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INTRODUCTlON

Developed countries have been providing financial assistance to countries in earlier stages
of development for nearly half a century. The measurement of the flow of external resources is essential
for the formulation of development strategies and the evaluation of assistance programmes. Up-to-date,
accurate data on debt and financial flows in turn facilitate the measurement of resource flows. The debt
component of resource flows is the focus of this reporL

The report extends the discussion of stocks of external debt contained in an earlier report' by
focusing on the ways in which stock data enter into the analysis of the flow of external resources between
creditor and debtor countries. The sponsoring institutions, cooperating in the International Working Group
on External Debt Statistics (LWGEDS), are the Bank for International Settlements (BIS), the International
Monetary Fund (the Fund), the Organisation for Economic Co-operation and Development (OECD), the
Worid Bank and the Berne Union.

During the 1970s many countries began accumulating large amounts of external debt. In the early
1970s, a significant part of external economic assistance took the form of official financing, including
official support of export credits. By the late 1970s, the emphasis bad shifted towards financing provided
by private creditors, notably commercial banks, which began to recycle petrodollars by lending large
amounts to developing countries at low nominal interest rates. As a result, developing countries acquired
a growing proportion of short-tern debt and it became necessary to extend the compilation of debt data
beyond the usual long-tenn financing items. Many of these short-term loans financed uneconomic projects.
Others financed balance of payments deficits which counties should have addressed with more prudent
economic policies instead of increased borrowing. A dramatic change in the emphasis on debt-financed
economic assistance came in 1982, when Mexico announced that it was unable to meet its current debt
servicing obligations. This action led to the realisation that the accumulated debts of many developing
countries had reached a magnitude that threatened the stability of the intemational financial system. At
that stage, and in the negotiation proes that followed, the compilation of accurate data on outstanding
debts became critically importanL

Four of the inultilateral organisations that are members of the 1WGEDSF play a significant role
in gathering and maintaining information on external debt and resource flows which serves as source da
for extemal debt analysis. These organisations and the broad objectives of their data systems for
monitoring extemal debt are the following:

llExernal Debt Dein,it Statistical Coverage and Methodology, Bank for International Settlements. Intenational
Monetary Fund, Organisation for Economic Co-operation and Development and World Bank, OECD, Paris, 1988. Copies
may be obtained from OECD publications, 2 rue AndrdPascal, 75775 Paris Cedex 16, No. 44263 1988.

21 The Beme Union is also a member of the IWGEDS, but it does not publish data relating to external debt or debt flows.
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* SJBaikforInteradonal Setdements (BIS). The BIS aggregates data collected by official monetary
institutions on the intemational assets and liabilities of commercial banks. It evaluates changes in financial
positions in order to meet the needs of its member central banks for information relevant to monetary
policy, prudential regulation and general economic analysis. The BIS also gathers data on intemational
bonds, Euronote issues and certain derivative instruments. Much of this information is published in the
BIS quarterly report International banking andfinancial market developments.

* International Monetary Fund (tiw Fund). The emphasis of the Fund is on gathering accurate
information on the overall financing of the balance of payments of developing countries. This is part of
the Fund's responsibility for compiling and analysing global balance of payments data. It also compiles
debt data in the course of consultations with individual mcmber countries. Furthermore, the Fund
combines BIS banking data with data from other sources and publishes intemational baning statistics.

* Organiation for Economc Co-operation and Development (OECD). The OECD focuses on a
comprehensive measurement of official and private resource flows to developing counries, the countries
of Central and Eastern Europe (CEECs), and the newly independent states of the former Soviet Union
(NISs) in support of its Development Assistance Committee (DAC) and Centre for Co-operation with
Economies in Transition (CCET). Towards this objective, the OECD provides DAC statistics which
include data it receives through the DAC and Creditor Reporting Systems.

* World Bank The Bank, as a major creditor, naintains a full record of the external debt of its
mnember countries. It also compiles data on the total flow of extemal capital to developing economies for
use in economic analysis.

The above institutions regularly produce a variety of reports on the subject of external debt, as well
as more general analyses of international financial developments (see Annex 1). Recognising the need for
dialogue to mconcile differences in debt compilation systems, the four institutions and the Beme Union
formed the IWGEDS in 1984. Ih 1988, the IWGEDS published a report which discussed the definition
of extemal debt, its statistical coverage and the methodology for its analysis The present report takes this
discussion further and considers the ways in which external debt data enter into analyses of the flow of
external resources between creditor and debtor countries.
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Thle structure of the report is as follows:

* the summary reviews the major topics covered, with cross-references to specific chapters;

* Chapter I defines some of the key terms used in debt analysis, describes the various debt
classification systems and outlines methodologies for reconciling differences in debt stocks and debt flows;

* Chapter II compares and contrasts the debt and debt-related data systems of the Fund, the OECD
and the World Banki

* Chapter III provides the user with two case studies on data analysis problems and examples of debt
restructuring;

Chapter IV oudines tlhe conclusions of the IWGEDS.
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SUMMARY OF FINDINGS

Definitions and clsiiatio systm

The report begins by defining some key terms useful for the discussion of the various debt
classification systems of the members of the IWGEDS. A glossary of terms is also provided at the end
of the report for the reader who may not be familiar with all of the concepts and terms relating to external
debt, intemational economics and finance.

The report then discusses the different debt classification systems. Each of these systems contains
information on the geographical distribution of debt flows, but there is considerable variation in the
country coverage and in the allocation of the data among the various categories used. The systems of the
BIS and the Fund attempt to be comprehensive. The Fund's published data include all member countries
and some other econoniic units. The BIS collects, in extensive country detail, data covering the external
assets and liabilities of commercial banks in virtually all countries where intemational banking business
is significant. The OECD and the World Barnk collect similar data but on somewhat different groups of
countries. The OECD covers those countries that the DAC defines as developing countries, as well as
Eastern Europe and the newly independent states of the former Soviet Union, Andorra and South Africa.
The World Bank includes aRl countries within the low or middle income range according to specified
income criteria Consequently, an aggregation of the data from these two institutions across groIups of
"developing countries" produces substantially different totals (see Chapter II).

In addition to data on debt per se, the Fund, the OECD and the World Bank collect data on debt
service payments, ie. amortisation of principal and interest payments. Both the OECD and the World
Bank compile debt service payments data pari passu with the other debt data, so tat, in these systems,
there is a continuous record of the interest status for each of the identified debt instruments. The Fund
collects data on interest payments and interest accruals as part of the investment income section of the
balance of payments accounts, but these data are not usually identified separately from other investment
income or related to specific debt instruments.

Relationship between debt flows and stocks

The report considers the relationship between debt stocks and dzbt flows from two main perspectives.
The first is the reconciliation of data on debt stocks with that on debt and resource flows, using OECD
data based on creditor sources, including inter alia the BIS statistics on bank claims, and World Bank data
based mainly on debtor sources. The second is the relationship between debt flows, debt stock data and
the data on capital flows, which the Fund records according to the principles of the balance of payments
statistics that it publishes. The reconciliation of flow data with stock data involves a large number of
elements which are discussed in detail in Chapter L Some of these elements, such as reports of cash
disbursements and repayments on loans, are part of the data collection systems. Others require calculation
or estimation, such as the conversion of currencies into a common numeraire or the elimination of the
effects of changes in market values.
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Traditionally, the basis of the balance of payments statistical system has been transactions between
residents of a country and non-residents, focusing primarily on flows. More recently, however, growing
attention has been paid to the scope for establishing statements of international investment positions. The
intemational investment position incorporates reconciliation factors such as valuation or coverage changes
that are of significance in reconciling transactions during a period with changes in tie end-of-period values
of stocks of external assets and liabilities. These international investment positions are more
comprehensive than data on debt stocks, since they cover all external financial assets and liabilities,
including, for example, equity investment, which is not a debt item.

Chapter II discusses the problems in reconciling debt stock and flow data within the World Bank's
Debtor Reporting System, and between the Debtor Reporting System and the balance of payments system.
Complementing this discussion are two case studies on data reconciliation, which are detailed in Chapter
IIL Data reconciliation within the Debtor Rcporting System is relatively clear-cut because most of the
necessary ingredients are built into the accounting system. However, comparisons of debt data as they
appear in the World Bank's World Debt Tables, OECD publications and the Fund's Balance of Payments
Stistics Yearbook (BOPSY) are more problematic. This is partly because of differences in timing,
classification, etc., but is also due to the lack of coordination between the agencies in the debtor countries
that report debt data only to the World Bank and the agencies that report the balance of payments accounts
to the Fund.

Coverage of financial debts

Both the OECD's Creditor Reporting System and the World Bank's Debtor Reporting System have,
over the years, expanded the range of their statistics to cover a wider spectrum of external Liabilities (or
assets viLewed from the creditor side), in order to keep up with new developments in international capital
markets. The original concentration on long-term debt between "official" creditors and 'public sector"
debtors, including officially guaranteed debt, has become less indicative of the flow of financial resources
to developing countries as short-term financing by commercial banks has become more important.
Borrowing by the private sector, including trade finance, has also grown significantly with the gradual
deregulation of capital markets and the relaxing of exchange controls.

This widening of the spectrum of financial assets covered by the Creditor Reporting System and the
Debtor Reporting System has been especially important in the measurement of capital flows, or resource
flows, between creditor and debtor economies. Indeed, as the coverage of instruments in these systems
broadens, it begins to approach the coverage of capital flows, on the liabilities side, registeed in the
balance of payments accounts of debtor countries. The two systems are increasingly becomnmg more
consistent in their coverage of financial instruments as the objective becomes a more comprehensive
coverage of resource flows.

Data interconnections

As mentioned earlier, each member of the IWGEDS, drawing on different sources, has developed
a set of statistics appropriate for its own purpose. This diversity is to some extent an element of strength
since, in practice, no one institution collects all the data required. For a comprehensive compilation of
either debt stocks or debt flows, each can rely on one or more of the others for part of the data it records,
maling the necessary allowances for differences in definitions and conventions. However, overlapping
categories require special attention. For example, OB(CD reporters report officially guaranteed suppliers
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credits in the Creditor Reporting System. These are credits which are extended to importers abroad.
However, some of these are later acquired by banks (for example through the discounting of trade bills).
In most countries suppliers' credits purchased by banks are treated as external claims and included in the
figures reported to the BEM. This is a potential source of double-counting when OECD combines its
external debt data with BIS bank claims. This example illustrates how the use of multiple sources
typically makes adjustments necessary to arrive at consistent comparisons. As will be seen, it is already
possible to make many of these adjustments, 1-ut others must await further refinement of the statistical
systems of the data-gathering institutions, or the sources reporting to them.

The role of the Fund is somewhat different with regard to debt data. Unlike the OECD and the
World Bank, the Fund does not compile debt stock statistics for inclusion in its statistical publir4dons.
However, the Fund collects debt data in the context of consultations with member counties. It combines
these data with the data it obtains through the OECD and the World Bank. These data are useful in
country analyses and the Fund compiles and publishes regional debt aggregates and projections in its
World Economic Outooke

The members of the IWGEDS collaborate closely in the preparation of data and of reports on the
data and in the analytical aspects of external debt. They confer periodically to compare the information
that countries report to them, to coordinate estimating procedures, and to review the interpretation of data
and the analytical treautmnt of particular types of transaction. This collaboration is especially important
when dealing with the complex arrangements sometimes involved in debt restructuning. So the systems
of these institutions are closely aligned at the level of detailed inputs, although composite debt and debt-
related statistics may differ in their publications.

Relationship to balance of payments statstics

The Fund is the intemational institution with the responsibility for organising the coDlection and
publication of worldwide and national balance of payments statements. in carrying out this role, it has
become concemed with the emergence of large discrepancies in sunuming the worldwide tabulations of
current and capital accounts. Each tabulation should net to zero at world level. However, the sum of
national current accounts averaged -$76.3 billion (annually) in the 1985-91 period, while the sum of
recorded net capital flows averaged +$72.1 billion (annually). The Fund organised two working parties
of experts to examine these deficiencies and recommend measures to improve this very important set of
statistics. These were the Working Party on the Statistical Discrepancy in World Current Account
Balances and the Working Party on the Measurement of International Capital Flows. The report of the
Woridng Party on the Measurement of International Capital Flows! addressed the problems in measuring
international capital flows, and, in that connection, compared the data on debt flows produced by the
World Bank with data covering approximately the same category in the national balance of payments
statistics. It was hoped the detailed database on external debt would help explain and reduce the
discrepancies observed in balance of payments rporting. Although the initial results were not
encouraging, a number of initiatives are underway to increase coordination among the data systems of the
IWGEDS so as to improve the consistency of the data on capital flows. The Working Party noted the

3/ Report on the Measurement of Internadonal Capital Flows, lnemnaonal Monetary Fund, September 1992.
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need for greater coordination between national balance of payments compilers and the offices responsible
for the preparation of debt data for submission to the World Bank. Specifically it recommended that:

"National balance of payments compilers in developing countries clearly should be more intimate with
the details of debt statistics compitedfor their individual countries, because the debt databases are broad,
detailed, and perhaps informative."

"The OECD and World Bank should cooperate in making every effort to ensure that the debt statistics they
compile can be reconciled with balance of payments data."

The IWGEDS has developed a work programme in pursuit of the above objective. The present
report and the earlier report on external debt stocks are two important building blocks towards a better
understanding of the relationships among these data sets.

A principal theme throughout this report is that the various data systems of the IWGEDS are closely
interrelated and, with few exceptions, have a common structure of data inputs. There are, however, many
features of the systems that can lead to discrepancies, particularly when the data relate to flows during a
specific period of time. A comparison of the data in both the Creditor Reporting System and the Debtor
Reporting System with balance of payments data raises a different set of difficulties. The balance of
payments data use a variety of source materials and present data in different categories. Moreover, the
basis of the balar._e of payments is the accruals method, as distinct from the cash transactions measured
by both the Creditor Reporting System and the Debtor Reporting System. As for the banking data
collected by the BIS, there is some overlap with the data compiled by the other agencies, but taken as a
unit, the BIS data fill a gap in information which the Creditor Reporting System and the Debtor Reporting
System do not cover.

It is possible to reconcile the data on debt stocks and debt flows in the Debtor Reporting System,
because the data in the system are available on a loan-by-loan basis. Similarly, the Creditor Reporting
System, in principle, is intemally consistent, but the loan-by-loan component is smaller and the database
is less readily amenable to reconciliation. The balance of payments system is not based on such detailed
inputs. Moreover, few countries construct a reconciliation of their capital flow data in the balance of
payments with the estimates they may compile for their international investment position. The BIS does
not collect debt flow data as such, but prepares, as a proxy for flow data, estimates of changes in the
external position of reporting countries' banks with adjustment for exchange rate fluctuations.

Comparisons of data on aggregate annual resource flows, reported by the Fund, the OECD and the
World Bank show substantial differences. These result, in large part, from differences in the countries
that these organisations identify as "developing", but also, to a lesser extent, from the diverse types of flow
included. For example, the OECD, unlike the World Bank, includes technical cooperation grants as a
flow. Given sufficient infornation about these differences, it is possible to reconcile the results for any
individual country reasonably well.

Many adjustments are required to reconcile debt stocks and flows within the individual systems. The
most important is the adjustment for th e effect of shifts in exchange rates on the valuation of debt,
especially in periods when exchange rates tend to fluctuate widely. The change in the value of a country's
outstanding debt, when expressed in a common numeraire (usually the US dollar), may often reflect
changes in the US dollar value of the debt in the absence of any specific financial transactions. Other
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major adjustments are those that may be necessary to reflect changes in market value where a country's
debt is traded or changes in outstanding debt resulting from a debt restnucturing, which may shift the debt
between the official and private sector without affecting the total. Considering the magnitude of some
adjustments, one objective of this report is to draw the attention of users of the data to the need for
caution in making inferences about flows or transactions from reported changes in outstanding debt stocks.

A particularly complex aspect of reconciling debt stocks, or deriving debt flows from debt stock data,
is the effect on the reported data of debt restructuring. Chapter III elaborates on these effects, but the
main consideration to be borne in mind is that the reported flows may be the result either of a cash
transaction, such as an actual loan disbursement or repayment, or of other kinds of transaction, such as
debt restructuring, which represents an agreement between the parties concemed that may change the
amount or character of the debt

The principal definitions and concepts used by the various systems in compiling external debt stocks
and flows are consistent with the conceptual framework of the 1993 System of National Accouns.Y
However, these standards are now under review and there may be some charges that will affect the
compilation of debt statistics. In the case of the balance of payments, the present report uses the existing
methodology which appears in the fourth edition of the Fund's Balance of Paymenu Manual. A fifhi
edition was published in September 1993 and, where necessary, the report makes reference to that edition.
But for some time to come, the reported and published balance of payments statistics will conform to the
fourth edition of the Balance of Payments Manual.

Since the organisations responsible for the various data systems have different objectives, their
presentations of debt data, especially within the broader context of resource flows, may differ in content
and in coverage. Each user of the data must decide which form is most appropriate to a particular
analysis. While the diversity of presentations may require reconciliation work, it also provides the analyst
with a broader menu of analytical options.

Since the [WGEDS was set-up in 1984, its members have made considerable progress in improving
the accuracy and coverage of their information on debt stocks and flows, and they will continue to refine
and enlarge their respective databases. In addition, they will encourage the statistical and administrativc
offices of individual countres to improve their data compilation systems and to provide ready access to
the information which compilers of debt and balance of payments statistics need.

4/Published jointly in 1993 by EUROSTAT, the Intenational Monetary Fund, fte OECD, the World Bank and the
United Nations Statistics Division (UNSTAI).
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C3APTER I

Some key definilions

Extemal debt; residence; debt flows; transactions; intemational investment position.

Classification of external debt

Discussion of the methodology for classifying extemal debt, noting important classification
differences between the World Bank's Debtor Reporting System, the OECD's Creditor
Reporting System and the Fund's balance of payments accounting.

Main elements of stock and flow reconcDiations

Discussion of the main eklments to be examined when reconciling data on stocks of extemal
debt with those on flows of capital or resources in the data systems of the IWGEDS. These
are: exchange rate conversions; changes in market value; debt cancellation or forgiveness;
provisions and write-offs; restructuring agreements; rescheduling agreements; refinancing; debt
buybacks; the urenaent of arrears of principal or interest; and the tratment of interest and fees.

Other reconcliation factors

Discussion of factors, to be bome in mind in reconcdiations, which are not the major causes of
discrepancies but which it is nevertheless important to take into account in order to develop an
accurate database. These factors are: differences in the timing of data recording; the tendency
for countres to understate military debt; the shifting of debt among sectors; and inadequate
data.



Debt Stocks, Debt Flows, and the Balance of Payments 17

CHAPTER I

MEASURENENT AND RECONCILIATION
OF EXTERNAL DEBT STOCKS AND FLOWS

This chapter presents the major definitional and conceptual conventions used by members of the
IWGEDS in their work on external debt stocks and flows. It first defines some termns and concepts which
are important to the measurement and reconciliation of external debt stocks and flows. It then examines
the elements involved in reconciling data on debt flows and stocks, descibing how the different members
of the IWGEDS teat these elements in their statistical systems. The definitions and concepts used by the
members of the IWGEDS are generally consistent with the analytical fiamework of the System of National
Accounts, except for vanations in accounting treatment which reflect the different approaches of the
compiling agencies.

DEFINTONS

The following are some key terms important to the discussion of debt classification, measurement
and data reconciliation. Also, for the convenience of the reader, a glossary of relevant economic and
financial tenns appears at the end of the reporL

External debt

The most important conceptual issue for the compilation of debt sttisfics is to establish an agreed
definition of "exteral debt". In its first report, the IWGEDS arrived at a "core" definition as follows:

'Gross external debt is the amount, at wny given time, of disbursed and oursanding contractual labities
of residents of a country to non-residents to repay principaL with or without iterest or to pay inarest,
with or without principaV

The wording of the definition was carefully chosen to take into account a number of posstble
ambiguities. For example, the term "gross external debt" makes explicit the exclusion of any
corresponding offsettng assets or claims. The term "contractua liabilities" is intended to cover a broad
range of obligations, but to exclude equity participations, which do not involve a requirement to make
principal or interest payments. The specification "principal and/or interest" indicates that the definition
encompasses all classes of obligation. It includes those w-i'-i no maturity requiring retirement of principal
as well as those that might involve payments in kind rather than cash. The term "disbursed and
outstandinge makes clear that the definition does not cover undisbursed portions of existing loans. In
practice. new interpretations of the definition may be necessary given the rapid pace at which innovations
in financial market instmments and practices have been taking place.
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Residence

In the balance of payments statistics published by the Fund in its Balance of Payments Statistics
Yearbook the concept of residence is as defined in the fourth edition of the Balance of Payments Manual,
and is essentially the same as that in the System of National Accounts- It states that

'-Eke residents of an economy comprise the general government, individuals, private nonprofl bodies
serving individuals, and enterprises, all dined in terms of their relationship to the territory of that
economy- Included with the territory of an economy are its territorial waters over which the economy has
or claims to have exclusive jurisdicrion,7 overseas territories or possessions may or may not be regarded
as separate economies."

Furthermore, the Balance of Payments Manual provides an extensive explanation of the different aspects
of residence that are applicable in a balance of payments contexL

The World Bank specifies, in the Debtor Reporting System Manual, that countries should report all
long-term external debt owed by residents of the reporting country to non-residents. The definition of the
term "non-residentsW for purposes of reporting to the Debtor Reporting System generally accords with that
which appears in the fourth edition of the Balance of Payents Manual. It is as follows:

t T.7e term nonresidents includes besides nonresident individuals, all foreign public bodies, foreigrz
corporations (except branches thereof in the reporting country), and inernational organisaions, in short,
any individual or organisation that is not physically located in the reporting country."

The basis of the reporting directives for the OECD Creditor Reporting System is the Balance of
Payments Manual concept of residence- In practice, some reports on export credits in the Creditor
Reportng System include, indistinguishably, small amounts of credit which lenders in other countries
extend but the reporting agency guarantees. In addition, the OECD's put.ished data do not adhere to the
concept of residence in the case of debt or resource flows to banks in off nore banking centres, or to "flag
of convenience' countries, because it is considered that, in both cases, -'iie immediate borrower is often
not the ultimate borrower.

