for
debt servicing from the banking system.26 This
approach is consistent with the freedom residents
now have in the use of their foreign exchange
receipts that were previously subject to the manda-
tory surrender requirement.

14.163 Nonetheless, despite the relaxation of for-
eign exchange regulations, most borrowers (particu-
larly those with substantial funding requirements)
choose to obtain approval from the Bangko Sentral
for their foreign borrowings to ensure access to
banking system resources, whenever necessary, to
meet maturing debt payments. A large number of
international creditors also require Philippine enter-
prises to have their borrowings approved by and reg-
istered with the Bangko Sentral to preclude any
possible difficulty in servicing the account.

Monitoring system for external debt

14.164 The current (September 2000) external-
debt-monitoring system covers all external obliga-
tions under any maturity category (short-, medium-,
and long-term) in any form (loans, advances,
deposits, bonds, etc.) owed by the different sectors
of the economy (the monetary authority, central gov-
ernment, bank and nonbank enterprises, both state-
and privately owned) to all types of creditors (multi-
lateral and bilateral sources, foreign banks and non-
bank financial institutions, foreign suppliers and
buyers, bondholders/noteholders, and others).

14.165 The system, which relies on reports from
various sources, processes and stores information in
a central database, and generates reports using pro-
grams developed by the Bangko Sentral. Banks
transmit data electronically while others submit
hard-copy reports. Steps are being undertaken for a

25There was no change in policy on public sector borrowings
because the policy emanates from provisions of the Philippine
Constitution and other legislation.

26Exceptions to this rule are borrowings that would involve or
result in any liability, whether real or contingent, on the part of a
public sector enterprise or a local bank to a nonresident (for exam-
ple, arising from guarantees), which continue to be covered by the
approval and registration process.
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gradual shift to electronic reporting, at least for the
major nonbank entities.

Reporting system

14.166 Report forms are designed considering the
type of data required (data collected are used both
for regulatory as well as statistical purposes) and the
source of information. There are four major data
sources that report to the Bangko Sentral on a regu-
lar basis.

e Borrowers: Borrowers (bank and nonbank) are
important data sources because they have first-
hand knowledge of transactions in, and balances
of, their foreign loans. Familiarity with the report-
ing system, which was instituted during the era
of exchange controls, facilitates compliance by
borrowers because the required internal systems
and procedures have long been established. With
the liberalization of foreign exchange rules, the
Bangko Sentral has become more aggressive in
propagating information on, and compliance with,
its reporting requirements. It takes a proactive
approach in this regard by directly communicating
with borrowers (particularly new ones with sub-
stantial funding requirements); providing advice
on the Bank’s reporting requirements; explaining
the need for, and uses of, data requested; and
exerting moral suasion to obtain the borrower’s
cooperation. Even with the more relaxed regula-
tory environment, the Bangko Sentral continues to
wield substantial influence and enjoys high credi-
bility in the country, allowing it to successfully
solicit the cooperation of data providers.

Major foreign creditors: Creditors’ reports allow
validation of data provided by the borrowers on
their stock (and flows in some instances) of exter-
nal debt, and also supplement data obtained from
other sources.

Local banks (including branches/subsidiaries of
foreign banks operating in the Philippines): Bank
reports provide data on individual cross-border
transactions involving purchases and sales of
foreign exchange that are external-debt-related,
particularly those that no longer require prior
approval and/or registration. Monetary penalties
and other sanctions help ensure compliance with
reporting requirements.

Major institutional investors in the country (such
as nonbank financial institutions): In order to pro-
duce a more accurate measure of external debt,
information on investments by these institutions in
Philippine debt instruments floated offshore is

used to adjust the external debt stock since these
transactions are between residents.

14.167 In general, data are required in absolute
values in