Debt flows

The underlying conceptual framework of the System of National Accounts is the starting point for
definitions and concepts used in the measurement of international debt flows. However, the trminology
which the various organisations use is not entirely uniform. The 1993 System of National Accounts
provides the following definition:

"Economicflows reflect the creation, transformation, exchange, transfer or extinction of economic value;
they involve changes in the volume, composition, or value of an institutional unit's asset and labilities.
Mirroring the diversity of the economy, economic JL'ws have specific natures as wages, tares, interest
capitalflows, etc, that record the ways in which a unit's assets and liabilities are changed. - Economic
flows are of two kinds. Mostflows are transactions. Flows included in the System tht do not meet the
characteristics of transactions as described below are called 'other flows.' - A transaction is an
economic flow that is an interaction between institutional units by mutual agreement or an action within
an institutional unit that it is analytically useful to treat like a transaction, often because the unit is
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operating in two different capacities. Otherflows are changes in the value of assets and liabitities that
do nor take place in transactionsT5M

It is essential to clarify the definition of debt flows, and to distinguish between them and other
factors that need attention in reconciling changes in the value of outstanding external debt from one period
to another. The tenns "flows" and Hwansactionsf are synonymous in the context of this report and are
consistent with the capital flows that enter into the capital account of the balance of payments. The fourth
edition of the Balance of Payments Manual defines the capital account as that:

'-which comprises all transactions - in the resrred sense of changes of legal ownership,
including the creation and liquidation of clains - in an economy's foreignfinancial assets and liabilties.
together with some specified changes of other kinds that may qffect its foreign assets and liabilties and
the counterparts to those changest"

The reference to "specified changes of other kinds" concerns elements of changes in the value of
reserve assets and liabilities that enter into the balance of payments accounts but are not "transactions'.
There are, however, several types of tansaction, especially mvolving the renegotiation or refinancing of
external debts, that may change the form, payment schedules or ownership of debt, and that may be treated
differently in the balance of payments accounts and in the statistics of different members of the IWGEDS.
These issues are discussed in Chapter IL

Components of changes in the value of outstanding external debt are assigned to one of two primary
categories to avoid confusion: transactions, as defined in the balance of payments accounts; and valuation
and other adjustments, which cover all factors causing changes in the reported values of outstanding debt
flows. This division is consistent with the System of National Accounts in practice; however, in the
System of National Accounts the term "economic flow' is used to encompass both of the above elements.

The term "gross flows" refers to the totals, respectively, of loan disbursements and repayments, or
the equivalent credits and debits connected with other forms of debt. The term "net flows" refers to the
combined effect of gross disbursements and repayments, and is the only measure of capital flow available
when deriving flow data from changes in reported stocks, as is the case for the extemal positions of banks.
The term "net flow" does not refer to a netting of assets against liabilities.

In summary, there is a major distinction between flows that involve actul cash or financial
trnsactions (on both a cash and an accrual basis) and other flows that do not. These other flows include
changes in the amount or ownership of debt that may result from an agreement, such as forgiveness of
a debt, and they must be taken into account in compiling debt flow statistics.

It is useful to consider three broad subdivisions of flows and also to identify those changes in stocks
that do not entail flows. The first subdiv-sion, which the Creditor Reporting System and the Debtor
Reporting System clearly identify, covers loan disbursements and repayments. The second involves
primarily changes in debt that result from agreements between creditors and debtors, such as debt
forgiveness, which may change total debt or shift the debt between categories. The third would be other
changes, such as rephasing a debt to shift current obligations to future obligations. Chapter Ell provides

51 1993 System of Nanal Accounts, Chapter II, Overview.
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examples of how the Creditor Reporting System, the Debtor Reporting System and the balance of
payments statistics treat these changes. By contrast, there are other changes in the amount of debt stocks
reported by compilers that are not flows, which result from market or extemal forces, such as changes in
exchange rates, changes in market values, or unilateral changes such as write-offs or repudiations.

When the objective is to measure flows of resources the first two categories of flows referred to
above would clearly be included; the third would be questionable. If the purpose is to measure capital
flows in the balance of payments, all of the first three categories mentioned would be relevant In order
to convey clearly to the users of the balance of payments which of these activities is taidng place, a
schedule of 'exceptional financing" is most useful (see Attachment IV). In the statement of a country's
intemational investment position the non-flow types of change n debt arising from causes other than
acal tansactions serve as a link between the capital flow data in the balance of payments and changes
in reported debt stocks.

CLASSIFICATION

This section provides background information on debt classification systems as a faework for later
discussion of the measurement and reconciliation of debt stocks and flows. It begins with a review of the
categories in the 1993 System f National Accounts since they serve as a standard accounting frwamework,
of which debt information is an integral part This is followed by a description of the capital account
classifications as they appear in the Balance of Payntus ManuaL The remainder of the secton
selectively reviews the teatment of debt in the World Banik's Debtor Reporting System, the OECD's
Creditor Reporting System and the Balance of Payments Manua4, highlighting similarities and differences
which are important to the treatment of debt stocks and debt flows.

The three main categories for classifying both debt and debt flows are: type of creditor or debtor
(eg. official, pnvate, intemational agency); type of crd (e.g official development assistance (ODA),
export credits, bonds); and the original contaual matuity (one year or less, over one year, unstaed).
Within these broad categories, there are many possible subcategories. The following discussion does not
attempt to cover all the possibilities but indicates some of the usual categories employed by the members
of the rWGEDS.



Debt Stocks, Debt Flows, and the Balance of Payments 21

The 1993 System of National Accounts classifies the types of financial assets and liabilities in the
case of both transactions and holdings as followsO:

SNA classification of financial assets
and liabilities for transactions and holdings

1. Monetary gold and SDRs

2. Currency and deposits
a. Currency
b- Transferable deposits
c. Other deposits

3. Securities other than shares
a. Short-term
b. Long-tm

4. Loans
a. Short-term
b. Long-tcrm

5. Shares and other equity

6. Insurance technical reserves
6.1 Net equity of households on life insurance

reserves and on pension funds
6.2 Prepayments of premniwus a:Cj zeserves against

outstanding claims

7. Other accounts receivablelpayable
7.1 Trade credit and advances
7.2 Other

Memorandum items
Direct foreign investment

Equity
Loans
Othcr

Not The recommended breakdown of items (2), (3) and (4) into (a), (b) and (c)
is optional.

61 The categories shown encompass the fiAl range of transactions in financial assets to be fbund in a national economy,
and can be linked to the categorics used in the measurement of cross-border financial tanacfions. though a precise
matcing of categones may not always be possble
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The fourth edition of the Balance of Paymens Manual recommends five subcategories for classifying
all financial items in the capital account functional category; assets and liabilities; type of instrument;
donmstic sector, and original contractual maturity (long-term and short-term capital). The functional
classification distinguishes four broad subdivisions of capital: direct investment; portfolio investment;
reserves; and a residual category, which it designates as "other capital". There is a further subdivision of
this 'other capital" category according to the sector of the domestic creditor or debtor, viz, resident official
sector, deposit money banks and other sectors.

The resident official sector comprises the general govemment and the central bank. Deposit money
banks are banks that have liabilities in the form of deposits, payable on demand, that may be transferred
by cheque or otherwise used in maling payments. Included in this sector are all public and private
monetary enterprises except the central bank. The "other' sector is a residual category, which includes
public and private enterprises, developmentbanks, non-bank financial institutions, private non-profit bodies
and individuals.

The definition of long-term capital is capital which has an original contractual maturity of more than
one year. or capital with no stated maturity (e.g. corporate equities) Short-term capital is capital payable
on demand or with an original contraal maturity of one year or less, and includes currency. Countries
report most data on debt flows under the "resident official sector" or the "other' sectors. Most flow data
are reported on a net basis, but drawings and repayments on long-term loans are shown separtely. The
various subcategories in the capital account are shown in Attachment L The standard balance of payments
components which appear in the fifth editLon of the Balance of Payments Manual differ in several respects
as shown in Attachment IL

The World Bank's Debtor Reporting System, in principle, requests information on all long-ten dett,
which consists of debt with an original matrity of more than one year owed to non-residents. The
classification of external long-term debt has two categories: debt of the public sector and private debt with
a public sector guarantee; and all other private, non-guaranteed debt The classification of long-term
public and publicly guaranteed debt has two sector categories: a borrower sector and a creditor sector."
The borrower category, according to the Debtor Reporting System Manual, has seven subcategories- The
first is the central govemment, which covers the govemment of the country and includes related
administrative departments. The second is the central bank, the monetary authonty that issues currency
and holds the country's interational reserves. The third consists of public corporations, which are
incorporated or unincorporated entities owned by the government. These corporations usually cover most
of their expenses by selling goods or services to the public, sucb as ralroads and public utilities. The
third subcategory includes both non-financial and financial corporations, except fbr official development
banks, which have a separate listing; commercial banks are also included if wholly owned by the public
sector. Mixed enterprises make up the fourth subcategory. These are incorporated or unincorporated
entities, financial and non-financial (excluding development banks), in which the public sector has more

7/ Although creditor and debtor classifications are requested from reportng countries, World Bank staff create the
classifications used by tz Debtor Reporting System for long-term public and publicly guaranteed debt on the basis of
detailed information supplied by the reporting countries. However, for private non-guaranteed deb, the Debtor Reporting
System uses the classification supplied by reporting countries.
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than 50% (but less than 100%) of voting power. If public ownership is 50% or less, the enterprise is
considered private. The fifth category covers official development banks, which are financial
intermediaries primarily engaged in making long-term loans beyond the capacity of conventional
institutions. They do not accept monetary deposits. Local governments constitute the sixth subcategory,
which comprises all the country's political subdivisions - states, provinces, municipalities, etc. The
seventh category consists of private entities. It should be noted that reports on individual loans are
required only for loans to private sector borrowers that benefit from a guarantee of payment by a public
sector agency. The Debtor Reportng System Manual reconmnends the exclusion of private debts which
a public entity guarntees only in the form of a commitnent to provide foreign exchange when needed
to service the debt. These types of debt should be reported together with private debt which does not have
a guarantee.

The Debtor Reporting System uses the following creditor classification for long-term public and
publicly guaranteed debt exporters; commercial banks or other financial institutions; international
organisations; govemments or public agencies; bonds; and nationalisation. The exporter category consists
of direct credit extended by an exporter, often known as a "supplier's credit'. The category for
commercial banks or other financial institutions includes all commercial banks, whether or not publicly
owned, as well as other financial institutions, such as finance companies, merchant banks and insurance
companies. International oranisations comprise all official intergovernmental organisations. The
government or public agency category includes loans from central, provincial or local governments, central
banks (but not government-owned commercial banks) and publc enterprises (notably, govenment export-
financing institutions, development banks, etc.). The bond category consists of all bond issues, whether
publicly offered or privately placed. Finally, there is a "nationalisation' category which includes only
bonds or other forms of indebtedness issued to previous owners of natonalised properties. Loans which
debtors have obtained from other creditors in order to reimburse owners of nationalised properTies should
not be reported in the nationalisation category.

Long-term, private, non-guaranteed debt is the only category which countries report to the Debtor
Reporting System in aggregate form rather than on a loan-by-loan basis. The debtor classification for this
debt consists of the following categories: commercial banks; direct investment enterprises; and all other
enterprises. Commercial banks comprise those institutions which the Fund defines as deposit money
banks, for statistical purposes, in lines 20-27 of the country pages in its International Financial Sttistcs-
Foreign-owned commercial banks, including branches of foreign banks, also appear in this category.
Direct investment enterprises are those enterpnses, other than commercial banks, which have non-residents
either as sole owners or as investors with significant equity participation sufficient to exercise an effective
voice in the management of the enterprise. Except for commercial banks under foreign ownership, it is
importnt that an enterprise which appears as a direct invesunent enterprise in the balance of payments
reports to the Fund should have the same classification in reports to the Debtor Reporting SystemL Entities
not included in the preceding categories appear under the category 'all other enterprises.

There are four categories in the creditor classification of private, non-guaranteed debt in the Debtor
Reporting Systenm private banks and other financial institutions; foreign parents and affiliates; suppliers
and other private creditors; and official agencies and international organisations. The category for private
banks and other financial institutions includes commercial banks (private and publicly owned) and other
financial institutions, such as investment banks, insurance companies and the like. Publicly issued bonds
also appear in this category. The category of foreign parents and affiliates consists of parent companies,
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home offices, sister companies and other affiliates of the ioreign entity whose interest in the domestic
enterprise leads to its classification as a direct investment enterprise. For short-term debt, there is no
classification by creditor or by type of instrument The data on this type of debt consist either of data
which debtor countries report to the World Bank or estimates from creditor sources. Interest in arrears
on long-term debt is added to the estimates of short-term debt and Otis item appears as a separate line in
the World Debt Tables.

The debtor classifications in the Debtor Reporting System Manual and in the Balance of Payments
Manual are not exactly equivalent; but in principle, it is possible to relate the Debtor Reporting System's
debtor classifications for long-term public and publicly guaranteed flows to Balance of Payments Statistics
Yearbook classifications. World Bank staff use detailed information provided by reporting countries in
order to make the debtor and creditor classifications for long-tern public and publicly guaranteed debt in
the Debtor Reporting System's databasey

The OECD has several standard breakdowns for long-term claims. The first which appears in
Fintncing and External Debt of Developing Counies, identifies OECD creditor countries and capital
markets, multlateral sources, and other, non-OECD creditor countries The OECD creditor countries and
c-apital markets sector consists of: official development asstance (ODA); official and officially supported
claims such as official export credits, guaranteed supplier credits and guaranteed bank credits; financial
markets, which include banks and bonds; and other private financial credits. In the publication External
Debt Stacstis, there is a division of the OECD creditor country and capital markets categy into four
subcategories: ODA, non-bank trade claims (supplier and official export credits); guaranteed bank claims
(financial credits); and other (mainly non-guaranteed) bank claims, including bonds

The report Geographical Ditribution of Financial Flows to Developing Countries contains data on
gross and net disbursements for individual developing countries, which the creditor or source countries
report as transactions; there are no figures for debt stocks in this publication- For each recipient country,
there is a classification of gross and net disbursements according to the origin of the resources, eg. DAC
member countries, multilateral agencies and the Arab countries which are aid donors-

In other OECD tabulations from the Creditor Reporting System, data for individual borrowing
countries appear in a classification by categories of creditor, often with a breakdown between claims with
an original maturity of one year or less and those at over one year.

International investment position

Many countries collect and publish data on their intemational investment position, covering all their
outstanding extemal assets and liabilities including both equity and debt in the liabilities category. The
fifdt edition of the Fund's Balance of Payments Manual gives the production of such statements much
greater attention and incorporates a reconciLiation statement showing the major elements affecting the
values of the items in the international investmnent position between statement dates (see Attachment IE).

8/For private non-guaanteed debL, the creditor and debtor classification in the DebtorReporting System is prvided directly
by the reporting country.
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The present discussion focuses primarily on the debt elements of the international investment
position, and their relationship to the elements reported by creditors in the Creditor Reporting System and
by debtors in the Debtor Reporting System. However, for broader analytical purposes, as Chapter II notes,
members of the IWGEDS widen the scope of the financial flows, plus transfers, which they take into
account when relating external finance to the economic situation of borrowing countries. For this purpose,
the information base includes both flows that do not generate debt, in particular the non-debt portion of
foreign direct investment (FDI), and the grant component of unrequited transfers- Also, there may be a
further subdivision of grants into "financial grants" - the provision of goods and services which support
fixed capital formation in the recipient country - and "technical co-operation", which enhances human
capital by providing training and education.

MAIN ELEMENTS OF STOCK ANiD FLOW RECONCIIATIONS

This section is primarily concerned with the reconciliation of data on stocks of external debt with
data on flows of capital or resources in the reporting systems of the member organisations of the
IWGEDS. Information on outstanding stocks of debt is important for many analytical purposes, including
the understanding of the evolution of debt burdens over time. But the basis for most analyses of current
economic developments affecting developing counties, burden-sharing by creditor countnes and shifs in
the type and sources of financing is information on gross and net resource flows. There may be variations
in the definitions and measurement of resource or capital flows. These concepts involve flows other than
those discussed in this report, such as direct investment or unrequited transfers, particularly the grant
component. It is therefore important to have the capability to refine debt data to yield agreed measures
of the provision of resources, excluding factors that merely affect the stated value of debt stocks.

'The relative significance of different types of adjustment to reconcile debt stocks and flows depends
on the configuration of each of the four systems. Both the OECD Creditor Reporting System and the
World Bank Debtor Reporting System collect and publish comprehensive and detailed information on debt
stocks and debt flows. In principle, they can fully integrate their stock and flow figures because they
collect or prepare their own estimates for non-flow factors (see Chapter II). By contrast, the BIS bases
its system for bank activities primarily on end-of-period position data, but information on the currency
composition of assets and liabilities makes it possible to prepare estimates of stock changes, taking into
account the exchange rate adjustment The Fund's position is mixed. Although the Fund systematically
collects relevant flow data when compiling countries' balance of payments statistics, not all countries
compile a statement of their international investment position. There are opporunities for relating stocks
to flows, but only for those countries that provide both sets of data.

The OECD and World Bank receive detailed reports from creditor and debtor countries respectively
on a major portion of the debt outstanding, and add information from other data sources, as Chapter II
notes, in order to construct a comprehensive picture of each country's extemal debt. For BIS banking
data, there is no adequate source of data for verifying the accuracy of the estimates of flows derived from
stock data. From the Fund's point of view, the accurate measurement of flows is a principal concern.
But the Fund is increasingly recognising that the compilation of international investment position data
(especialy when based on sources different from the flow data) provides an important means of evaluating
the accuracy of the flow data. Indeed the intenational investment position data are sometimes the only
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source for quantifying flows that, for one reason or another, are omitted from countries' balance of
payment retums to the Fund.

There is a further dimension in the case of the Fund - the relationship between reported data on
capital flows and reported data on the current account, both for individual countries and for regional and
global aggregates. A comparison can be made between the capital flow balance and the current account
balance for each country; in principle, the amounts of these balances should be equal but with opposite
signs. Any large discrepancies between the current and capital account balances may indicate problems
with the data. These discrepancies can serve as the basis for a review of the debt flows and other
transactions being reported in the international accounts.

Many of the problems in reconciling stocks and flows are common to all compilers of debt data.
The subsections below identify the major reconciLiation elements and their general characteristics and
provide a description of how each compiling institution, in principle, handles them.

Exchange rate conversions

In all of the compilation systems it is necessary first to convert data received in a variety of
currencies to a common numeraire, which is usually the US dollr. Secondly, it is important to reconcile
the value of outstanding stocks of assets and liabilities, at given dates, with the value of the intervening
accumulated reported (or estimated) transactions dtam n the case of loans which creditor and debtor
countries report to the Fund, the OECD and the World Bank, these concern, respectively, disbursements
and repayments. Creditors and debtors also provide data to the OECD and the World Bank on outstanding
balances at the end of each period. The Fund receives aggregate debt stock data from some countries as
part of their international investment position statements.

Flow data are usually converted into US dollars using the appropriate average exchange rate for the
period, while the stock of debt is evaluated using the exchange rates prevailing at the end of each period.
When estimating net flows from debt stock figures, the change in debt between two end-of-period
reporting dates produces a distorted estimate of net flow, reflecting differences in the exchange rates used.
It is possible to eliminate this effect by reconverting the data into national currencies, calculating the
change -. debt stocks and reconvering the result into US dollars at the average exchange rate for the
period. The above information is available for individual transactions. It is also available, albeit in less
detail, for guaranteed private export credits, for which the data on flows and stocks relate to aggregates
of sets of transactions.

It is necessary to allow for differences between the currency in which data are presented and the
currency of the transaction. If there are variations in the US dollar exchange rate for convzrting non-dollar
transactions, the US dollar amount of debt will change, creating an apparent flow even if none has taken
place. This can cause difficulties in reconciling data on debt stocks and debt flows. For example, a debt
of DM300 will appear as US$200 if the exchange rate is US$1 = DM1.50. But if the DM rate has
declined to US$1 = DM2, the same debt will appear as US$150. In the absence of information on the
original transaction in DM, a debt data compiler may conclude, on the basis of the US dollar debt figure,
that a repayment of US$50 has taken place. Similarly, in using flow data to estimate outstanding debt,
a loan of DM300 which appears as a gross disbursement when the exchange rate was US$1 = DM2 will
raise the amount of debt outstanding (ceteris paribus) by US$150. But if at the end of the period the
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exchange rate is US$1 = DM1.50, there will be an apparent increase in the debt US$200, against a
reported flow of US$150.

BIS data on bank credits relate only to stocks, but estimates are made of "flows that result from
changes in stocks over given periods. The BIS publishes independendy, and jointly with the OECD2!,
estimates of the exchange rate adjusted changes in bank claims which are obtained by, first, calculating
the US dollar equivalent of the stock of debt at the start of each period, using the exchange rates
prevailing at the end of the period, and, secondly, comparing the result with the end-of-period total
obtained using the same exchange rates. This procedure immediately identifies the amount by which
claims would have risen (or fallen) had there been no changes in the exchange rate during the period. It
is possible to attain reasonable accuracy with this procedure since most reporting countries disaggregate
their claims on each individual borrowing country into a minimum of four and sometimes as many as nine
major currencies plus the ECU.

A relatively new factor that may complicate the avaiable information on the currency composition
of debt stocks and flows for a given country is the growing use of currency swaps. With this device, the
creditor or debtor may arrange to shift the currency in which it makes payments of principal or interest,
in order to minimise, or lock in, the amount of potential loss or gain that may arise when there are
fluctuations between the national currency and the currency of repayment of the particular debt. In such
a case, the available record of the cunrency of repayment may no longer be accurate. It may be noted that
in the fifth edition of the Balance of Payments Manual derivative instruments such as currency swaps
appear as separate, reportable financial instruments.

Meembers of the IWGEDS treat exchange rate conversions in several ways. In reporting capital flows
to the Fund, for example, countries may express their flow statements in whatever unit of account they
have adopted for their own use. The fourth edition of the Balance of Payments Mwwal recommends, in
principle, the use of the exchange rate prevailing at the timre of the contract as the basis for conversion.
However, for practical purposes, the Balance of Payments Manual recognises that the foreign exchange
rate prevailing at the time of the contract may not be available, and consequently suggests the use of an
average of the market rates that prevailed during the period in which the transactions occurred. When
deriving flow statistics from stock data, the Fund recommends a procedure similar to that of the BIS.

In the Debtor Reporting System, the usual currency for reporting is that in which the debts are
repayable or in which transactions took place. As a result, the loan-by-loan data are maintained in diverse
currencies. The flow figures, that is, disbursements and debt service payments, are converted into US
dollars using average exchange rates for each currency during the period in which the transaction took
place. Stock figures are converted into US dollars using the exchange rate in effect at the end of the
period.

The member countries of the DAC report their DAC flow statistics to the OECD in US dollars,
noting the exchange rates applied to convert the data they maintain in their national currency into US
dollars. The data which reporting countries supply to the Creditor Reporting System are nonnally in

91 Statistics on Exernal Indebdteness: Bank and n-ade-related non-bank extema claims on individual borrowing countries
and tentories (semi-annual).
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national currencies, with a note of the currency of repayment, or the currency of the claim, in cases where
this currency is different from the national currency. When two or more currencies are involved, which
is rare, the reporting instructions require conversion of the amounts into a single currency using the
average rate for that period that applies to the reporting to the DAC or, if this rate is unknown, the most
representative average rate available.

It should be added that an increase in the US dollar equivalent value of outstanding debt does not
signify an increase in the debt servicing burden. If the currency of the indebted country is appreciating,
the gains in its terms of trade will reduce the future real burden of debt servicing. If the debt is repayable
in currencies that are neither the US dollar nor the local currency and these currencies appreciate against
the US dollar, the effect on the debtor will depend on the currency composition of its international
transactions. In either case, exchange rate changes in the future may greatly change the implication of
the current measurement of a country's debt.

Changes in market value

In addition to changes that occur as a result of exchange rate fluctuations, movements in market
prices can also cause problems in comparing reported values. Changes in market value can affect both
the derivation of flows from stocks and the comparison of data reported by both creditors and debtors.
This issue does not nonnally arise for govemment-to-govemment credits. It does, however, arise in the
case of debt which is tradeable in the market, such as securities and some bank loans, and is further
complicated by debt-for-equity swaps or unilateral action by debtors or creditors.

Large changes in the market valuation of bank lending may also occur. Information on bank claims
is provided by dte BIS data, which both the OECM and the World Bank use. To the extent that banks
adjust the reported amounts of claims that they regard as marketable to the current value of each asset in
the market, these apparent debt stock changes must be eliminated to arrive at both a true nominal debt
stock figure and a "flow" figure. Moreover, the adjustments made by creditor banks may not appear in
the accounts of debtor countries, so that the two sets of data can give conflicting prima facie indications
of movements in bank claims on developing countries. The amounts that banks report for statistical
purposes may also differ from other accounts they maintain to comply with regulatory or tax requirements.
Thus, banks may adjust the book value of assets to reflect market changes or regulatory requirements but
may not necessarily carry through such changes to the reports they provide to statistical agencies.

There is some active trading of bank claims in the market. If a reporting bank sells a claim to a
non-reporter, the debt of the issuing country will show a decrease in creditor-based statistics. If a
reporting bank sells a claim to another reporting bank, the aggregate data will show a decline in the
holdings of the seller and an increase in the holdings of the buyer. The two transactions will only cancel
out if, by rare coincidence, the price obtained by the seller was the price at which he was carrying the
claim on his books. Because of these features, differences in debt stocks may give a distorted estimate
of net flow in a period in which there has been a large volume of activity or change in prices in the
secondary markets.

Individual agencies have different approaches to the market valuation problem. In the balance of
payments statisdcs, the basis of capital flow entries and stock data should be. and usually is, the market
prices of the financial transactions concerned. The concept of market prices in the Balance of Payments
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Manual is the same as that in 1993 System of National Accounts: the amount of money that a willing
buyer pays to acquire something from a willing seller, given that the two parties making the exchange are
independent entities that base their decisions solely on commercial grounds. For financial items traded
on organised markets, including debt of developing countries traded in secondary markets, the price
established in the market meets this definition. For non-marketable financial items, primarily loans, the
imputed market price is the face value. In practice, most debtor countries report data at face value.

The Debtor Reporting System does not address the question of market valuation explicitly.
However, for some transactions, such as repayments of bonds or debt repaid or repurchased at other an
face value, the Debtor Reporting System Manual requires reporting countries to record the actual amount
repaid and, in addition, to show, in a footnote, the nominal value of the debt redeemed.

The Creditor Reporting System recoids loan commitments at their face value. For export credits,
the face value is defined as the amount of credit extended, excluding any cash payments made by the
buyer. An important point to note is that the Creditor Reporting System records the value of grants as
the cost to the donor. This value may or may not correspond to world market prices (see the subsection
on debt forgiveness immediately below) or to the value reported b3 the recipient country. The one
significant exception to this rule is food aid grants and loans, which are valued at market prices.

Debt cancellation or forgiveness

In this subsection the following paragaphs consider siuaions in which debt is reduced or eliminated
by mutual agreement between two parties. When such an agrement elimiates all or part of the
outstanding debt or debt service, it becomes a transaction, which should appear in financial records as a
resource flow. The annual effect of the cancellation is measured by the principal and interest payments,
other than future interest payments, that would otherwise have been due. Balance of payments statistics,
World Bank data and OECD statistics on the flow of resourmces to developing countries use this
convention. In stock data, when debt cancellation becomes effective, there is an immediate withdrawal
of the full amount of outstanding debt from the record.

A reconciliation between stocks and flows requires full information on the status of each cancelled
loan when the cancellation occurs. Since no movement of funds has taken place, it is necessary to make
a counter-entry, that is an imputed flow, to retain the relationship between the change in debt stocks and
the flow figures. This principle applies to debt reorganisation in generaL and, more specifically, to
refinancing and rescheduling.

In the balance of payments context, debt forgiveness occurs when a creditor forgives all or part of
a debtor country's debt. The accounting for debt forgiveness differs according to the period in which the
now-forgiven debt service obligatons were originally due. For forgiveness of obligations past due, that
is, when arrears are forgiven, the accounting for the debtor country reflects a reduction in arrears which
is recorded as a debit in the capital account and a credit under unrequited transfers. Forgiven interest due
in the current period is recorded as a debit under investment income. For the forgiveness of principal due
in the current period, the accounting reflects a decrease in liabilities associated with an existing loan and
is wcorded as a debit in the capital account and a credit under unrequited transfers. In the case of
forgiven"s involving obligations not yet due, a credit entry appears under unrequited transfers for the
amount of outstanding principaL not including future interest Since future principal payments forgiven
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do not constitute an obligation for the current year, no exceptional financing entry is required for balance
of payments purposes. Exceptional financing is defined as financing obtained to meet a balance of
payments financing need. Attachment IV provides information on the components of exceptional
financing.

In the Debtor Reporting System as in the balance of payments, debt forgiveness occurs when a
creditor forgives aUl or parn of a debtor country's debt The full amount of the outstanding debt forgiven
is withdrawn from the record of debt outstanding and treated as an adjustment to the stock of debt. A
counter-entry or imputed flow is recorded for principal in arrears, principal due in the current year, the
sum of future principal payments, interest in arrears and interest due in the current year. As a result, the
effect of the debt forgiveness on both stocks and flows is clearly identified in the Debtor Reporting
System, and a reconciliation with balance of payments data is possible.

In the OECD debt forgiveness consists of a creditor's renunciation, in agreement with the debtor
country, of a legally enforceable claim in respect of one or more matunities of principal and interest giving
rise to a grant from the creditor to the debtor. When debt forgiveness is granted for the purpose of
promoting the development or welfare of the recipient, it is recorded as an ODA grant Cancelation of
debt by the official sectDr that is not eligible for inclusion in ODA is recorded as a grant in fte category
other official flows.

In debt stock statistics, the full amount of ouanding debt (principal and arrears of interest)
cancelled is subtracted immediately from the outstanding amount, whereas in flow statstics only the
forgiveness of the amount of principal and interest due or in arrears are recorded immediately; forgiven
amounts of principal and interest due in the future are recorded in the year in which they become due.
The forgiveness is recorded as a disbursement of an ODA grant, equivalent to the amount of principal and
interest fogiven, with a counter-entry equivalent to the amount of pnncipal forgiven under amortisation
in the sector of the forgiven loan (ODA, other official flows or private sector). Amounts equivalent to
the forgiven interest are also recorded as imputed interest payments. In addition, the full amount forgiven,
including the present value of future interest payments foregone (discounted at 10 per cent per annum),
is reported as a commitment when the forgiveness is agreed. A reduction in the rate of interest charged
on a loan is also teted as the forgiveness of interst, giving rise to a grant, with no counter-entry under
amortisation.

Provisions and write-offs

A unilateral decision by either the creditor or the debtor to exclude all or part of a de!hl from the
reported accounts can create large discrepancies between debt data reported by creditors and debtors, since
such an action affects the reporting of only one of the two parties concerned. In the presence of potential
losses, crec;%tors may think it prudent to reduce the value of their claims in their accounts. They can do
this either by setting up provisions or reserves against possible losses, or by writing the claims off. At
an early stage in the estimation of potential losses, creditors arn likely to set up reserves rather than change
the canrying value of assets. In ffiat case, there is no visibie effect on the data entering the debt statistics,
either as a stock or as a flow reported by banks or by non-bank creditors, when claims are reported gross
of provisions. In most countries, banks report their claims gross of provisions. If the likelihood of
potential losses persists, banks, more than other creditors, are likely to reduce the carrying value of their
claims directly. This write-down immediately affects the amount of credit outstanding that banks report
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and therefore requires an adjustment to derive flow data from the 3IS stock data oni international banking.
In the extreme case, when a bank decides to write off the full amount of an unguaranteed claim as
irrecoverable, it will omit the amount it previously recorded in its reports, and the data user may infer
wrongly that payment has duly been made. On the debtor side, repudiation of debt might cause reported
extemal debt to decline, but this is an infrequent problem. As with a creditor write-off, this unilateral
action would in principle not be considered a transaction.

In the balance of payments, when creditors unilateally adjust their balance sheets thrugh specific
or general provisioning in respect of theirasset portfolio, a partal (write-own) ortotal (write-off) removal
of a given claim from the balance sheet may occur. These kinds of adjustment are not recorded as
tasactions in the balance of payments accounts since there has been no contract with another party
involved in the clain. Accordingly, there is no recording of provisions, write-downs and write-offs in the
balanice of payments statistics. Similarly, these types of creditor action do not appear in the Debtor
Reporting System since they do not affect the debtor's records. However, the intenational investment
position should take account of such actions to the extent that they reflect changes in the market value of
the financial instuments concemedL A reconciliation entry should identify the nature of the change in the
value of the outstanding instruments-

Write-offs and write-downs are reflected in both the stock data supplied by the BI3 and those
reported in the Creditor Reporting System for official loans and officially guaranteed export credits. In
the flow statistics creditors may report write-offs by the official sector as other official grants in the same
way as debt forgiveness is recorded as an ODA granL There is no specific provision for reporting private
sector write-offs. However, to the extent that data on private flows are based on changes in stocks a
write-off does have an effect Thus, wnte-offs enter OECD data but have no effect on the flow data in
the Debtor Reporting System or in balance of payments records

Rescturing

Restructuring covers many types of agreement involving a change in existing debt through
rescheduling, refinancing or oiler arrangements which modify the debtors obligation to pay prnicipal,
interst or both. Setting aside the capitalisation of interest these agreements do not change the principal
amount of the debt, but there may be an extension of the repayment schedule or a change in the creditor
or debtor sector or type of debt When interest payments due are part of a restuctuing agrement, there
is often a provision to add the amount of interest, and, on occasion, penalty interest, to the outstanding
principal of the debt

Refinancing usually transforms one set of loans (or identified portions of a set of loans) into a single
loan. The official sector may make a single loan to refinance debts which orginally resulted from the
acquisition of private export credits. On the recipient side, the repayment obligation may shift from the
original importer or debtor to the central bank or a government department which is responsible for
transferring the corresponding amount of foreign exchange. These changes appear in the statistical data
of creditor countries as an increase in claims on the govemment and a decrease in claims on the private
sector. In each instance, there is a related change in the sectoral debt stock but the aggregate measure of
resource flows will not indicate a refinancing unless there is a special entry to record a shift between
sectors and facilitate a reconciliation between debt stocks and debt flows. There may also be a sectoral
shift in the debtor country if the official sector assumes a private debt It should be emphasised that the
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entries made refer to a change in ownership within the boundaries of the creditor or debtor country, and
not an international movement of funds. Tne same principles apply to the rephasing of maturities of
extemal loans, or 'rescheduling' in the technical sense. In this case, however, since the loans remain in
existce, the problem of inter-sectoral shifts does not arise.

Rescheduling

In the balance of payments framework, the definition of debt rescheduling is a formal deferment of
debt service payments with the application of new maturities to the deferred amounts. The balance of
payments accounting for rescheduling depends on the accounting period in which the debt service
obligations fall due. For rescheduling of obligations past due, that is, when arrears are rescheduled, the
accounting reflects a reduction of aers and the creation of a new loan. In the detailed presentation of
the Balance of Paymens Stascs Yearbook, the entries comprise a debit under short-term capital (other
liabilides) for the amount of the rescheduled arrears and a credit under long-term capital (drawmgs on
loans received). The aggregate presentation of the Balance of Payments Stistics Yearbook records a
change in the nature of exceptional financing - ie. a reduction in arrears financed by a new long-term

an.'

For the rescheduling of current obligations, that is, interest and amortisation as they fail due, the
accounting entries in the detailed presentation of the balance of payments are, for interest, a debit in the
current account under other investment income miterest) and, for amortisation, a debit in the capital
account under short or long-term capital (repayments on loans received), depending on the matrity of the
original loan. Both amortisation and interest paymets rescheduled appear as a credit under long-term
capital in the capital account (drawings on loans received). In the aggregate presentation, the credit is
recorded under the exceptional financing categDry. This accounting ftamwork reflects the reduction of
liabilities associated with an existing loan and the creation of a new loan, which appears as a balance of
payments financing itm

For the rescheduling of obligations not yet due, entries must reflect the change in maturities. In
principle, the entries should reflect the total amount of future obligations rescheduled in the consolidation
agreement However, in the case of a multi-year agreement, a rescheduling of obligations due in the
future often depends on the fulfilment of certain conditions when the obligations fall due. In this case,
the recommendation for balance of payments accounting is to record entries only in the period after
fulfilment of the particular conditions. Because the definition of balance of payments need does not
extend to the rescheduling of obligations not yet due, there is no distinction between the entries in the
detailed presentation and the aggregate presentation appearing in the Balance of Payments Statiskcs
Yearbook. The entnes for a rescheduling involving the conversion of a short-term loan into a long-term

I&The balance of paymems is presmted in two formats in the Bake of Payments Siatsics Yearbook, viz, the detailed
and the aggrgated presentations. The former shows the balance of payments components acoording to the stadad
casification recomnended in the Fund's Balnc of Payment Manual (see Attachment 1) and the later according to
certain analytic conceps The agegated presentation identifies, interalia, exceptional financing, which denotes any other
arngement by the authorities (or by other sectors encouraged by the authorities) to finance balance of payments needs
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loan would be a debit under short-term capital and a credit entry under long-term capital. For the
rescheduling of a long-term loan, both the credit and debit enties would fall under long-term capital.-T

Debt rescheduling in the Debtor Reporting System consists of an agreement between the debtor and
the creditor to a new schedule of amnortisation and interest terms, applicable to obligations past due or due
during a specified future period. In the compilation and presentation of the debt data there is a distinction
between cash flows and imputed flows. Imputed flows reflect rescheduled debt service payments, changes
in creditor and debtor status and the shift in liabilities from one financial instrument to another as a result
of rescheduling and are recorded separately in the Debtor Reporting SystenL Also, in published forn, in
the World Debt Tables, they appear in a special section (Debt Restrucuring) to complement the cash-basis
information.

The methodology which the Debtor Reporting System has esablished for recording debt rescheduling
differs from the standard methodology for recording these trsctions in the balance of payments
statistics. In the Debtor Reporting Systen, matunities rescheduled in the context of a multi-year
rescheduling agreement are recorded as they fall due. By contrast, in the balance of payments staistics,
unconditional rescheduling of obligations due in the future, should appear under the period during which
the agreement was signed. However, a conditional rescheduling which affects obligations due in the future
is not recorded in the current accounting period but in the period during which the debtor filfils the
necessary conditions. This difference in the accounting rescheduling hampers the comparabilty of debt-
relaxed flows between the Balance of Payments Statisics Yearbook and the Debtor Reporting System.

The OECDY- defines debt rescheduling (rephasing) as the technique under which legal effect is
given to a revised schedule which defers principal and interest payments on one or more loans, each of
which retains its identtty, whie the creditor remains unchanged. The use of the term nultiple
reschedulng occurs when the same creditor incorporttes the matunties Cmcluding arrs) of more than
one loan in a single new loan to the same debtor. For statistical pmuposes, a multiple rescheduling receives
treatment similar to a refinancing loan- In the OECD's debt database, account is taken of the rescheduling
(rephasing) by alterng the repayment schedule of the particular loans. Reporters are asked to notify the
action in their reports to the Creditor Reporting System.

Refinancing

In the balance of payments framework, debt refinancing is defined as the conversion of arrears and
all or part of the original debt into a new loan. When a debt is refinanced out of a balance of payments

I hlAn agrement that not only includes past and curent maturities but also provides fiDr the rescheduling of maturities that
wiil be due in the futur

12/For DAC reporting, the net amounts rescheduled, which include capitahised interest, are reported as a commitment
Since the pnacipal amounts rescheduled werc outstanding and remain outstanding. no actual disbursement takes place,
while the net flow of principal is zero by definition. herefore, no disbursement entries are required in respect of
rescheduled prncipal. However, as capitalised interest is a new obligation of the borrower, its amount should be shown
as an amount disbursed, typically under the official sector, although private sector aredis too may be rescheduled Cm thef
sense of rephasing).



34 Measurement & Reconcdiadon of External Debt Stocsl and Flows

need, debit entries for refinanced interest payments due in the current period are recorded in the current
account and principal payments refinanced are recorded under short or long-term capital. The credit entries
are shown under exceptional financing in the aggregated presentation of the Balance of Payments Sriaiics
Yearbook and under long-term capital in the detailed presenta!ion.

The Debtor Reporting System follows the balance of payments convention for defining refinancing
but makes a distinction between "voluntary' and "involuntary" refinancing. Voluntary refinancing taces
place when countries with free access to intemational capital markets take advantage of favourable
borrowing conditions to prepay existing debts incurred on less advantageous tems and replace them with
new loans at current market rates. These transactions are regular financial transactions and both the
prepayment of the loan refinanced and the disbursement of the new loan are recorded in the Debtor
Reporting Systeu: the established conventions for debt restructuring do not apply.

Involuntary refinancing occurs when a country is short of foreign exchange; it is equivalent to the
Fund's concept of refinancing out of balance of payments need. In this case, refinancing is an altemative
to rescheduling and is the result of an agreement between debtor and creditor to avoid imminent default.
In the Debtor Reporting System, involuntary refinancing is synonymous with rescheduling and is treated
in the same way in the compilation and presentation of debt stafistics. Debt service payments, changes
in creditor and debtor status and the shift in liabilities from one financial instrument to another esulting
from an involuntary refinancing are located as imputed flows. These flows are entered separately in the
Debtor Reporting System to complement the cash-basis infonnation reoorded.

The OECD defines refluancing as an ageement by a lender to extend a new loan to cover identified
maturities from earlier borrowing. Typically, this new loan covers arrears, but does not always do so.
The new loan is a distinct entity from the loans refinanced, which remain in existence (unless it so
happens that their final maturities have been refinanced) with their original terrns. The amount of
principal and interest currently due and past due is recorded as a disbursement, offset by a counter-entry
under amortisation, to reflect the corresponding extinction of claims of principal. Where the refinancing
loan covers fuiture maturities, there is a disbursement entry (along with a counter-entry under amortisation)
for the corresponding amounts due in each future reporting period when that period is reached. The
refinancing of debt arising from earlier loans for rmilitary purposes and short-term debt capitalised in long-
term debt and interest arrears on commercial debt generates a disbursement entry in DAC flow statistics
without a corresponding amortisation entry. This is because, by convention, DAC flow statistics do not
cover loans for military purposes or short-term loans. Therefore, it is only when these are refinanced that
the corresponding disbursements enter the DAC dat for the first time. In OECD statistics refinancing
of short-tern debt and loans for military purposes, as well as interest, generate net flows. Total debt
stocks are not affected by refinancing as the amounts owed remain part of the borrower's debt

Debt conversion

Difficult statistical problems arise when a claim becomes a non-debt asset. Several schemes are
available for this purpose, such as debt-for-equity swaps, debt-for-nature swaps and purchases of debt
at a discount for reinvestment in the debtor country. The transaction may involve a bank or the official
sector, or the purchase of debt by a third party, such as a country providing foreign assistance.
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With minor exceptions, reported debt stocks will decline under debt-for-equity swaps. Creditors
report a decrease in the valuation of the claim in their books. This may or may not coincide with the
reduction in debt reported by the debtor country; the basis of this debt will normally be the face value of
the cancelled obligation. Leaving aside the inconsistencies that can rest from the need to use creditor
and debtor statistics separately for various facets of information, debt stocks will show a decline equal to
the amount of debt that is converted. Transactions in the balance of payments accounts are recorded at
market prices; the market valuation of a debt-for-equity swap is established as the price at which a claim
is exchanged between the creditor owning the claim and the equity investor, whereas the original face
value of the debt will be removed from the intemational investment position data and replaced by the
market value of the substituted equity. In view of the difference in valuation between the debt stock and
the amount recorded as a flow, a reconciliation entry will also be needed in the international investment
position. In the case of debt-for-bond swaps the value of the trnsaction reducing the loans as recorded
in the balance of payments accounts should equal the market value of the bonds being acquired, not the
face value of the retired loans.

The Debtor Reporting System defines d.b-t conversions as restructuring techniques for converting
extemal debt outstanding into other financial instuments. The system records two such debt conversions:
debt-for-equity swaps, wlc :'utstanding debt is converted into equity, reducing the debt outading by
the nominal value of the ..t swapped; and the exchange of exit bonds, which are financial instuments,
for outstanding debt. If Mhe nominal value of the bonds is lower han the nominal value of the retired
debt, there is a reduction in the debt outstanding by the amount of the discount

In the data published by the World Bank, the nominal value of a debt-for-equity swap appears in
the line "debt stock reductions?. The Debtor Reporting System identifies only the nominal value of the
debt-for-equity operation. Therefore, the Debtor Reportng System and balance of payments debt flows
would not be fully reconcilable for countries that use this type of transaction. In the case of debt-for-bond
swaps, published Debtor Reporting System data show the nominal value of the retird debt under the line
'principal rescheduled".

The OECD treats debt-for-equity conversion as the exchange of a contractual debt claim in return
for an equity holding. This type of debt conversion eliminates the stated amount of the debt, since the
concept of debt does not include equity invesunent In the aggregate flow statistics, the decrease in debt
appears as an imputed repayment To balance this payment, the system records the increase in the extnal
ownership of equity, which appears as an inflow in the aggregate flow statistics. Since equity is not debt,
it will appear that a repayment has taken place when only debt flows are considered. If the flows are
estimates derived from data on changes in debt stocks, as they are in the case of banking claims, the use
of the raw data without adjustment can lead to erroneous conclusions where there has been a significant
volume of debt/equity conversion.

In the published DAC statistics, there are entries for the purchase of equity by the official sector
(positive flow) and the amortsation (negative flow) of the corresponding amount of debt. If the official
sector has bought the swapped debt at a discount, the difference between the book value of the claim and
its market value (discount) appears as an amortisation of a prvate sector claim twrite-off of a portion of
a private sector claim), and there is no counter-entry for the (involuntary) privmate grant A debt/equity
swap, therefore, induces a negative net flow for the value of the private sector write-off in the aggregate
data.
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If a creditor country converts an existing claim on a borrowing country expressed in foreign currency
into a claim expressed in local currency the debt remains unchanged. However, as repayments will be
made into an account in the borrowing country that country will no longer need to find the corresponring
foreign exchange- If the funds reaching the account are to be used for development purposes, the OECD
treat them as a grant-like flow, Le. in ODA statistics the conversion is recorded as a grant although there
is no change in debt As a consequence, when repayments are made in local currency, the stock of debt
declines but no amorfisation is entered into ODA flow sistics.

Debt buybacks

The accounting treatment is similar in the case of a debt buyback, that is, when a debtor purchases
all or part of an outstanding debt in the market, usually at a discount-2'

In the balance of payments, there should be entries for the market value of the trsaction, with a
debit entry under the appmpriate item of the capital account and a credit entry under the external assets
used for payment, which in most cases would be reserves. In the case of the international investment
position, the nominal value of the debt will be deducted and the amount paid wfll reduce the amount of
foreign exchange held. Any difference between the value of the debt that was outstanding and the acual
price of the transaction wil appear as an adjustment in the interational investnent position.

In the Debtor Reporting System, when there is a debt buyback the outstnding debt will decline by
the nominal value of the debt that has been bought back. This amount will appear in the published
statistics in the World Debt Tabes in the line 'debt stock reductions' and is also separately identified.
The reportng instructions in the Debtor Reporting Systen Manual are the following: "..if bonds, or any
other debt are repaid or repurchased at other than face value, show the actual amount paid and the nominal
value of the debt redeemed in a footnote." Therefore, in principle, it should be possible to compare debt-
related flows in the Balace of Payments Statics Yearbook with cash flows which appear in the Debtor
Reporting System since the market value of the debt buyback is also identified in the Debtor Reporting
System.

In OECD flow statistics the only trpe of buybacks recorded are those financed by DAC donors.
Where a bilateral donor makes a grant to a multilatral institution for the purpose of financing debt
buyback operations this grant will appear indistinguishably in ODA grants to multilaterals. Where a donor
country directly finances a buyback it is reported as an ODA grant and an imputed repayment is recorded
under the private sector. In both cases the amount recorded as a disbursement is the amount actuially paid,
that is the market value. OECD debt stock statistics also capture some buybacks of debt which are not
financed by DAC donors, since BES data reflect the face value of any reduction due to buybacks from
reporting bank

13/ Some national ternminologies also use the tm buyback when a creditor is rmd mified' for a default and a guaranor
takes over the claim. Ths use of the term is not relevant to the prst disuson.
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Arrears

An important element of the OECD and World Bank debt accounting systems is the treatment of
arrears of principal or interest. Generally, when amounts of principal or interest that are due and payable
have not been serviced, the past-due amount of interest becomes part of the outstanding debt To account
properly for items in arrears, data on service payments should distinguish between principal paid on time,
interest paid on time or incurred, principal arears discharged and interest arrears discharged. This level
of detail appears in the reporting forms used by the OECD for official sector t=nsactions and, as from
1991, also for guarnteed private export credits. The reporting forms used by the World Bank provide
the same level of detail Without these additional data, there will be no complete reconciliation of the
figures for debt flows and outstanding debt In practice, reporters do not always give the full detail
described above and it is necessary to make some estimates. The usual assumption is that the creditor will
apply service payments in the first instance to discharge arrears of interest

In the balance of payments, debt service payments should be recorded as if the debtor had made
them when due, with the creation of a corresponding liability representing arrears. The balance of
payments methodology for recording interest arrears of the debtor economy consists of a debit entry in
the curent account (investment income) and a credit entry in the short-termr capital account The
recording of principal arrears consists of a debit entry under short-term or long-tem capitaL depending
on the original maturity of the loan, and a credit entry under short-term capital, irrespective of the original
mauity of the loan. It should be noted that arrears, by definition, are short-term until consolidated. After
kte settlement of arrears, whether trough repayment, reschedulig or forgiveness, the recording includes
a debit entry under short-term capital and a credit entry under foreign exchange assets or long-term capital.

The Debtor Reporting System's database includes information on the cumulative stock of arrears of
principal and interest and the rescheduled amount of pnncipal and interest arrears in any given year The
World Bank publishes these data in the World Debt Tables. Reporters are asked to provide, separately,
the cumulative amount of principal due but not paid and the cumulative intest due but not paid,
including interest on the amount of the principal arrears. Reporters are also asked to provide information
on rescheduled aers of principal and interest in any given year.

The accounting method for arrears in the Debtor Reporting System does not readily lend itself to
reconciliation with balance of payments statistics for debt flows to countries with payments arrars. One
way of reconciling debt flows in such cases would be to compare the sum of interest payments, net
disbursements and the net change in arrears in the two systems However, this is difficult to achieve in
practice because in the Debtor Reporting System principal and interest payments include amounts in
respect of arears that have been extmnguished by payment These payments are also included,
indistinguishably, in the net change in arrears.

Arrears of principal and interest are reported separately by most creditors in their reports to the
Creditor Reporting System. Both principal and interest arrears are treated as part of outstanding short-term
debt, regardless of the original tenns of the loan. When arrears on long-tern debt are incurred the amount
of arrears are shifted from long-term to short-term debt In data reported to the BIS arrears of principal
and interest are, in nmost cases, included indistinguishably in claims reported by BIS reporting banks.
Arrears are reduced by payment, debt reorganisation, write-off or forgiveness by the creditor. In OECD
flow statstics payments of interest afrears are teated in the same way as interest payments made on time
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and do not give rise to a flow. By contrast, the consolidation of interest arrears give rise to a
disbursement but there is no flow when principal arrears are consolidated. When arrears are consolidated
into long-term debt. total debt stocks are unaffected but the amounts are transferred from short-tern debt
to long-term debt.

InteL-st and fees

The treatment of interest, especially the effect of agreements that change the amount or timing of
interest, also affects the comparison of debt stocks and flows as they appear in the balance of payments
staistics, the Creditor Reporting System and the Debtor Reporting System.

In the balance of payments statistics, interest consists of income on loans and other debt instruments
including discounts in lieu of interest Interest is payable according to a binding agreement between the
creditor and the debtor. Any issue premiums or discounts on debt securities, such as bonds, notes and
bills, should be entered as adjustments under investment income in the current account (negative in the
case of premiums and positive in the case of discounts). As noted above, the Balance of Payments
Manual recommends recording interest on the date that it falls due rather than on the date of acua
payment.

The balance of payments methodology set out in the fourth edition of the Balance of Payments
Manual classifies interest earned or paid by the compiling country under "other investnent income", a
component of the investment income item in the current account. Since "oher investnent income" also
includes dividends on equity securities, it is not possible, under the current classification schenm, to
identify interest as an individual component in the balance of payments for the purpose of reconciliation
with data recorded in the Creditor Reporting System and the Debtor Reporting SystemnLt In the balance
of payments, there is no recording of reductions in future interest payments in the context of debt
reorganisations. Interest is, in principle, recorded before the withholding of any tax. Taxes withheld are
recorded as tansfers.

In the Debtor Reporting System, interest includes not only actual interest payments but also
commitment charges, front-end fees and similar payments made by the debtor during the periodi The term
front-end fees includes mat .6 ement, participation, legal and registration fees and similar charges payable
by the debtor. Interest payments are recorded on the basis of the interest paid in foreign currency or
goods.

The Creditor Reporting System does not treat commitment fees and other front-end charges on
official loans and credits as part of debt service. The system miakes adjustments to the reported data if
they include these charges. For officially supported credits, the definition of interest excludes any
payment, through a premium or other charge, for insuring or guaranteeing supplier credits or financial
credits as well as any other payments, such as banking fees or commissions, associated with the export
credit other than annual or semi-annual amounts payable throughout the repayment ter. As noted above,

1l4rhe fifth edition of the Balance of Payments Manual ihs a separate entry for interest, but this is on an accrual basis
raer than the cash basis used by the OECD and the World Bank, and excludes the liquidation of interest aears
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interest payments are recorded on a cash basis, that is, payments acually received during the period,
including the liquidation of interest in arres. Outstanding arres of interest are reported separately.

OTHER RECONCILAlTION FACTORS

Timing

Discrepancies between the timing of reports on transactions and changes in end-of-period stocks may
cause gaps in the reconciliation of the two types of data. In the Creditor Reporting System and the Debtor
Reporting System, timing problems are most likely to stem from debt renegotiations, when the restatement
of a debt, in terms of either its amount or classification, may appear as a change in the amount of
disbursed or outstanding credit at a date different from any actual transfer of funds. Such a timing
problem can occur both within the respecfive systems and in a comparison of the data supplied by
creditors and debtors

The use of different accounting methods is another element that may cause differences in the time
of debt data recording These methods include cash, due-for-payment and full accrual. The Creditor
Reporting System and the Debtor Reporting System maintain records on a cash basis so that the time of
recording a transaction corresponds to a payment or receipt of funds. It should be noted that it may take
some time for a cheque to clear, or for the account of the payee to acknowledge the payment, so that
timing may differ because of the normal "float" The Balance of Pawments Manual recommends making
enties in the balance of payments stistics when a change in the ownership of financial items takes place.
A reasonable approximation of this timing is when the parties concerned enter the transactions in their
books. For interest payments and loan repayments, however, it is advisable to use scheduled dates rather
than actual payment dates for payments that do not take place on their due date, that is, when arrears must
be recorded in the flow accounts On a due-for-payment basis, the recording of any transaction would
be in advance of a cash accounting whenever arrears occur.

While the due-for-payment basis is the standard for balance of payments accounting, it is likely that,
in prctice, compilers of balance of payments statistics will have to rely on data which the agencies or
banks involved in lending or borrowing rport to themL Furthermore, it may not always be clear what
standards are followed in the data being supplied or how any necessary adjustments should be made.

The time of recording for debt reorganisation in the balance of payments is when the arrangement
becomes binding on bot creditor and debtor, or the time of the signing of the bilateral agreement

The World Bank asks reporters to the Debtor Reporting System to submit, annually, all the
transactions that have occurred during each calendar year and the currency in which they took place. Such
transactions include disbursements, principal repaid, interest repaid, principal and interest due in the
current year and rescheduled, debt forgiven, and the cancellation of any undisbursed balances. Reporters
are also asked to provide data on the stock of debt outstanding, the undisbursed balance and the
cumulative stock of arres of principal and of interest. The time of recording for debt reorganisation is

IT1'he I993 Systm of National Accouns and the fifth edition of the Bamce of Payrents Manual spefy that accounts
should be maintained on a full accrual basis.
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when the arrangement becomes binding on both creditor and debtor, as in the balance of payments
statistics.

The directives of the Creditor Reporting System specify that the recording of disbursements should
take place on the same basis as the conresponding transactions in the balance of payments statistics.
Nevertheless, the recording of interest payments and principal payments in respect of official development
assistance (ODA) transactions and other official flows (OOF) is on a cash basis rather than on the due-for-
payment basis used for the balance of payments statistics; this means that the data relate to payments
actually received during the period, including repayments of principal and interest past due (i.e. the
clearance of arrears). Outstanding arrears of principal and interest are separately recorded where possibli

Military debt

The OECD flow data exclude loans and credits for military purposes, wheras both the OECD and
the World Bank data on outsmanding debt include rmilitary debt to the extent possible. Except in the case
of ODA debt stocks, the immediate consequence is that the differencing of OECD debt stock figures, with
due allowance for exchange rate effects, debt forgiveness and so on, yields a net flow esinmate that
includes disbursements of military credits and repayments of principal on earlier military credits, whereas
these elements are absent from the published flow statstics. As a result4 the published aggregate flow data
understate the increase in a borrowing country's debt if it arises through military borrowing, and the
decrease if the country is making net repayments on its miliry borrowing Since outstanding military
debt of US$l0-20 billion (and more) is not uncommon, this is a major reconciliation adjustment for certain
borrowing counties, and for aggregate groupings whLch include these countries. External military debt
is covered in the balance of payments saistics published by the Fund and in the international investment
position, but is subject to under-reporting.

Sectoral shifts

Each of the external debt data systems allocates the statistics to a number of cross-categones. These
categories identify types of credit, types of borrower and maturties, with many additional subcaegories.
In the course of time, any given credit may change category, possibly on several occasions. For example,
the public sector may assume debts of the private sector, a govemment export credit guarantee agency may
take over a commercial bank credit; or negotiations may result in the consolidation of a short-term liability
into a long-tern debt. The respective reporting systems account for all of these shifts. Using the previous
example, the following would result an inflow to the public sector and a matching outflow from the
private sector, an outflow from the creditor's public sector and a reduction in bank lending; and, an
outflow of short-term capital offset by an inflow of long-term capital. All of these entries are necessary
in order to indicate to the user of the statistics that tranactons have taken place which affect the character
of the debt. The proper recording of these sectoral shifts in stocks and flows is important, but they do
not affect the net aggregate flow of capital or resources measured by the statistics.

Inadequate data

All systems measuring debt stocks and flows are subject to errors or gaps in the incoming data,
potentially causing discrepancies in the measurement of stocks and related flows, either within each
system, or between systems. One such difficulty is double-cnuting. To the extent that the Creditor
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Reporting System and Debtor Reporting System compilations draw on data from extemal sources, there
is a possibility that there will be some overlapping in the coverage of the respective data series. An
important example of this is the OECD's use of BIS data on bank claims, which include, indistinguishably,
guaranteed and non-guaranteed buyers' credits. W!.en the OECD combines data on guaranteed export
credits with data from the BIS, it uses the Creditor Reporting System data on buyers' credits to measure
and, as far as possible, eliminate the overlap.

Another overlap occurs when BIS reporting banks purchase securities issued by debtor countries. The
dangers of duplication where marketable securities are concerned were not significant as long as most
debtor countries did not have ready access to this source of financing, but that situation has been changing.
The BIS has taken steps to identify bank holdings of securities separately, which should help to avoid
duplication. The OECD incorporates available data on debt securities sold in the market into debt data
reported by creditor countries and debtor countries respectively. The amounts shown for securities receive
some adjustment for double-counting, made possible by the separate identification of bank holdings.

Breaks in series are another potential source of error in the Creditor Reporting System and the
Debtor Reporting System. For example, reporters begin including an old existing debt for the fist time,
or recognise a debt dtey had previously omitted for some reason. Conversely, reporters may omit a debt
that they had previously included. The OECD and the World Bank have developed procedures for
minimising this kind of inconsistency; however, if it does occur it will affect the data on debt stocks, and
will implicidy enter into any attempt to derive flows by differencing stocks. In the absence of
adjustments, the flow data will include spurious outflows or inflows.

The BIS has a somewhat different procedure for dealing with this problem because it derives its
"flows" entirely from stock data. As a result, the BIS obtains two separate observations - one on the old
basis and another on the new basis - when aibreak in series takes place. Up to the point in time at which
the break in series occurs the BIS uses the 'old" basis to compute changes. The "new" basis is used to
compute changes thereafter.
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Chapter I
Attachment I

BALANCE OF PAYMENTS: PRINCIPAL STANDARD COMPONENTS
Fourth edition of the Balance of Payments Manual

DETAILED PRESENTATION

CURRENT ACCOUNT

GOODS, SERVICES AND INCOME:
1. Merchandise: exports f.ob.
2. Merchandise: imports f.ob.
3. Shipment credit
4. Sbipment debit
5. Passenger services: credit
6. Passenger services: debit
7. Other transportation: credit
8. Other transportation: debit
9. Travel; credit
10. Travel: debit
:1. Reinvested earnings on direct investment abroad
12. Reinvested earnings on direct investment in the reporting country
13. Other direct investment income: credit
14. Other direct investment income: debit
15. Other investment income of resident official: credit
16. Other investment income of resident official: debit
17. Other investment income of foreign official: credit
18. Other investment income of foreign official; debit
19. Other investment income: credit
20. Other investment income: debit
21. Iuterofficial, n1e credit
22. Interofficial, n.i.e.: debit
23. Other resident official, n.i.e.: credit
24. Other resident official, n.i.e.: debit
25. Other foreign official, ni.e.: credit
26. Other foreign official, ni.e.: debit
27. Labour income, ni-e: credit
28. Labour income, n.i.e.: debit
29. Property income, ni.e.: credit
30. Property income, nie.: debit
31. Other goods and services: credit
32. Other goods and services: debit

16/n.i.e. = not included elsewhere
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UNREQUITED TRANSFERS:
33. Migrants' transfers: credit
34. Migrants' transfers: debit
35. Workers' remnittances: credit
36. Workers' remittances: debit
37. Other private transfers: credit
38. Other private transfers: debit
39. Interofficial transfers: credit
40. Interofficial transfers: debit
41. Other transfers of resident official: credit
42. Other transfers of resident official: debit
43. Other transfers of foreign official: credit
44 Other transfers of foreign official: debit

CAPlTAL ACCOUNT

CAPITAL EXCLUDING RESERVES

Direct investnent outward
45. Equity capital
46. Reinvestnent of earnings
47. Other long-term capital
48. Short-term capital

Direct investment inward
49. Equity capital
50. Reinvestment of earnings
51. Other long-term capital
52. Short-term capital

Portfolio investment
Public sector bonds
53. Assets
54. Liabilities constituting foreign authorities reserves
55. Other liabilities
Other bonds
56. Assets
57- Liabilities consituting foreign authorities' reserves
58. Other liabilities
Corporatze equities
59. Assets
60. Liabilities constituting foreign authorities reserves
61. Other liabilites
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Other long-term capital of the resident official sector
62. Drawings on loans extended
63. Repayments on loans extended
64. Other assets
65. Liabilities constifing foreign authoities' reserves
66. Drawings on other loans received
67. Repayments on other loans received
68. Other liabilities

Other long-term capital of deposit money banks
69. Drawings on loans extended
70. Repayments on loans extended
71. Other assets
72. Liabilities constituting foreign authorities' reserves

denominated in national currency
73. Liabilities constituting foreign authorities' reserves

denominated in foreign currency
74. Drawings on other loans received
75. Repayments on other loans received
76. Other liabilities

Other long-term capital of other sectors
77. Drawings on loans extended
78. Repayments on loans extended
79. Other asset
80. Liabilities constituting foreign authoniies' neserves
81. Drawings on other loans received
8. Repayments on other loans received
83. Other liabilities

Other short-term capital of resident official sector
84. Loans ectended
85. Other assets
86 Liabilities constituting foreign authorities' reserves
87. Other loans received
88. Other liabilities

Other short-term capital of deposit money banEks
89. Assets
90. Liabilities consdtuting foreign authorities' resenes

denominated in national currency
91. Liabilities constituting foreign authorities' reserves

denominated in foreign currency
92. Other liabilities
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Other short-term capital of other sectors
93. Loans extended
94. Other assets
95. Liabilities constituting foreign authorities' reserves
96. Other loans received
97. Other liabilities

RESERVES

Monetary gold
98. Total change in holdings
99. Counterpart to monefisation/demonetisation
100. Countetpart to valuaton changes

Special drawing rights
101. Total changes in hc.Idings
102. Countepart to allocation or cancellation
103. Counterpat to valuation changes

Reserve position in the Fund
104. Total change in holdings
105. Counterpart to valuation changes

Foreign exchange assets
106. Total change in holdings
107. Counterpart to valuation changes

Other claims
108. Total change in holdings
109. Counterpart to valuation changes

Use of Fund credit and loans
110. Total change in holdings
Ill. Countrpart to valuation changes
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AGGREGATED PRESENTATION

A. Current Account (excluding Group E)
Merchandise: exports f.o.b
Merchandise: imports f.ob.
Services: credit
Services: debit
Income: credit
Income: debit

Total: goods, services, and income
Private unrequited transfers

Total, excluding official unrequited transfers
Official unrequited tansfers

B- Direct Instment and Other Long-Term Capital
(excluding Groups E, F, and G)

Direct investment
Inward
Outward

Portfolio investment
Other long-term capital

Resident official sectr
Depoit money banks
Other sectors

Tota, Groups A plus B

C. Other Short-Term Capital (excluding Groups E, F, and G)
Resident official sector
Deposit money banks
Other sectors

D. Net Errors and Omissions

Tot4 Groups A, B, C, and D

E. Exceponal Fmancing

Total Groups A, B, C, D, and E

F. Liabilities Constituting Foreign Authorities' Reserves

Total Groups A, B, C, D, E, and F
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G. Reserves
Monetary gold
SDRs
Reserve position in the Fund
Foreign exchange assets
Other claims
Use of Fund credit and loans

Memorandwn items
Total change in reserves
of which- revaluaions

Source: International Monetary Fund, Balance of Paymentr Stistics Yearbook.
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Chapter I
Attachment H

BALANCE OF PAYMENTS: PRINCIPAL STANDARD COMPONENTS
Fifth edition of the Balance of Payments Manual

1. CURRENT ACCOUNT

A. Goods and services
a. Goods
b. Services

1. Transportation
2. Travel
3. Communication services
4. Construction services
5. Insurance services
6. Finacial services
7. Computer and information services
S. Royalties and license fees
9. Other business services
10. Personal, cultural and recreational services
11. Govermnent services, n.i.elt'

B. Income
1. Compensation of employees
2. Investment income

2.1 Direct investment
2.2 Portfolio investment
23 Other investment (interest)

C. Current uansfers
1. General government
2. Other sectors

2. CAPITAL AND FINANCIAL ACCOUNT

A. Capital account
1. Capital transfers
1.1 General government

1.1.1 Debt forgiveness
1.1.2 Other

17/n.i.e = not included esewhere.
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1.1.3 Migrants' transfers
1.1.A Debt forgiveness
1.2.3 Other

2. Acquisitions/disposals of nonproduced nonfinancial assets

B. Financial account
1. Direct investment

1.1 Abroad
1-1.1 Equity capital

1.1.1.1 Claims on affiliated enterprises
1.1.1.2 Liabilities to affiliated enterprises

1.1.2 Reinvested earnings
1.13 Other capital

1.1.3.1 Claims on affiliated enterprises
1.1.3.2 Liabilities to affiliated enterprises

1.2 In reporting economy
1.2.1 Equity capital

12.1.1 Claims on direct investors
12.1.2 Liabilities to direct investors

1.2.2 Reinvested eamings
1.23 Other capital

1.2.3.1 Claims on direct investors
1.2.3.2 Liabilities to direct investors

2. Portfolio investment2w
2.1 Assets

2.1.1 Equity securities
2-1.2 Debt securities

2.12.1 Bonds and notes
2.1.2.2 Money market instruments
2.1.23 Fmancial derivatives

2.2 Liabilities
2.2.1 Equity securities
2.2.2 Debt securities

2.2.2.1 Bonds and nozs
222.22 Money market instnuments
2223 Fmancial derivatives

3. Other investment
3.1 Assets

3.1.1 Tade credits
V 3.1.2 Loans

3.13 Currency and deposits
3.1.A Other assets

I8Portfolio and other investment are broken down into tansactor categories: monetary authorites, general govemnent,
banks and other sectors.
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32 Liabilities!!
3.2.1 Trade credits
3.22 Loans
3-23 Currency and deposits
3.2v4 Other liabilities

4. Reserve assets
4.1 Monetary gold
42 Special drawing rights
43 Reserve position in the Fund
4.4 Foreign exchange

4-4-1 Currency and deposits
4.4.1.1 With monetary authorities
4.4.12 With banks

4-4-2 Securities
4-4;2!1 Equities
4 4.22 Bonds and notes
4.423 Money market iLstuments and financial derivatives

4.5 Other claims

191A breakdown between short and long-tenm is provided.
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Chapter I
Attachment m

INTERNATIONAL INVESTMENT POSITION:
MAJOR COMPONENTS AND RECONCILIATION ENTRIES

Fifth edition of the Balance of Payments Mwu
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A. Assets
1. Direct investment abroad

1.1 Equity capital and reinvested earnings
1.1.1 Claims on affilated enterprises
1±2 Liabilities to affiliated enterprises

1.2 Other capital
1:2.1 Claims on affiliated enterprises
1.2.2 Liabilities to affiliated entexprises

2. Portfolio investment
2.1 Equity securities

2.1.1 Monetary authorities
2.1.2 General govemment
2.13 Banks
2.1-4 Other sectors

2.2 Debt securities
2.2.1 Bonds and notes

2.2.1.1 Monetary authorities
2.2.1.2 General government
2.2.1.3 Banks
2.21.4 Other sectors

2.2.2 Money market instruments
2.2.21 Monetary authorities
2.222 General government
2223 Banks
22.2.4 Other sectors

2.2.3 Financial derivatives
2.23.1 Monetary authorities
2.232 General government
2.23.3 Banks
2.23A Other sectors

3. Other investment
3.1 Trade credits

3.1.1 General government
3.1.1.1 Long-term
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Attachmmet m

chap in pofmhumz Axin Ac dat W.

Pbdaim a Tinim PmNM EzOasgc vs Odher PFain at
khgis chaSC damp SJm cdd of ya

3-1.1.2 Short-tern
3.1.2 Other sectors

3.12.1 Long-term
3.1.22 Short-term

3.2 Loans
32.1 Monetary authorities

3.2.1.1 Long-term
3.2.12 Short-tenn

3.2.2 General government
322.1 Long-term
3.222 Short-term

3-2.3 Banks
323.1 Long-term
3232 Short-term

324 Other sectors
32.4.1 Long-term

3.3 Currency and deposits
3.3.1 Monetary authorities
332 General government
3.3.3 Banks
33A Other sectors

324.2 Short-term
3A Other assets

3.4.1 Monetary authorities
3.4.1.1 Long-term
3.412 Short-term

3.42 General government
3.42.1 Long-term
3.42-2 Short-term

3.4-3 Banks
3.43.1 Long-term
3.43.2 Short-term

3.4A4 Other sectors
3.4.4A1 Long-term
3.4.42 Short-tern

4. Reserve asss
4A1 Monetary gold
42 Special drawing rights
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Cbapte I
Attachment m
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43 Reserve position in the Fund
4.4 Foreign exchange

4-4.1 Currency and deposits
4A411 With monetary authorities
4.4.12 W-ith banks

4.4.2 Securities
4.4.21 Equities
4.42.2 Bonds and notes
4.423 Money market instruments

and financial derivatives
4.5 Other claims

B. Liabilities
1. Direct investment in reporting economy
1.1 Equity capital and reinvested eamings

1.1.1 Claims on direct investors
11.2 Liabiliies to direct investors

1.2 Other cap-ital
12.1 Claims on direct investors
1.22 Liabiliiecs to direct investors

2. Portfolio investment
2.1 Equity securities

2.1 1 Banks
2 1 2 Other sectors

2.2 Debt securities
22.1 Bonds and notes

22.1.1 Monetary authorities
22.1.2 General govermment
7 7.13 Banks
2.2-1-4 Other sectors

2.2.2 Money market instruments and
financial derivatives (short-term)

2.2.2.1 Monetary authorities
2.222 General govemment
2.2.2.3 Banks
2.2.2.4 Other sectors

2.2.3 Financial derivatives
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Chapter I
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2.23.1 AIP.netary authorities
2.232 General government
2.233 Banks
2.23A Other sectors

3. Other investment
3.1 Trade credits

3.1.1 General government
3.1.1.1 Long-mem
3.1.12 Short-term

3.1.2 Other sectors
3.1.121 Long-term
3.1.2.2 Short-term

3.2 Loans
3.2.1 Monetary authorities

3.2.1.1 Use of Fund redt
and loans from the Fund

3212 Other long-tzrm
32.1.3 Short-term

3.22 General government
32.1 Long-term
3.222 Short-term

323 Banks
323.1 Long-term
323.2 Short-term

3.2.4 Other sectors
3Z4.1 Long-tm
3.24.2 Short-tern

3.3 Currency and deposits
33.1 Monetary authorities
332 Banks

3.4 Other liabilities
3.4.1 Monetary authorities

3.4.1.1 Long-term
3-4.12 Short-term

3.42 General govemment
3.4.2.1 Long-term
3.422 Short-term

3.4.3 Banks
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3.43.1 Long-term
3.4.3.2 Short-term

34.4 Other sectors
3.4.4.1 Long-tern
3A4-4.2 Short-term

Source: Fifdt edition of the Balance of Payments Mamual
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Chapter I
Attachment IV

EXCEPTIONAT, FINANCING TRANSACTIONS
Fifth edition of the Balance of Payments Manual

Exceptional financing transactions

2.1 Transfers
2.1.1 Debt forgiveness
2.1.2 Other intergovernmental grants
2.13 Grants received from Fund subsidy accounts

2.2 Direct investment
2.2.1 Investment associated with debt reduction
222 Other

2.3 Portfolio investment: borrowing by authorities or other
sectors on authorities' behalf: liabilities

2A Other investment: liabilities"
2.4.1 Drawings on new loans by authorities or other

sectors on authorities' behalf
2.4.2 Rescheduling of existing debt
2.4.3 Accumulation of arrears

2.43.1 Principal on short-term debt
2.4.3.2 Principal on long-term debt
2.43.3 Original interest
2434 Penalty interest

2.4.4 Repayments of arrears
2AA.1 Principal
2A4.2 Interest

2.4.5 Rescheduling of arrears
2A5.1 Principal
2.4.5.2 Interest

2.4.6 Cancellation of arrears
2.4.6.1 Principal
2.4.6.2 Interest

'Specify sector involved and standard component in which the item is included.
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CHAPTER II

COMPARATIVE COMPILATION SYSTEMS AND ANALYSES

IF Description of compilation systems

Description of the basic features of the major international systems that collect extemal debt
data and financial statistics related to debt: the Creditor Reporting System of the OECD; the
Debtor Reporting System of the World Bank; the international banking data collected by the
BIS; and the data collected by the Fund in the compilation of balance of p2yments statistics
and statements of intemational investment positions.

Discussion of factors grivingr rise to d-ifferences in the data on debt stocks and flows collected
in the various reporting systems and ways of reconciling them. Some of these factors are:
different definitions of certain terms; country coverage; timing of transactions; treatment of
arrears; treatment of refinancing.

Analytical use of flow data

Discussion of how members of the IWGEDS use debt flow data in determining the economic
situation of indebted countries and in assessing their medium-term economic prospects.
Description of the analytical objectives of each member of the IWGEDS and how each uses
the information that it collects.
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CHAPTER II

COMPARATIVE COMPILATION SYSTEMS AND ANALYSES

This chapter first describes the debt compilation system and analyses of each institution. Following
this description is a discussion of the derivation and analytical use of flow data by the members of the
IWGEDS and the form in which they present the data on resource flows to recipient countries.

COMPILATION SYSTEMS

The OECD system

The OECD collects debt statistics through its Creditor Reporting System. The OECD and the
World Bank jointly sponsored and designed this system in the mid-1960s, with the OECD's
Development Co-operation Directorate taking responsibility for the system's operation By desz6a, the
Creditor Reporting System and the World Bank's Debtor Reporting System are complementary to the
extent possible. For example, their coverage is, in principle, identical for debt owed by public sector
borrowers or private sector borrowers with public sector guarantees to OECD member counties
reporting to the Creditor Reporting System. Thus the Creditor Reporting System figures not only offer
a useful means of cross-checking the Debtor Reporting System. but can also provide supplementary
information on debtor countries that do not report to the World Bank's Debtor Reporting System.

The 19 member countries of the Development Assistance Committee that report to the Creditor
Reporting System supply data on official development assistance (ODA), and its equivalent in the case
of the Central and Eastern European countries (CEECs) and the newly independent states of the former
Soviet Union (NISs), on officially supported lending with the same recipient coverage (including both
official lending and officially guaranteed private lending), and on the corresponding debt A distinctive
feature of the Creditor Reporting System is that it obtains detailed information on individual
transactions, which means that it lends itself to an extremely wide range of analyses. The aggregated
information derived from the Creditor Reporting System is supplemented by, and can be checked
against, the aggregated information provided in other systems, including those of the other
organisations referred to in this report - in particular the BIS and the World Bank - as well as the
"DAC" reporting system on flows to developing, CEEC and NIS countries that the OECD also
maintains.

The Creditor Reporting System involves reporting on three sets of forms. The first set, Form 1,
reports commitments of each official sector grant and each loan with a maturity exceeding one year
in the case of official sector loans and five years in the case of guaranteed private export credits.
These reports are submitted continuously to the OECD, with a separate form for each commitment sent
within two months of the commitment date. A special form notifies commitments to reorganise debt.
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The second set, Form 2, deals with the status of outstanding official loans and grants at the end
of each year. A separate entry is made for each transaction showing its status, including the
outstanding disbursed amount and, in the case of loans, arrears of principal and interest at the end of
the year and disbursements, amortisation and interest payments and any debt reor-ganisation canried out
during the year. Loans remain on each annual Forn 2 until they are repaid, forgiven, rescheduled or
cancelled.

Form 3 completes the Creditor Reporting System with details of official and officially supported
export credits. These reports are semi-annual and, unlike Forms 1 and 2, are aggregated at borrowing
country level. Medium and long-term export credits are reported by type of export credit and by sector
of the borrower, official or private. Thus, there are entries for official, supplier and financial credits,
respectively, to the official and private sectors in each borrowing country. The data supplied include
outstanding amounts of principal and interest (with overdue amounts identified) at the end of the six-
month period, and disbursements, amortisation and interest payments and debt reorganisation carried
out during the period, along with a schedule of future payments. Short-term credits are reported
separaLely with a single entry for each borrower showing the total amount outstanding at the end of
the period.

The DAC Reporting System is designed to measure flows from DAC members and deals only with
annual resource flows. It contains detailed breakdowns of flows by sector of lender and borrower.
Commitments, gross flows and net flows (disbursements less repayments) are reported. The main
categories are:

official development assistanoe (ODA),
other official loans and grants,
official export credits,
private export credits,
private portfolio investment, and
foreign direct investment.

The OECD Secretariat also collects data or estimates in respect of loans to or by OPEC and
Eastem European countries inter-company lending and multilateral lending.

In the process of compiling estimates of debt the OECD makes various checks on and adjustnents
to its own raw data as well as drawing on extemal data sources. The first step in estimating debt data
for each borrowing country is the integration of BIS data on banks' external assets and OECD data on

201 Readers familiar with the previous report published by the BWGEDS. Externat Debt Definition, Statiszical
Coverage and Methodology, should note that there have been several changes to the Creditor Reporting System since
that report was published. Form IDR which is used to notify commitments related to the reorganisation of debt, is
new. Columns for debt reorganisation. undisbursed amounts outstanding. service payments received on time. and
overdue amounts and unrecovered claims included in outstanding debt have been added to Fonn 3. Other changes to
reporting forms have been made but do not affect the measurement of debt stocks and flows.
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officially supported export credits. T'he results are published in the joint OECD-BIS semi-annual
publication Statistics on External Indebtedness covering bank and export credit debt. There are two
main estimating procedures at this stage. The first involves estimating outstanding export credit debt
from the Creditor Reporting System data- On Form 3 outstanding amounts are reported according to
each export credit agency's definition and accounting system. For example, some agencies include
undisbursed credits or credit lines in outstanding amounts or include interest due in the future over the
entire life of the credits. Estimates must be made to exclude these. The second involves the
elimination of double-counting in the combination of OECD and BIS data. The financial credits
reported to the OECD are known, by definition, to be held by banks as external assets since they are
extended directly by banks to external entities. Some suppliers' credits reported to the OECD are also
held by banks. In some countries these are viewed as domestic assets and are, therefore, not reported
to the BIS. In other countries they are viewed as external assets.

These BIS and OECD data serve as a nucleus for more comprehensive external debt estimates
includin, lending from other private and all official sources. In addition to further OECD data on
ODA and other official flows the OECD incorporates Fund data on its own lending, data on
outstanding intrnational bonds from the BIS and data from the World Bank's Debtor Reporting
System. The data from the Debtor Reporting System are used both to complement and to cross-check
the data from the Creditor Reporting System. For example, they include lending by multilateral
institutions and non-OECD creditor countries, private export credits which are not officially guaranteed
in the lending country but are taken up by or guaranteed by the public sector of the borrowing country,
and certain private sector borrowing that is not covered by guarantee in either the borrowing or lending
country, none of which are covered by the Creditor Reporting System.

The World Bank system

The World Bank's Debtor Reporting System was set up in 1951 and is its principal means of
monitoring long-term debt. The data in this system are derived from reports on the long-term extemal
indebtedness of countries that borrow from the World Bank. There are currently 129 countries in this
systemrI' The Debtor Reporting System has evolved considerably over time, expanding the range
of information required and the number of countries it covers.

The reporting countries prepare two kinds of reports: loan-by-loan data on long-term debt of the
public sector and debts guaranteed by the public sector; and summary reports on long-term debt of the
private sector that is not publicly guaranteed.

Within one month of the end of each calendar quarter, countries should in principle submit Forms
I and lA for new loans signed during that quarter. Form I asks for a range of data on new loan
commitments which makes it possible to organise statistics in a variety of formats for analytical
purposes. The Debtor Reporting System uses this information to set up a loan record. Within three
months of the end of each year, couLtries should file Form 2. giving information on the status of each
outstanding loan, including, all transactions during the year.

2 11 This number was reached in the 1993-94 edition of the World Debt Tables, primarily as a result of including the
separate republics of the former Soviet Union.
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In 1970, the Debtor Reporting System was extended to incorporate private, non-guaranteed long-
term debt More than half of the countries reporting througrh the Debtor Reporting System have either
negligible amounts of private non-guaranteed debt or none at all. For the rest, data collection
difficulties have resulted in incomplete reporting. World Bank staff use other information sources to
generate the missing debt numbers for all countries that have a significant amount of private non-
guaranteed debt.

As the example of private non-guaranteed debt indicates, considerable additional work is needed
in order to arrive at reliable and comprehensive figures on total external debt. This work- focuses
primarily on improving the quality of the reported data and filling gaps in country coverage or content

The World Bank has three main methods of improving the quality of reported datam which it often
employs in combination. First, the Debtor Reporting System itself has an internal system of cross-
checks, especially between the quarterly commitment reports and the annual transaction summaries.
and across reports for successive periods. Secondly, the World Bank supplements reported data with
its own information base on the loans it makes to member countries and data collected by staff during
visits to individual countries. The third method is to draw on information collected by other
organisations and cross-check it with the World Bank's own database. In some cases, the World Bank
incorporates the outside information into the Debtor Reporting System. The format of the loan records
at the Inter-American Development Bank and the Asian Development Bank is similar to that at the
World Banlc, this simplifies the transfer of information. The World Bank also uses data directly from
the Fund to compile infornation on the use of Fund credit and loans. In other cases, an indirect
transfer of data takes place. For example, the World Bank uses data from the OECD's Creditor
Reporting System, which provides loan-by-loan reports on official lending which, in principle, mirror
the Debtor Reporting System's reporting Forms 1 and 2. The World Bank also uses statistics from
annual DAC reports.

The World Bank uses staff estimates to fill some of the gaps in the Debtor Reporting System's
coverage of a given country's extemal debt position. In fact, the World Bank does this for all countries
in the case of short-term debt (debt with an original maturity of one year or less), since the Debtor
Reporting System reporting requirements cover long-term debt only. The preferred source of short-
term data is the debtor country, and in many cases staff from the Fund and the World Bank are able
to obtain the information from central bank data in the countries they visit. When direct debtor country
information is not available, however, the World Bank assembles creditor source data which gives an
order-of-magnitude indication of short-term debt outstanding. The most important source of this data
is the BIS's semi-annual series showing the maturity distribution of commercial bank claims on
developing countries. By deducting from claims due in a given year those that a year earlier had a
maturity of betwveen one and two years, it is possible to obtain an estimate of short-term liabilities by
original maturity. Combining such estimates with data on claims under officially guarnteed short-term
suppliers' credits, which the OECD compiles, gives a "lower bound" estimate of a country's short-term
debt. The Debtor Reporting System may subsequently adjust its estimates in cases where additional
information becomes available-
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For private, non-guaranteed debt which is not reported to the World Bank by the reporting country,
the standard estimation approach starts from a calculation of the outstanding debt stock, using available
creditor source data. The World Bank supplements the figures it obtains from the Creditor Reporting
System on guaranteed export credits with loan-by-loan information on official lending and private
borrowers and information on non-insured commercial bank lending to the private sector. Balance of
payments flow data provide useful guidelines in the process of building a time series. By these means,
a picture of total extemal debt emerges for countries reporting under the Debtor Reporting Systemr
This picture is comprehensive except to the extent that the coverage of the Debtor Reporting System
differs from the core definition (see Chapter 1). For developing countries outside the Debtor Reporting
System reporting net, the World Bank relies on the information compiled by the OECD to support its
estimate of the total debt of all developing countries published in the World Debt Tables.

The BIS system

International banking data on stocks. The Bank for International Settements (BIS) administers two
separate reporting systems for international banking activity and publishes various sets of statistics, one
of which is issued jointly with the OECD. National banking atithnrities from 24 countries supply data
that cover over 90% of the cross-border positions of their banking sectors. The basis of both reporting
systems at the BIS is the balance sheets of the reporting banks. Assets and liabilities are recorded on
a gross basis. In other words, assets and liabilities are shown separately and not set off one against
the other. These stocks are essentially the net result of disbursements and repayments of loans and the
making and withdrawing of deposits between two reporting dates. The BIS collects no specific
information on debt flows, though the data on the currency composition of external assets and liabilities
make it possible to compute figures showing changes in stocks adjusted for the fluctuation in exchange
rates (see below).

Quarterly reporting system. The first and oldest reporting system is the quarterly reporting system.
This system contains unconsolidated data on bank assets and liabilities according to the location of the
banking office and according to the ownership or "nationality" of the bank. The concept of residence
used in the data based on the location of the banking office is analogous to that employed in the
balance of payments statistics. In 1986, the BIS initiated efforts to obtain information on bank
holdings of long-term intemational securities, according to the issuer's country of residence. Although
most countries now report these data, there are still gaps in coverage Moreover, the definition of
"securities' is not completely uniform. For example, the reported data include, in some cases, holdings
of equity, while in other cases they exclude them.

The BIS uses the quarterly reporting system to prepare three separate sets of data. The first,
which is based on a concept of residence similar to that used in the balance of payments, provides a
detaited breakdown of external assets and liabilities by individual country, by currency and by sector.
The second set of data, the nationality statistics, shows external positions according to the country of
the parent bank by currency and sector, but without a country-by-country listing of assets and
liabilities. In the third publication, issued jointly with the OECD. data on banks' claims are pooled with
statistics on officially supported export credits to obtain stock and flow figures on countries' external
debt.
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Semi-annual system. The second reporting system is semi-annual and covers mainly the consolidated
claims of banks. It also contains breakdowns by maturity and sector as well as information on unused
credit commitments and facilities. Most of the data are from the consolidated accounts of banks with
head offices in 17 industrial reporting countries, but the system supplements these data with
unconsolidated data on the business of branches and affiliates in the BIS reporting area of banks vhich
have head offices outside the reporting area. The data in this reporting system therefore deviate from
the balance of payments concept of residence.

Internationad Bankdag data on 'flows". The BIS does not collect data on flows. It does. however,
compute and publish figures for exchange rate adjusted changes in stocks These changes reflect a
wide variety of factors such as disbursements of new credits, repayments of loans, the build-up of
arrears, the sales of claims, debt-for-equity swaps. other debt conversions, the exercise of guarantees
granted by export credit insurance agencies, and writeoffs. Whenever there is a change in concept
or coverage leading to a break in series, the BIS collects two observations for the same date, one
according to the old definition and coverage and another on the new basis. In this way, changes in
reporting practices do not distort changes in stocks. Furdhennore, the BIS encourages reporting
institutions to report claims at their full value, without any allowance for provisions.

When computing changes in stocks, the BIS makes adjustments for movements in exchange rates
between the currency of denornination of the claim and the US dollar, the unit which the BIS uses in
its statistical systems. The exchange rate adjusted changes are computed in the following manner.
Non dollar stocks outstanding at the end of a given quarter are converted into dollars using the
exchange rate prevailing at the end of the subsequent quarter. The dollar amounts are then subtracted
from stocks outstanding at the end of the subsequent quarter converned into dollars using the same end
of quarter exchange rates.

Data on internatonal securities. The BIS has developed an extensive database on bonds issued in
the international bond market. The BIS database on international bonds consists of two separate but
complementary blocks. The first or micro block includes the main characteristics of all individual
intemational bonds issued to date. The second or macro block is derived by aggregating information
contained in the first block on certain pre-selected criteria, such as the nationality and country of
residence of the issuer, currency and type of issue and issuer. The BIS updates the data in both blocks
every quarter, or more frequently in the case of revisions, to take account of new issues and
repayments. The BIS has developed in-house programrmes to read, modify and aggregate individual
issues according to any of the various characteristics, and has set up standard routines to generate
selected series for the macro blocL

The micro block contains information on the main characteristics of all individual international
bonds. It covers all foreign currency issues by residents and non-residents in a given country (Euro
issues) as well as all donestic currency issues by non-residents in a given country (foreign issues), with
the exception of bonds which are part of debt rescheduling packages. It excludes all domestic bonds,
whether purchased by residents or non-residents, as well as ECU-denominated bonds issued by
residents of a given country which, although not denominated in the currency of the borrower, are
explicitly targeted for domestic investors. Data on ECU-denominated bonds are, however, stored in
a separate database. At the end of 1993, there were 30,300 issues in the micro block, including those
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launched in the 1960s, each with full name identification. Of this total, more than 13,200 were still
outstanding.

The macro block contains aggregate quarterly flow data on announced issues, completed issues,
scheduled repayments, early repayments and net issues. In addition it contains data on net amounts
outstanding at the end of the quarter. Series exist for various types of issue (fixed, foating or equity
related), country of residence and nationality of issuer, currency of denomination, sector of the issuer
and market type (Euro or foreign issues).

The BIS has a similar macro database for Euronote facilities- It contains information on new
programmes announced and net issues completed during a given quarter and amounts outstanding at
the end of that quarter This database also has series on the type of issue (Euro-commercial paper,
other short-term Euronotes and medium-term notes) currency of denomination, sector of the issuer and
country of residence of the issuer.

The databases on international bonds and Euronotes will be increasingly useful as a check on the
.data covering securities issued and outstanding which fonn part of the debt stock statistics published
by the OECD and the World Bank. The data on Euronotes will provide very useful information as
developing countries draw more heavily on marker sources for financing.

The Fund system

Strictly speaking, the Fund has no systematic procedure for collecting and publishing data on
extemal debt as such- However, it collects a great deal of information that relates to external debt, and
prepares several sets of statistics that contain elements of external debt. It also can help to ftil in the
gaps in other debt compilations. The Fund collects data through the work of its area departments and
its Statistics Department. The area deparments collect country-specific information for use in
consultations and negotiations with member countries. The Statistics Department collects data for
pub!ication in several forms. in particular the Fund's compilation of national and global balance of
payments accounts and statements of intemational investment positions.

The Fund collects, from each member country, detailed statements of external current and capital
accounts, including detailed data on the capital flows relevant for measuring changes in external debt
Countries submit these data at least once a year, many report on a quarterly basis and some on a
monthly basis. The Fund organises the data in two fornats. The first, the "detailed presentation",
shows data for all the available standard components of the balance of payments. The second format,
the "aggregated presentation", organises the standard components into analytical groups, and identifies
exceptional financing. The data are provided by debtor and creditor member countries, and other
international organisations. To prepare global balance of payments statistics, the Fund makes estimates
for missing or late reporters.

The Fund seldom makes estimates for specific country observations in the data that it publishes.
Several estimating techniques are used, including extrapolation or carry-forward from the most recent
observations and interpolation for periods between actual observations, as well as specific estimates
by staff. These techniques generate estimates for countries which the Fund includes in published data
on country groupings, but the Fund does not normally publish individual country estimates.
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The only case in which the Fund does publish estimates for individual countries is when small
components of a total are not available but past performance indicates that they are relatively stable.
Such estimates are clearly marked in statistical publications. The principle underlying this policy is
that users of data should have the most timely and accurate data available and can then make their own
estimates of missing components or periods.

COMPARISONS OF DEBT DATA

The preceding section has highlighted a number of differences in the procedures used by members
of the IWGEDS for compiling debt data; the differences in these procedures affect the reporting of both
debt stocks and debt flows. With regard to the stock data, there are differences, inter alia, in definition,
coverage, timing and treatment of afrears. These differences, taken together, can result in significant
variations in the statement of debt outstanding for any given debtor. Also, when various sets of debt
flow data are compared these differences become more pronounced, because other elements, such as
differences in the timing of transactions or the treatment of refinancing, may create additional
discrepancies. Moreover, whereas the Creditor Reporting System and the Debtor Reporting System
focus on debt issues, the debt infornation in the balance of payments data is supplied by national
compilers with a broader focus, using information sources that do not concentrate mainly on debt
accounting. This difference in source materials is thought to be a major reason for data discrepancies.
This section discusses several ways of reconciling the available data on debt stocks and flows.

Comparison of World Bank and OECD debt stocks

The Debtor Reporting System of the World Bank covers 129 countries. The OECD includes all
these countries, except Portugal, in the 170 countries that it covers. The OECD and the World Bank
have made a detailed comparison of debt stock data for 116 countries common to both the Creditor
Reporting System and the Debtor Reporting System. The World Bank publishes the Debtor Reporting
System data in the World Debt Tables; the OECD publishes its data in the External Debt Staristics72

The figures for the total outstanding debt of the 1 16 countries combined are in close agreement-
In 1990, the total combined debt outstanding was US$1.346 billion in both the Creditor Reporting
System and the Debtor Reporting System, and in 1991 the comparabie figures diverged by less than
1% at US$1,407 billion for the OECD and US$1,418 billion for the World Bank. However, an
examination of data on different types of lending and that on individual countries reveals considerably
more variation. The Debtor Reporting System records about 25% less short-term debt than the Creditor
Reporting System and slightly more long-term debt (5.7% in 1990 and 7.3% in 1991). This is partly
due to debt classification. The OECD includes arrears of principal on long-term export credits in short-
term debt, whereas the Debtor Reporting System maintains these arrears as part of the record on long-
term debt.

221 The OECD does not publish the dam on a few small countries: these data are available on request
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The individual country comparisons are for 1990, a year for which data in both the Creditor
Reporting System and the Debtor Reporting System are complete. For the most recent reported period,
there are often major revisions in both systems, and the use of data for the current year tends to
overstate the apparent discrepancies. Although the analysis gives the impression that the two data
systems yield quite similar pictures of the overall debt situation, there are some sizable differences at
the individual country level. However, these differences reflect a variety of special cases rather than
a major systemic difference.

Stock and flow data in the Creditor and Debtor Reporting Systems

The main factors affecting the size of the aggregate debt of an individual country in the Creditor
Reporting System and the Debtor Reporting System are:

Vaation of clms. The amounts of commercial lending (cross-border bank claims, bonds) are
progressively adjusted to market value in creditors' reports, but are recorded at face value in
debtors' reports.

Debt cancelhation and rescheduling transactions. Creditors report these transactions when they
actually take place, but debtors may report them when they make the rescheduling arrangements.

Claims that arise from the supply of miitay equipment and services. Creditors and debtors,
reporting to the OECD and the World Bank respectively, do not always include these claims.

Interest arrears. Creditors often report interest arrears only when they aTe capitalisedL Debtors
report the cumulative stock of interst arrears at the end of the reporting period.

Cams denominated in the borrower's crency and held in the borrowing county. The OECD
reports have hitherto excluded these claims but steps are being taken to remedy this omission. This
change would have an impact on the amounts which the OECD shows for a number of Latin
American countries, as well as for India and Pakistan.

Amount channelled to the bank sectors of offi hore centres. OECD reports assume that amounts
channelled to the bank sector of offshore centres have been onlent to other countries. In the case
of offshore financial centres that report to the BIS (Aruba, the Bahamas, Bahrain, the Cayman
Islands, Hong Kong, the Netherlands Antilles, Singapore and the branches of US banks in
Panama), inclusion of the BIS data in the OECD record secures adequate coverage, and it is
possible to compare the amounts concemed with the records of countries that report to the Debtor
Reporting System. In the case of offshore financial centres that do not report to the BIS
(Barbados, Bermuda, Lebanon, Liberia and Vanuatu) the onlent amounts, absent from the OECD
data, are in principle present in the records of the Debtor Reporting System for the reporting
couixtries concerned; however, the amounts onlent to borrowing countries that are not Debtor
Reporter System reporters vanish from the record.

Recording of cancelled debt. Debt cancellation, in principle, removes the full amount of the debt
from the data for the stock of debt. Creditors may, however, reduce the claims in their books
progressively, as each due date is reached. Therefore, in the estimation of debt stocks using flow
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data there is a built-in upward bias in debt statistics due to the residue of cancelled debt which the
creditor has not yet removed from his books.

At the end of 1990, 74 countries out of 116, accounting for 84% of the total debt, showed
differences of less than 10% in the stock of debt recorded by the OECD and the World Bankl
respectively. For 41 of these countries, accounting for 45% of total debt, the difference was less than
5%. There are 33 countries with over US$10 billion in outstanding external debt, accounting for 84%
of the total; the OECD and the World Bank figures for 27 of these countries diverge by less than 10%
or are within 10% of each other. Of the remaining six countries the World Bank shows a higher
number for four countries, and the OECD has the higher figure for the other two. The following table
summarises the data comparison.

Table L1

Comparison of selected data in the Creditor Reporting System and the Debtor
Reporting System at end-1990

Total stock Percentage of
No. of of debt total debt stock

countries (USS billion) (%)

DRS higher by 10% or more 11 96 7.1
DRS lower by 10% or more 31 115 8.6
Difference between 5% & 10% 33 528 39.2
Difference within 5% 41 608 45.1

Differences also result from certain types of country grouping,s:

Countriesfor which the Debtor Reporting System and OECD measures of debt stocks diverge by less
than 10%. There are 74 countries in this category, accounting for 84% of the total debt stock. For
several of them, although the total debt figures are relatively close, the breakdown between short-term
and long-tern debt is very different in the records of the OECD and the World Bank. This may have
repercussions on flow data since, by definition, flows on long-tern debt wre disbursements less
repayments of principal, whereas flows on short-term debt are often defined as changes in stocks.
Furthermore, when an increase in principal arreas occurs, the Creditor Reporting System records it as
an increase in short-term debt, offset by a negative long-term flow. In the Debtor Reporting System,
no flow entry arises since the arrears remain recorded as long-term.
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Countries for which the Debtor Reporting System's measure of debt stocks is more than 10% lower
than die OECD measure. Although there are 31 countries in this group, they account for only 8.6%
of the total debt outstanding according to OECD figures at end-1991. Many of these countries have
relatively small amounts of extemal debt, so that large percentage differences between the OECD and
the World Bank records translate into quite small absolute amounts. By far the largest debtor country
in this group is Korea, which holds 40% of the total. The govemment of Korea does not accept
responsibility for the outstanding obligations of Korean multinational companies operating abroad and
the reports that Korea provides to the Debtor Reporting System therefore do not include this debt. By
contrast, most creditors reporting to the Creditor Reporting System, but not tnose reporting to the BIS,
treat loans to foreign subsidiaries of Korean firms as loans to the head office and, therefore, include
them in their claims on Korea. Cyprus, Malta and Oman owe a further 10% of the debt in this country
group. In these countries, it is the borrowing by the private sector in the international capital markets
that causes the discrepancy between the records of tie OECD and the World Bank. The Debtor
Reporting System of the World Bank does not always cover non-guaranteed private sector borrowing
comp; .tely. A third source of discrepancy is the difference in treatment, by the OECD and the World
Bank, of debt which the former East Germany and the former Soviet Union extend to countries such
as Ethiopia and Romania

Countriefor which e Debtor Reporting System's measure of debt stocks is more than 10% higher
than the OECD measure. For both Peru and Venezuela, the claims reported by creditors to the OECD
(and the BIS) have consistently been lower than the liabilities these countries have reported to the
World Bank. It is believed that Venezuela's estimates of bank debt have regularly overlooked some
anticipatory unofficial repayments by private borrowers- For Peru the amounts in the Creditor
Reporting System for export credits have always been lower than the amount the country reports as
received from the same creditors in the Debtor Reporting System. Also, Peru reports higher interest
arrears in the Debtor Reporting System. The Creditor Reporting System, unlike the Debtor Reporting
System, does not cover private loans between Latin American countries. For another country in this
group, Sudan, there are large amounts of arrears, some of which do not appear in the Creditor
Reporting System or in the BIS data, owing in part to debt write-offs and write-downs. Most of the
countries in this group have had a history of payment problems and have experienced at least one
rescheduling in the Paris Club forum. Such events inevitably result in discrepancies between creditor
and debtor records, in large part because the creditors often write down the value of their claims.

A second type of reconciliation of debt stock and flow data takes place within each of the data
systems that compile both types of data on external debt The World Bank prepared a reconciliation
for the 1990-91 period, and quantified the relationship berwveen flows and changes in the stock of
outstanding external debt over this period. The flow data in the Debtor Reporting System encompass
both data relating to the capital account in the balance of payments and other adjustments that are to
be excluded from the balance of payments statistics. Most of the data are taken from the 1992-93
edition of the World Debt Tables and the reconciliation covers a comparison of stocks and flows as
they are defined and recorded in the Debtor Reporting System.

Tne increase in the stock of debt is the net result of the following factors: net long-term flows
to developing countries; net flows of short-term debt; net use of Fund credit and loans; voluntary debt
reduction operations, including debt buybacks, debt-for-bond swaps, debt-for-equity swaps and outright
debt forgiveness; the capitalisation of interest through debt rescheduling; the 3ccumulation or clearance
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of interest arrears; and valuation changes associated with the movement of the major currencies against
the US dollar, the unit used by the World Bank to express data in all its publications. Table 2.2 shows
the change in the stock of debt outstanding and the flow data, as well as other adjustments that account
for the change in stocks.. for the years 1990 and 1991.

Table 2.2

Reconciliation of DRS stocks and flows, total for 116 countries
(US$ bMions)

Stock data 1990 1991

Total debt outstanding 1345.7 1417.5
Change in debt outstanding 91.8 71.7

Reconciliation elements:

Flow data, total 31.5 63.2

Long-term, net disbursement 40.0 40.6
Net short-term flow 7.4 17.5
Net use of Fund credit and loans 0.1 3.1
Debt reduction -37.4 -9.7
Interest capitalisation 5.9 16.9
Arrears accumulation 15.5 -5-2

Other adiustments, total 60.3 8.5

Exchange rate change 59.0 8.4
Unexplained residual 1.3 .1

Total reconciliation factors 91-8 71.7
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Net flows to developing countries

Gross flows form the basis of reports to the Debtor Reporting System on most long-term debt
transactions, with separate recording of disbursements and principal and interest payments. Both the
gross flows and the stock of debt outstanding appear on record at the individual loan level and are
recorded in the currency in which the loan is to be repaid. There are two evreptions. One is private,
non-guaranteed debt, which constituted approximately 6% of the total long :rm debt outstanding at
end-I 991 for the 116 developing economies which the World Debt Tables cover. The other concerns
multi-currency loans, such as those of the World Bank.

As in the case of public and publicly guaranteed debt, the basis for recording private, non-
guaranteed debt is gross flows; however, these flows appear in aggregate, using, the US dollar as the
numeraire, rather than on a loan-by-loan basis. From the submissions by member countries, which
include detailed information on rescheduled amounts, it is possible to infer the exchange rate
adjustment, but not to verify it.

The following subsections discuss the accounting problems for loans extended in multiple
currencies, particularly those of the multilateral institutions.

Use of Fund credit and loans

Data on the operations of the Fund come directly from the Fund's Treasurer's Department and
are recorded on a gross basis with purchases and repurchases identified separately. The data provided
are converted from special drawing rights (SDRs) into US dollars according to the method for currency
conversion described below in the subsection on valuation changes.

Short-term debt

The Debtor Reporting System treats short-term debt and long-term debt differently. The World
Bank regards the individual reporting country as the authoritative source of information on its external
debt liabilities. But for short-term debt, defined as debt with an original maturity of one year or less,
accurate information is not widely avaiiable from debtors. Where information from debtors is not
available, the Debtor Reporting System uses data from creditors to indicate the magnitude of a
country's short-term debt, in particular the BIS semi-annual series showing the maturity distribution
of commercial bank claims on developing countries.

It is difficult to monitor short-term debt since the volume of individual transactions is large and
loan-by-loan registration is normally impractical. Most reporting arrangements involve periodic returns
to a country's central bank from its banking sector. Furthermore, the contracting and liquidating of
individual short-term debts may take place within the period between reporting dates for the stock of
debt. This means that for short-term transactions, it is difficult to interpret any figure purporting to
measure gross flows derived from data on debt stocks.
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Valuation changes

The debt data which the World Bank receives from its member countries are expressed in the
currencies in which the debts are repayable or in which transactions took place. For aggregation, the
World Bank converts these amounts into US dollars using, as appropriate, the market, principal or
official rates published in the Fund's International Financial Starisrics. Debt service payments and
disbursements are converted into US dollars at the average rate for the year. Debt outstanding is
converted at the rate in effect at the end of the year. The currency valuation problem takes on special
importance at a time when the most widely used currency of measurement is fluctuating strongly
against the others.

Loans repayable in multiple currencies present a particular problem. All World Bank loans are
denominated in US dollars and the amortisation schedules are expressed in US dollars. Actual
disbursements and repayments are made in any of the currencies available to the Bank, and the amount
owed to the Bank corresponds to the cuirencies withdrawn or sold by the Bank to obtain the currencies
disbursed. Exchange rate movements between the dates of disbursement and the dates of repayment
result in a change in the US dollar value of debt owed to the World Bank. The consequent changes
in stocks are significant. Between 1985 and 1991, the net flow of funds from the World Bank to the
developing countries totalled US$29 billion. By contrast, the stock of outstanding debt to the World
Bank rose by US$49.6 billion, from US$50.7 billion at end-1985 to US$100.3 billion at the end of
1991.

Most intemational organisations conduct multi-currency lending operations similar to those of the
World Bank; these institutions report their cliims at both face value and current market value to the
Debtor Reporting System.

Arrears and interest capitalisation

The Debtor Reporting System collects information on arrears of both principal and interest.
Principal in arrears is included in the stock of debt outstanding. Interest in arrears is recorded for each
loan and included in the stock of short-term debt outstanding. If and when interest is capitalised under
a debt reorganisation agreement, the amount of interest rescheluled is capitalised and added to the
stock of long-term debt and the corresponding deduction made from the amount of short-term debt
outstanding.

Debt restructurings

Tie Debtor Reporting System attempts to capture the effects of the different kinds of restructuring
on both debt stocks and debt flows so as to accurately reflect the circumstances under which the
restructuring takes place. In the compilation and presentation of data, the Debtor Reporting System
makes a distinction between cash flows and imputed flows. Based on this criterion, rescheduled debt
service and the shift in liabilities from one financial instrument to another that result from rescheduling
are thus recorded as imputed flows. Chapter m gives examples of the treatment of debt restructuring
in the Debtor Reporting System records.
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The Debtor Reporting System records imputed flows separately and reflects changes in creditor
and debtor status. For example, in the case of rescheduled insured commercial credits, the creditor
classification shifts from private sources to official bilateral sources. This reflects the assumption of
the assets by the official credit insurance agencies of the creditor countries. The debt owed to the
original creditor is reduced by the amount of principal rescheduled, and an obligation to the official
creditor insurance agency is created. This practice also extends to private, non-guaranteed debt which,
as a result of rescheduling, is converted into public and publicly guaranteed debt owed to official
creditors. On the debtor side, when a govemment accepts responsibility for the payment of rescheduled
debt previously owed by private enterprises a change in the category of the debtor takes place and is
recorded in the Debtor Reporting System. Similarly, when short-term debt is part of a restructuring
agreement, the rescheduled amount shifts from short-term debt to long-term debt.

As noted earlier, the World Bank publishes detailed information on debt restructuring transactions
in the World Debt Tables. These transactions capture the imputed flows associated with debt
restructuring and debt reduction, including the forgiveness of debt.

The principal elements of debt restructuring are:

debt stock rescheduled, which is the amount of debt outstanding rescheduled in any given ye.ar;

principal rescheduled, or the arnount of principal due or in arrears that was rescheduled in any
given year,

principal forgiven, which is t5e amount of principal due or in arrears that was forgiven by the
creditor in any given year;

interest rescheduled, which is the amount of interest due or in arrears that was rescheduled in
any given year,

interest forgiven, which is the amount of interest due or in arrears that was forgiven by the
creditor in any given yeaw,

debt stock reductZons. which represent of the amount by which the stock of debt has been
reduced using debt conversion schemes such as debt buybacks and debt-for-equity swaps or the
discounted value of long-term bonds that were issued in exchange for outstanding debt.

Conventions for recording transactions in debt restructuring

Rescheduling. Each rescheduling scheme consists of two distinct elements: the debt service payments
rescheduled on each loan covered by the rescheduling agreement; and the new, consolidated
rescheduling, loan which results from the agreement, with new repayment terms. There are no cash
flows associated with these transactions. For the loans rescheduled there is a reduction in the stock
of outstanding debt equal to the amount of principal rescheduled, including any principal in arrears
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rescheduled. The new consolidated rescheduling loan is equal to the sum of principal and principal
in arrears rescheduled plus the amount of interest capitalised. Debt rescheduling can also result in
changes in creditor status. The new consolidated rescheduling loan for which the creditor is a bilateral
agency, includes rescheduled debt owed to private creditors that had been insured by an official credit
insurance agency. In the World Debt Tables the published lines 'interest rescheduled" and "principal
rescheduled" include rescheduled debt service payments on debt owed to private sources (the creditor
of the original loan), whereas the new consolidated loan will be captured as part of the stock of debt
owed to official, bilateral creditors.

Short-term debt The consolidation of short-term into long-term debt in a debt reorganisation appears
as a transfer from one type of liability to another. The increase in long-term debt balances the decrease
in the stock of short-term debt.

Private non-guaranteed debt. A similar recording procedure to the above applies to that part of the
private non-guaranteed debt that was included in a debt restructuring agreement.

Other changes

This is essentially a catch-all, "errors and omissions" category th.t covers all changes in stocks
other than those mentioned above. These include: errors in reporting; unierstatement or overstatement
of valuation changes, particularly for short-term debt and multi-curm,cy loans; and insufficient
information about the imputed flows associated with debt restructuring.

In theory, the sum of the rescheduled principal and interest for each of the original loans covered
by the debt restructuring arrangement should equal the consolidated amount on record in the debt
restructuring agreement. However, the rescheduling process itself often reveals gaps in the database;
this is particularly true in the case of military debt, or understatement of interest and charges, especially
late interest and penalties. As a result, the consolidated amount, or imputed inflow, resulting from the
rescheduling is frequently larger than the rescheduled debt service payments. Table 2.2 above notes
these inconsistencies as the Debtor Reporting System has identified them.

The conventions and reported data on rescheduling used in the Debtor Reporting System differ
in several respects from the conventions and data in the balance of payments. The resulting differences
in the measurement of debt-related flows are discussed below.

Balance of payments flows and stocks

Integration of balance of payments and internatonal investment position data. In recent years, the
development of national statements of the international investment position has received much
attention. Such data can serve to verify and improve the quality of the flow data. Of course, a circular
relationship develops if flows are used to build up accumulated stock figures, or stock data to derive
flow data. However, a growing number of industrial countries now conduct independent surveys to
establish the value of the outstanding stock of certain types of assets and liabilities at given reporting
dates. There are indications that developing countries are doing more work to compile stock data.
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The international investment position of a country is as comprehensive as possible, covering all
the external assets, liabilities, equities and reserves of the private and official sectors. Attachment HI
of Chapter I provides a summary of the stock and reconciliation items covered by the international
investment position. The breakdowns of assets and liabilities are the same as in the balance of
payments statistics, according to both the fourth and fifth editions of the Balance of Payments Manual.
As elsewhere in this report, the discussion here is implicitly based on the fourth edition of the Balance
of Payments Manual, except where noted, because, at the time of writing, countries report data to the
Fund in accordance with the fourth edition. The conversion of the database to accord with the fifth
edition is expected to be carried out over a number of years, as was the case with earlier versions of
the Balance of Payments ManuaL

With the expansion in the external debt of developing countries in recent years, there is a
widespread perception that data for both debt flows and debt stocks are necessary to monitor trends
adequately. Moreover, some knowledge of1 the stock of financial liabilities (and assets) is helpful to
understand the behaviour of many items in the balance of payments such as investment income flows,
debt forgiveness and debt-for-equity swars.

In the balance of payments system, as in the Creditor Reporting System and the Debtor Reporting
System, a number of adjustments, or reconciliation items, are necessary to relate flow data to changes
in the value of the outstanding stock of assets and liabilities. Of course, for present purposes the focus
is on that part of the intemational investment position thlat relates to the external debt of developing
countries. Furthermore, the following subsections will not elaborate on those elements affecting the
balance of payments system which have already been dealt with in connection with the Creditor
Reporting System and the Debtor Reporting SystemL

Valuation

The Balance of Payments Manual specifies the use of market values as the basis for the valuation
of both flows and stocks. The value of flows or transactions is the actual price on which the
transacting parties have agreed. The conversion of transactions denominated in foreign currencies into
domestic or other currencies should be at the exchange rate prevailing at the trnsaction date or, where
this is not available, the average rate for the shortest period available (week, month, quarter, etc.).

The value of stocks should be the current market value and exchange rates prevailing for the
reference period, though debtor countries usually report stock data on the basis of the face value. The
recording of international investment position stock data is usually undertaken at less frequent intervals
than the recording of flows. In fact, it often takes place only at year-end or upon the completion of
specified benchmark surveys. The valuations will frequently differ from those applicable at the time
the underlying transactions occurred. Thus, the change in stocks between two periods will reflect price
changes and exchange rate changes that are not recorded in the flows.
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External debt purchased by residents

Among the cross-border transactions that have an impact on the level of stocks are buybacks of
debt in the secondary market by the debtor (including bond issues held by the country's Treasury) and
foreign debt purchases by other residents. The latter lowers the stock of external debt without reducing
the level of debt shown in the books of the debtor country. Transactions should appear in the balance
of payments at market values; therefore if a country purchases the debt in the market at a discount
from the face value, a reconciliation will be necessary since the international investment position will
reflect a decline in debt equivalent to the full value.

Debt forgiveness

When a foreign creditor formally agrees, by contractual arrangement with the debtor, to forgive
all or part of the debtor's obligations, the debtor records the forgiven amount as a credit transfer, with
an offsetting debit entry in the capital account to show a reduction in liabilities. This results in the
removal from the international irvestment position of the full value of the forgiven debL It is
important to note that debt forgiveness differs from unilateral action by a foreign creditor to write off
all or part of a debtor's obligation because he believes that the debtor wiU ultimately not repay or
because of regulatory accounting requirements. Since the write-off by the creditor does not extinguish
the debtor's repayment obligations, no entries for it should appear in the debtor's balance of payments
statistics.

Debt conversions

Debt conversion may involve the transformation of existing debt into equity, or into another form
of debt such as bonds. In the balance of payments, such conversions should take place at market
prices Where the value of the debt insnument swapped for equity is at a discount from its face value,
the international investment position will reflect the removal of the debt instrument's full value. The
discrepancy between the change in debt stocks over the period, as shown in the international investnent
position, and the recorded transaction is referred to as a valuation adjustment. It should be identified
as such in the international investment position statement.

Debt rescheduling

For the rescheduling of interest payments due in the current period a debit appears under the item
"investment income", with a credit entry in the capital account to record the creation of a new debt
obligation. The rescheduling of amortisation payments leads to a debit entry in the capital account to
reflect the repayment of the existing obligation - short-term if the repayment was in arrears - and a
credit entry recording the creation of a new obligation. The international investment position stock
data will show, in the appropriate categories, the replacement of the rescheduled principal amount by
the acquisition of new debt

The accounting treaunent will be similar for interest or principal that has fallen into arrears,
except that the new debt incurred will, by definition, appear under "other short-term capital" in both
the flow data and the international investment position. The rescheduling of arrears of interest or
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principal is recorded as a debit under 'other short-term capital" flows and a credit under the appropriate
long-term capital item. The international investrnent position will reflect this change in classification.

Problems in compiling the international investment position

Nearly all countries have in place a standardised system for the regular collection of balance of
payments data, but relatively few countries have a comparably organised system for the collection of
the data that enter into the intemational investment position. The following subsections outline several
problems in the compilation of data for the international investment position.

Statistical authority. Most countries have laws or regulations that require the submission, to a central
authority, of data on international current and capital transactions, sometimes as a formal exchange
control requirement. Few countries have established such a strong legislative or regulatory basis for
the collection of international investment position data, so that the compiler is often handicapped by
a lack of authority to collect such data from the private sector, or even the public sector.

To a considerable extent, the data necessary for the international investment position, require
surveys of resident holders of each major type of external asset, as well as of residents with debt or
equity held abroad. Many countries lack experience in conducting such surveys or establishing the
necessary concepts and definitions.

Adequacy of source data. With the liberalisation of financial markets and the dismantling of controls
in many countries, it has become more difficult for compilers to accurately identify all the domestic
economic units that have stocks of cross-border assets and liabilities. For instance, in its research on
international banking flows, the Working Party on the Measurement of intemational Capital Flows
identfied numerous countries - both industrial and developing - where the net capital flows derived
from the BIS and Fund international banking statistics for the non-bank domestic sector were
considerably larger than those that could be identified in the national balance of payments figures. Part
of the problem is that the universe of domestic transactors may be large and compilers may not have
sufficient information to identify all of the holders of debt stocks. This may be the case especially for
short-term foreign liabilities and assets. Even in industrial countries that employ sophisticated
compilation methods, there are glaring gaps in the coverage of short-term accounts (e g. trade credit
and short-tenn and derivative financial instruments). Indeed, components of 'other short-term capita'
often turn out to be a residual or balancing item in capital account compilations. This weakness enters
into any estimation of stocks.

Compilers must at times rely on information gathered by other government departments or private
agencies. This is commonly the case for information on the external debt of the official sector and for
data on the extemal claims and liabilities of resident banks. Administrative records and information
collected by regulatory bodies may also be useful sources of information but they seldom accord with
balance of payments definitions.

Use of offshore financial centres

In recent years, a growing volume of intemational financial transactions has moved through
offshore financial centres, including depositing and redepositing via banking entities in these centres-
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In addition, special financing affiliates have emerged. These affiliates operate as channels for the
financing of multinational corporations. The use of offshore centres causes several kinds of problem
for both balance of payments flow and international investment position compilations. In the first
place, these centres seldom compile adequate data on financial flows chat merely pass through and have
a negligible effect on the domestic economy- Such an information gap prevents an effective
compilation of global capital flows and obscures the geographical allocation of such flows between the
ultimate creditor and debtor countries. Moreover, a tmnsformation takes olace in the categories of
capital flows. For example, a finance subsidiary established in such a centre by a multinational
corporation may issue bonds in world financial markets and pass the proceeds to its parent company.
In the absence of relevant data from the offshore centre, world capital flows (and corresponding data
on world stocks) will show an increase in holdings of bonds in creditor countrie! balanced by a direct
investment capital inflow to the country of residence of the parent company.

Financial innovations

Over the past several years there has been an upsurge in the creation of new types of financial
instrument tailored to the special needs of market participants. In addition, regulatory and market
pressures have induced a shift in banks' activities, causing them to reduce their lending operations and
switch to business such as the arrangement or guaranteeing of credit and the conversion of loans to
collateralised securities. These changes in market practices make it more difficult for balance of
payments compilers to collect data on cross-border capital flows and stocks.

The term "derivatives" covers a wide variety of financial instruments linked to an underlying
security or loan. Some derivatives, such as warrants, are marketable and are normally treated in
standard accounting as on-balance-sheet. The status of these new instruments is evolving in terms of
standard accounting practice. Furthernore, data on transactions in derivatives may not be available
through the usual channels. They are often not appropriately identifi.d in ex-isting data collection
systems, and practices, where they exist, differ among countries. Derivatives are not separately
discussed in the fourth edition of the Balance of Payments Manual and they are not identified in the
Fund's Balance of Payments Statisics Yearbook. However, the fifth edition of the Balance of
Payments Manual addresses issues relating to the treatment of derivative financial instruments.

Similarly, as banks have reduced their role as direct lenders, direct lending, by non-bank financial
organisations or other entities has increased. As a result, data on direct lending that in the past were
readily available from banking sources are becoming much more difficult to collect Even when
information is available, it is unlikely that there will be appropriate geographical allocation of the
sources and uses of funds.

To date, these difficulties have applied mainly to flows and stocks among developed countries,
but governments and enterprises in developing countries may be expected increasingly to take
advantage of the flexibility and risk-reducing features of these newer instruments.

Establishing correct values

In principle, as noted above, all tansactions and stocks involving external financial assets and
liabilities should be measured at current market prices for the reference period. This is normally not
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a particular problem for transaction data, since the valuation is at the transaction price, but there are
considerable problems in the valuation of stocks in the international investment position. Many
practical difficulties arise in deriving market valuations for stocks, especially when the basis of the
informnation from surveys or administrative records is the book value. In cases where compilers
estimate market values, the level of detail available will, to a large extent, determine the quality of the
data. For example, the valuation of debt securities with foreign currency denominations in organised
markets should take account of exchange rates prevailing on the reference date and also of the
appropriate market price indices for those instruments. Similar problems arise in the case of loans
which are subjecr to heavy discounting in secondary markets. In conformity with the market value
principle, such loans should be valued on the basis of secondary market quotations.

In fact, several types of valuation are used in the international investment position for stock data.
Book or balance-sheet values apply to equity or debt in respect of foreign direct investment. Face
values are the basis for an adjustment for securities market price indices in the case of portfolio
investrnents! as well as for other capital itemsZY unless they have been subject to secondary market
transactions, thus establishing a market price. For reserve assets, current values apply because they
are, in principle, easily tmnsferable or marketable, with current prices available. Practice varies with
regard to gold stocks, which may be valued at market price or at national values.

International investment position and debt stock data

The "core definition of debt is consistent with the concept of external debt liabilities used in
intemational investment position accounts. The liabilities side of the international investment position
accounts covers a broad spectrum of instruments held by non-residents and includes, as a major
component, the stock of outstanding external debt. As noted above, however, there are many
differences in practice, such as variations in timing, conversion conventions, and coverage. In
particular, there are differences in the basic source materials used by the various compiling
organisations. The OECD and the World Bank use similar sources, which differ from those used by
both the Fund and nationa balance of payments compilers- There are considerable advantages to be
gained by reducing the differences between these two presentations of external debt, or carrying out
regular consistency checks, although differences will persist in practice.

One difficulty that is likely to remain relates to the classification of transactors and types of
instrument in the various data systems. For example, the categories of liabilities which the Fund has
established for the balance of payments (Attachment I of Chapter I) do not identify separately those
liabilities that represent ODA or that might be guaranteed in the creditor or debtor country by some
official agency.

23IThese include equity and debt securities. including financial derivatives.

241 These consist mainly of loans. deposits, cunrent accountv receivable and payable and the use of Fund credit and
loans.
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Comparison of data in the balance of payments and the Debtor Reporting System

Attempts have been made to reconcile the data in the World Bank's Debtor Reporting Systemn
with those in the Fund's balance of payments statistics. Such a reconciliation could help to verify the
accuracv of both data sets and could assist in the analysis of the extemal resources available to
developing countries.

The Fund's Working Party on the Measurement of International Capital Flows has attempted such
a reconciliation with the assistance of Fund and World Bank staff. Despite considerable effort,
discrepancies could not be fully explained. In part they result from conceptual differences, variations
in categories and reliance on different souirce materials as noted above. In addition to specific
differences, a basic conceptual difference is that the Debtor Reporting System is a foreign exchange
liabilities system and records transactions on a payment-made rather than a payment-due basis. This
approach recognises only those transactions that result in the transfer of cash. Balance of payments
accounts, by contrast, are on an accrual basis and recognise all transactions that give rise to a change
of ownership or obligation, regardless of whether a transfer of cash takes place. All these differences
mean that the two forms of data can present a single event differently in terms of timing and value and
may report it in different categories. However, very detailed inquiries at the country level can explain
the differences, as is shown in the case study for Chile presented in Chapter m.

The Working Party on the Measurement of Intemational Capital Flows was not able to make
individual country comparisons of data in the Debtor Reporting System and the balance of payments
at a sufficient level of detail to match the two sets of data. At a more aggregate level, Fund and World
Bank staff regularly compare data on external financing of developing countries, inter alia in
connection with statistics on such financing reported in the Fund's World Economic Outlook.

ANALYTICAL USE OF FLOW DATA

Data on debt flows, or resource transfers, are an essential element in determining the current
international economic situation of indebted countries and in assessing their medium-term prospects
All international organisations concerned with the evolution of these countries base their appraisals,
in part, on the relationship between the external debt burden and economic performance indicators, the
prospects for export; and the commitment of external financial support. Creditor countries have similar
concerns, and they need to coordinate and measure their individual and collective contributions to the
economic progress of developing countries. Moreover, it is possible to integrate the debt flow data
with economic transactions data and financial statistics within the framework of the System of National
Accounts.

Each of the members of the IWGEDS approaches these analytical issues from the perspective of
its own objectives and obligations, resulting in a variety of statistical practices and applications of the
debt flow data The following are brief descriptions of each organisation's objectives and how it uses
the information that it collects.
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OECD

The OECD's external debt reporting systems form part of a complex designed to monitor
economic developments in general and to prepare analyses related to the specific interests of individual
OECD committees. This analytical work covers such topics as the formulation of development
cooperation policy, the analysis of resource flows and the relationships between trade, its financing and
indebtedness with respect to individual countries or groups of countries. These groups of countries
include, in addition to the developing countries, other non-OECD countries, in particular the CEEC and
NIS countries. The OECD also examnines trade policy, creditworthiness and risk analysis, competition.
and developments in capital markets. Debt is a focus of concem not only as a constraint on economic
growth and social progress in developing countries but also because of its implications for the
functioning of the international financial system and the impact of debt-related phenomena on trade
flows.

The part of the OECD Secretariat which is most active in the collection and publication of
information on external debt is the Development Co-operation Directorate (DCD), but several other
directorates also analyse pertinent. segments of the database. The DCD's use of the debt statistics
relates, first, to the economic situation of developing countries which are the principal recipients of the
aid and other financial flows from the member countries of the Development Assistance Committee
(DAC) and, secondly, to the CEEC and NIS countries, for which the Directorate acts as the compiler
of data on debt and financial flows.

Other committees of the OECD are also closely concerned with the debt problem and participate
active[y in the OECD's work on the subject. These include Working Party No. 3 in the preparation
of global balance of payments pmjections; the Trade Committee's Group on Export Credits and Export
Credit Guarantees in carrying out studies concerning particular groups of countries; the Committee on
Financial Markets in its work on intemational financial markets; and the Centre for Co-operation with
Economies in Transition (the CCET), which covers both the CEECs and the newly independent states
of the formner Soviet Union.

The World Bank

The World Bank's interest in debt statistics is both analytical and operational. At the analytical
level, debt is clearly of major concern to the Bank in its capacity as a leading international source of
information and analysis on the economic situation of the developing countries. The World Bank is
unique in receiving primary information on the long-term external debt of developing countries in the
form of loan-by-loan data reported by its borrowing members-

The evolution of the World Bankl's debt expertise stems from its operational needs. The Bank
raises the bulk of the funds needed for its operations on world capital markets. Continued access to
the capital markets depends, to a great extent, on the institution's ability to maintain its reputation as
a reliable borrower. This in turn demands close monitoring not only of the individual projects it
finances but also of the overall financial situation of each borrowing country.
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The primary use of debt statistics within the World Bank is for the analysis of the debt servicing
capacity of member countries in relation to its own lending activities. There is also extensive use of
debt statistics in analysing the economic prospects, including external financing constraints, of the
developing economies. World Bank staff prepare balance of payments projections under altemative
assumptions about country performance, world economic prospects, financial market conditions and
prospective terms on new borrowing. The World Bank publishes detailed data and survey, annually,
in the World Debt Tables, and also uses these data in its World Development Report.

BIS

The prime objective of the BIS reporting systems is to gather informration on international
banking and financial market activity for its member central banks and the public in general.
Obtaining information on individual couiLtries' extemal indebtedness is only one purpose of these
systems. They are also used to analyse the macroeconomic implications of international banking
activity, to monitor the intemational interbank market, to analyse the role of different national banking
systems, to keep track of ongoing changes in the structure of international financial markets and to
meet the needs of the other central banks in the reporting countries relating to the workings of the
intemational banking system. The only components of extemal debt covered by the BIS data relate
to the claims of creditor banks and securities issued by debtors.

The BIS regularly publishes two creditor-based statistical series which contain information on the
external debt of reporting countries: a quarterly series and a semi-annual series The quarterly system
involves reporting by the banks in individual reporting countries on their unconsolidated business with
non-residents, including their own affiliates. In the semi-annual system, the reporting is partly on a
worldwide, consolidated balance-sheet basis, netting out claims between different offices of the same
bank, and partly on the same basis as in the quarterly reporting system. Central banks use the
information on the extemal banking debt of reporting countries contained in the BIS statistics to
monitor the international debt situation, both collectively (for example, in the Euro-cunrency Standing
Committee) and individually. In addition, national compilers of balance of payments accounts use the
BIS data to supplement data available from national sources, as the Fund's Working Party on the
Measurement of International Capital Flows recommends.

The Fund

The Fund has, from its inception, collected a wide range of financial information. Its Articles
of Agreement state that "It shall act as a centre for the collection and exchange of information on
monetary and financial problems." The heightened problems related to external debt that have
developed in recent years, as well as the Fund's own role in the alleviation of these problems, have
highlighted the need for additional, more detailed data concerning externaL debt.

The Fund uses the comprehensive statistics on extemal debt that it collects on a country-specific
basis mainly for the purpose of consultation with members, without a formalised, integrated
methodology or set of definitions specific to this activity. These data are not published. The Statistics
Department of the Fund compiles and publishes balance of payments statistics which contain a
comprehensive coverage of investment income and capital account transactions- including all debt-
related flows, as well as operations in financial instruments which lie outside the core concept of debt.
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In addition to capital flows, the Fund also collects and publishes stock data covering capital account
categories for 34 countries. These sets of data do not provide comprehensive statistics on total external
debt but they do identify many of its major components.

The analytical uses of the Fund's external debt data fall into three categories: analysis of
economic developments in individual member countries; analysis of global economic developments
relevant to Fund policies; and economic research in areas of interest to the institution. These uses are
both internal, with a direct impact on the analysis underlying the Fund's policies, and external, through
numerous publications and through collaboration with other organisations. In the country analysis by
the Fund, data on external debt and cebt-related flows, including debt service payrnents and financing
transactions, are an important element in evaluating the country's extemal position. The Fund places
emphasis both on analysing recent economic developments in a country and projecting the impact of
current and alternative policies in the medium term. When countries have a financial programme with
Fund support, their acquisition of new debt is of major concern to the Fund. The Fund's programmes
therefore often contain quantitative targets or performance criteria in connection with the contracting
of new external financing.

The Fund analyses and projects global economic and financing trends in the World Economic
Outlook. The World Economic Outlook provides recent historical data and short and medium-term
forecasts for global external debt with an allocation by regions and various analytical groupings of
countries. For this purpose. the Fund uses debt data from a variety of sources and the resulting figures
represent the Fund's best estimate of gross extemnal debt.

Resource flows

Three members of the IWGEDS - the World Bank, the OECD and the Fund - produce an
annual aggregated statement of resource flows, or external financing, to developing countries.
Attachment I, Attachment II and Attachment III to this chapter give examples of these composite
statements. There are considerable differences in the presentation of the data, stemming from the
analytical orientation of each agency, but there is a common underlying set of country debt stock data,
as well as common sources for some of the data, including the BIS banking statistics.

In the case of the World Bank (Attachment I), the data cover only long-term finance, but they
are derived from a wide range of sources, as the footnote to the table indicates. The total given for
aggregate net resource flows does not include technical cooperation grants or the use of Fund credit
and loans. However, for recent years, these flows include estimates of external issues of equities.
Thus, the World Bank's view of external resource flows has expanded somewhat, but remains focused,
for the most part, on long-term credit and equity flows to developing countries, with a basic division
between official and private sources of financing. The World Bank, in its presentation of aggregate
resource flows, does not deduct interest and dividend payments to arrive at a "net transfer" concept.

The OECD (Attachment II) arrives at a total net resource flow that is quite comprehensive in
measuring all types of official and private capital flows, including, grants from OECD member countries
to developing countries. The OECD totals are larger than the World Bank totals partly because of
broader coverage, but this is only one of several factors, as noted below. The OECD presents export
credit as a separate heading. The OECD tabulation also shows, as memorandum items, the net
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acquisition of external assets (except reserve assets) by developing countries and the amounts of
interest and dividends paid. A similar presentation is used for a statement of resource flows to the
CEEC and NIS countries.

The Fund's presentation of net extemal financing as published in the World Economic Outlook,
is closely linked to the framework of the balance of payments statistics. As shown in Attachinent IIL
the data used by the Fund are mainly derived from developing countries' balance of payments
statements. The item 'net external financing" is made up of the current account balance plus changes
in reserves, asset transactions and errors and omissions in the balance of payments accounts. The
breakdown of external financing sources is less detailed than in the OECD or World Bank
presentations, but there is a comparison of major financing categories at the country level with
corresponding data compiled by the World Bank.

The apparently large differences between the published measures of resource flows have caused
concern among users of the data. The staff of the Fund, the OECD) and the World Bank collaborated
in an analysis of these differences which they presented in the Fund's World Economic Outlook for
May 1991. The statistical results of that investigation are shown in the table below (Table 23). The
major sources of discrepancy identified were the following:

Geographical coverage. Each institution provides estimates for a different set of countries, and,
depending on the source, treats certain countries as either donors or recipients. Countries which
one source treats as donors may be included by other sources as recipients. The Fund's group
of 130 countries includes estimates for a number of non-industrial countries that are net creditors
to the rest of the world.

Information sources. The Fund and the World Bank obtain data from the recipient countries,
while donor countries supply the data to the OECD-

Accounting for official and private transfers. Donor countries value grants at their cost to the
source country, including administrative costs. Only OECD statistics include, fully, grants by
non-governmental organisations and technical assistance grants. Many developing countries show
only a fraction of grant value in their balance of payments and often omit technical assistance
components or record them at a lower value.
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Table 2.3

Reconefliation of OECD, World Bank and Fund estimates or the net flow of
financial resources to developing countries, 198849

(US$ billion)

1988 1989

OECD World Fund OECD World Fund
Bank Bank

A. Published aggregates 106.4 609 62.6 116.4 633 69.1

B. Geographically adjusted' 68.7 56.7 68.4 75.9 53.3 72.1

C. Other adjustments:
1. Technical cooperaton - 8.4 ... 85 ..
2. Fonrign direct ir.vescrnenl3 7.0 - - 2.8 -

3. Othcr privaLe flows a 11.9 4.2 - 14.4 4.2

D. Total allowing for adjusunents
B and C 75.7 77.0 72.6 78.7 76.2 76.3

Sources: OECD. DAC Cbainnan's Report. Table 3-1; World Bank, World Debt Tabes
1990-91. p.16: Siatistical Appendix Table A40.

1. Adjusted for differences in geognphical coverage fwm a larger number or cowuies OECD. 1551 Word Bank. [0S: Fund. 130) wo a comnmon
set of 105 net debtor devloping counies.
2. Fumd data for unrequited transfers distinguish between official and privae gan, and in principie include technical cooperation; however.
technica coopcration is not separated out Enn other grnts and dthfoe an adjusmet cannot be made. If terhnFical assistance gran were filly
captured in recipient country stadstis the Fund aggregate flow figuzs would be higher than shown.
3. OECD data cover foreign dirct investment by DAC cuntries only. whereas the Fund and the World Bank include flows received by hos
cotmries frm all soul
4. For the Fund and te Wold Bank. incides gr.mts by private ionrernmecrl organmisaionc far the World Bank. securities and sho tern
cpitaL
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There are major differences between the three institutions in the way they measure and analyses
resource flows. From the Fund's point of view, the starting-point is the contribution of external factors
to bridging the gap between domestic savings in the borrowing countries and the need for domestic
investment. This gap is evident in the current account balance. The means of financing this balance
and the Problems in obtaining such financing and meeting the obligations of debt service are naturally
also a prime focus of Fund concerns. For the OECD and the World Bank, the measurement of external
resources available to developing countries centres on the financing itself. They construct detailed
information, as described above, on the debt flows entering these countries, together with grants, direct
investment and some other factors. The OECD obtains much of this information from data supplied
by creditor countries, whereas the World Bank receives comparable data from debtor countries.

The user of these data on debt flows, or the broader concept of resource flows, will need to
determine which of the statistics available best suit his specific requirements. This is perhaps a lesser
problem when the sijuation of a particular debtor country is under review, but the case studies in
Chapter III show that there are many factors which cause discrepancies. At the aggregate level, the
analyst would have to decide on the appropriate set of countries for inclusion in an aggregate grouping
such as "developing countries". The OECD covers a comp.-ehensive set of external financing sources,
including grants. But analysts using a published table shodld take care to ascertain whether the data
refer onAly to resources provided by DAC members, or to resource flows reaching the borrowing
country from the OECD area' or from the category "all sources", which also includes non-OECD
countries. The Fund and the World Bank measure the provision of external resources on the basis of
the records of the debtor countries, and therefore implicitly include financing from all creditor
countries.

The World Bank wraasures external resource flows in several formats. Usually, the content of
"aggregate net resource flow" concerns only long-term borrowing, grants obtained or guaranteed by
official agencies of debtor countries and foreign direct investment (FDI). However, the World Bank
also uses a broader concept, sometimes including long-term private loans and portfolio equity
investment.

In the case of the Fund's World Economic Outlook, the capital account of the balance of
payments statistics of debtor countries shows the net inflow of all types of capital from external
sources, and the measure of net external financing -which appears in the Fund's World Economic
Outlook includes official transfers.

The BIS banking data contain information on changes in banks' positions vis-i-vis debtor
countries adjusted to exclude the valuation effects arising from movements in exchange rates. The data
reflect primarily the positions of commercial banks reporting to the BIS vis-a-vis banks and non-banks
located in debtor countries. The BIS also collects data on securities issued in international markets.
However, the BIS does not attempt to measure external resource flows comprehensively.

25IThese include flows from banks in offshore centres most of which are branches of banks located inside the OECD
area.
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Chapter II
Attachment I

World Bank: Aggregate net long-term resource flows to developing countries, 19&5-92
(US$ billion)

) ~~~~~~~~~~L985 1986 1987 1988 1989 1990 1991 19-92p

Aggregate net long-tern
resoum flows 73.4 64.8 68.0 76.1 '.7 98.0 :15.2 134.3

Official development
lfinance 40.7 45.1 44.8 41.8 424 58.8 59A4 62.0

lOfficial grants 16.1 16.7 17.5 19.1 19.9 28.2 31.3 31.1
Official loans (net) 24.6 28.4 27.2 22.7 22.5 30.6 28.2 30.9

| Bilateral 11-8 13.3 12.7 11.6 10.7 15.8 13.8 13.4
Multilateral 12.8 15.0 14.5 11.1 11.8 148 14.4 175

Private loans (net) 21.8 9.8 9.5 14.5 13.5 11.4 14.2 25.9
Commercial banks 8.5 1.7 1.6 9.4 6.3 -4.1 3.9 -

Bonds 6.0 15 1.0 3.9 45 3.2 7.6 -
Suppliers -0.2 D.8 0.3 -1.3 -1.1 2.1 -3.2 -

Others 7.5 5.8 6.6 2.6 3.8 10.3 6.0 -

Foreign direct investment 11.0 9.9 13.7 19.7 23.3 24.0 33.9 38.3

Portfolio equity investnent
(equity) 0.0 0.0 0.0 0.0 3.5 3.8 7.6 8.1

Memorandum item
Private grnts 2.9 3.3 4.0 4.2 4.0 4.9 5.2 5.5
Net use of Fund credit -0.2 -2.9 -63 -5.5 -2.3 0.1 3.1 -0.2
Technical assistance

gratnts 8.5 8.7 10.5 11.8 9.4 103 10.5 11.4
Real aggregate net resource

flows (long-term) 96.5 84.1 83.1 87.8 92 7 102.3 115.9 1343
Impnri unit value index 176.1 ; ,.o 81.8 86.6 89.2 95.8 99.4 100.0

p. Projection.

Note and sources: For loans the source is the Debtor Reporting System; FMI data are derived from the
Fund's balance of payments figures. and include reinvested profits. Portfolio equity investment data are
World Bank staff estimates (available from 1989 onwards only), which are derived from reported market
transactions and are often available only on a gross flow basis. Official and private gramnts are OECD data.
Officially guaranteed export credits are included under private loans and direct export credits under official
bilaterl loans. Import unit value index from the Fund's World Economic Oudfool; 1992 values are based on
World Bank staff estimate

Source: World Bank, World Debt Tables 1992-93, Vol. I
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Chapter II
Attachment UI

OECD: Total net resource flows to developing countries

(US$ billion)

1983 L984 1985 L986 l987 1988 1989 1990 l99lp

1. OFFICIAL
DEVELOPMENT
FINANCE (ODF) 42.3 47.4 48.6 56.4 61.6 65A 63.7 80.1 79.0

1. Official development
assistance (ODA) 33.7 34.7 37.0 44.5 48.4 51.5 51.4 63.0 62.0

of whic&:
Bilateral disbursements 26.2 27.1 2&8 35D0 38.3 40.2 39.7 495 48.0
Multilateral disbursements 7.5 7.6 8.2 9.5 10.1 11.3 11.7 135 14.0

2.
OtherODF 8.6 12.7 11.6 11.9 13.2 13.9 1273 17.1 17.0

of wlrick
Bilateal disbursements 1.4 4.5 3.7 4.1 6.5 7A 5A 6.9 7.0
Multilatetal disbursements 7.2 8.2 7.9 7.8 6.7 6.5 6.9 10.2 10.0

11. TOTAL EXPORT
CREDITS 4.6 6.3 4.6 -0.7 -1.6 -2.5 9.4 4.5 3.1

1. DAC countries 3.9 5.3 4.0 -0.9 -1.9 -2.5 9.5 4.4 3.0
of whick: Short-term -3-5 0.3 3.2 3.0 4.1 2.0 4.8 45 -
2. Other countries 0.7 1.0 0.6 0.2 0.3 x -0.1 0.1 0.1

111. PRIVATE FLOWS 47.0 31.6 302 26-5 33.7 43.9 48.6 52.6 55.4
1. Dircct investments

(OECD) 9.3 11.2 65 11.2 20.7 24.7 29.3 26.9 28.4
of which:

Offshore centres 3.7 3.8 3.7 6.2 12.6 11.4 8.0 7.0 7.0
2. Intenational

bank lending 35.0 17.2 15.2 7.0 7.0 7.8 10.5 15.0 7.0
of whic.- Short-term -25.0 -6.0 12,0 -4.0 5.0 4.0 8.0 7.0 7.0
3. Total bond lending 1.1 0.3 4.4 1.2 -0.2 2.2 15 0.2 9.0
4. Other private 0.2 03 1.2 3.8 .2 5.0 3.3 5.6 6.0
5. Grants by non-govemmental

organisations 2.3 2.6 239 3.3 4.0 4.2 4.0 4.9 5.0
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Chapter II
Attachment II

OECD: Total net resource flows to developing countries (continued)

(USS billion)

1983 984 1985 L986 1987 1988 1989 1990 1991p

TOTAL NET RESOURCE
FLOWS (1+11+III) 94.8 85.3 83.4 822 93.7 106.8 1211 137.2 137.5
Memorandwn items
Total net

crdits from Fund 12.4 53 05 -2.0 -4.9 -4-I -2.1 -2.2 10
Acquisition of

assets by LDCs, net 483 -19.7 -8.7 -12.4 -8.7 -21.1 -18.9 -29.3 -30.2
Interest and dividends

paid by LDCs, gross -90-6 -89.5 -92.8 -83 -73.6 -934 -95-7 -93.3 -96.1
Total official grants 21.7 23.8 35.9 30.2 32.3 35.3 36.3 48.2 49.2

At 1990 prces and exehanxe rates

I983 1984 1985 1986 1987 1988 1989 990 1991p

Total net
resource flows 1583 144.8 139.4 111A 110.8 118.0 135.6 1372 133.0

Total official
development finance 70.6 80.5 81.2 76.5 72.8 72 71.0 80.1 76.4

Total ODA receipts
from all sources 56.3 58.9 61.8 603 57.2 56.9 57.3 63.0 60.0

Total DAC ODA (bilateral
and multilateral) 46.1 48.7 49.3 4917 49A4 53.7 52.7 56.7 57.8

p. Provisional

Source: O13CD, Financing and Extenal Debt of Developing Countries. 1991 Issue, 1992. p:28
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Chapter II
Attachment m

Fund: External financing
(US$ billion)

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

Developing countries

Balance on curent
account, excluding
official transfers' 42.5 -39A4 -619 -213 -39 1 -32 4 -25.1 -74.5 -65.9 -663

Change (inaease = -)
in reserves -10.8 -12.6 -73 -51.9 4.5 -23.0 -51.6 -55.2 -52.1 -41.2

Asset tansactions and
errors and omissions, nete -7.5 -1.8 -8.7 2.5 -20.2 -9.9 -22.6 27.3 -16.9 -23.6

Total, net extemal
financing4 60.7 53.8 77.9 70.6 547 653 99.3 10725 134.9 131.1

Non-debt-creating
flows, net 22.7 23)0 24.4 30.1 31.4 34.6 31.6 27.7 50.6 51.9

Official tansfers 8.9 12.8 13.7 15.8 15.2 16.4 10.9 -3.7 14.1 13.4
Direct investment 13.8 10.2 10.6 143 16.3 18.2 20.7 31.4 36-. 38.4

Reserve-related liabilities5 3.7 0.8 -0.7 -4.0 -3.6 -1.0 -4.4 1.2 03 -0.5
of wh/zk

Net credit from Fund6 4.2 03 -2.2 -4.7 -4.1 -15 -1.9 1.1 - -

Net external borrowing' 34.2 30.0 54.2 44.5 26.9 31.7 72.1 73.5 84.0 79.8

Source: International Monetary Fund, World Economic Outlook. October 1992.

'Official tansfers are in this table as non-debt-creating financial flows.
2 Positioned here to reflect the discretionary nature of many countries' reserve transactions (a need to increase
the level of official reserves).
3Includes export credit, recorded changes in private foreign assets. the collateral for debt-reduction operafions.
and unrecorded capital transactions.
' Equals, with opposite sign, the sum of transactions listed above; it is the amount required to finance the deficit
on goods. services. and private transfers the increase in the official resme level. the net asset trnsactions
underlying the net erors and omissions. It reflects the net inflow of financial resources from the rest of t!e
world.
5 Comprises. in addition to net crndit fmm IMF. short-term borrowing by monetary authotines from other
monetary authorities.
' Includes use of IMF credit under the General Resources Account. Trust Fund. structural adjustment facility
(SAF). and enhanced structural adjustment facility (ESAF).
7 Residually derived. Includes disbursements of short- and long-term credits as well as exceptional financing from
both official and privare creditors.
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CHAPTER m

CASE STUDIES OF RECONCILIATIONS
AND EXAMPLES OF DEBT RESTRUCTURING

Case studies

Examination of case studies in debt data reconciliations using data for Bolivia and Chile. In
the case of Bolivia, the focus is on the similarities and differences between the information
which creditor countries report for Bolivia to the Creditor Reporting System and debt data
which Bolivia reports to the Debtor Reporting System for the same creditors. In the case of
Chile, the emphasis is on a comparison between entries in the balance of payments data and
equivalent entries in the Debtor Reporting System and the records of the Central Bank of
Chile.

Examples of debt restructuring

Illustration of the different accounting procedures used by members of the IWGEDS with
respect to debt restructuring. The examples deal with: initial rescheduling of official debt;
rescheduling with consolidation of arrears; rescheduling of previously rescheduled debt;
refinancing of bank debt; debt/bond conversion; debt/equity swap; debt buyback; and debt
forgiveness.
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CHAPTER m

CASE STUDIES OF RECONCILIATIONS
AND EXAMPLES OF DEBT RESTRUCURING

The preceding chapters have addressed the problem of data reconciliation in general terms; the
purpose of the case studies presented below is to show compilers and analysts of balance of payments
data how reconciliations work in practice. Two case studies of attempts to reconcile debt data from
different sets of statistics are discussed. The first compares, in detail, the debt data for Bolivia
collected in the Creditor Reporting System with corresponding data in the Debtor Reporting System
The second study, concerning Chile, compares data from the Debtor Reporting System and the balance
of payments accounts which that country has compiledc These case studies well illustrate the
complexities involved in comparing different systems and the numerous elements entering into data
reconciliation, as the previous chapters have indicated. Such a reconciliation usually requires access
to data on individual credits or loans. In the absence of this level of detail, recnciliations between
the various data systems are likely to be no more than approximations. This is especially true in the
case of data derived from balance of payments statistics, for which neither the national compilers nor
the Statistics Departnent of the Fund may have sufficient disaggreg:ation of debt information- In the
case of the BIS banking data, only certain aggregates of reporting banks' cross-border assets and
liabilites are available, permitting some comparisons with national data However, the possibility of
verifymig the accuracy of the data by reference to particular credits and loans is limited.

Following these two case studies of data reconciliation, the chapter goes on to show how data
analysts handle some of the accounting problems connected with various types of debt renegotiation,
or restructuring, with examples of their treatment in the balance of payments accounts and in the
Debtor Reporting Systemn The accounting treatment in the Creditor Reporting System is in most cases
the same as that in the Debtor Reporting System.
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CASE STUDIES

1. BOLIVIA
Overview

Bolivian debt history has much in common with that of other Latin American countries and
the data provide a good illustration of the similarities and differences between the Creditor Reporting
System and the Debtor Reporting System. In this case study the bilateral claims of creditor countries
which report data to the OECD's Creditor Reporting System and to the BIS are compared with the data
which the Bolivian authorities report to the World Bank's Debtor Reporting System for the same
creditors. The debt involved amounts to about 40% of Bolivia's total outstanding debt.

For the purpose of this comparison, data from the Debtor Reporting System were classified into
the standard categories used in OECD publications.

Debt stocks. Tables Table 3.1 and Table 3.2 compare data reported by creditors in the Creditor
Reporting System with the corresponding data ;n the Debtor Reporting System. As these tables
indicate, the agregate debt stock figure in the Debtor Reporting System is 7% higher in 1990 and 14%
higher in 1991 than the comparable OECD aggregate. Detailed examination discloses divergences that
reflect systemic characteristics of the two reporting systems.

ODA. Total ODA debt stock figures in the Creditor Reporting System and the Debtor Reporting
System are very similar. Minor differences for individual creditors are essentially due to differences
in definition. In the Debtor Reporting System, all loans with a grant element of 25% or more appear
as ODA. In the Creditor Reporting System, there is the double condition that not only must the grant
element be 25% or more, but the donor must declare the tansaction as ODA, designating it for use
prinarily for developmental purposes.

Non-ODA debt Table 3.3 summarises the data on non-ODA debt. The considerably greater estimate
of total non-ODA debt in the Debtor Reporting System is almost entirely due to bank debt which the
OECD's reporting system has not allocated to one of the major creditor countries. Leaving aside this
category, the claims of each creditor country in the two systems are extremely close in 1990 (within
1%) and are still within 10% in 1991. However, there are major differences in the classification of
offic;-u and private lending. The Creditor Reporting System shows private creditors holding much
higher amounts and, correspondingly, the debt reported as owed to official creditors is much lower.
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Table 3.1
Bolivia

Comparison of debt stocks for end-1990

(USS million)

ODA OOF' PRIVATE TOTAL
COUNrRY CRS DRS CRS DRS CRS DRS CRS DRS

Austria - I - 71 68 1 68 73

Belgium 14 14 138 130 3 13 15S 157

Canada t 1 - - 44 - 45 1

Denmark 24 22 - 3 - - 24 25

France 8 10 0 69 45 3 53 82

Gernmany 207 199 41 57 12 8 261 263

italy 55 19 - - 8 1 64 19

Japan 331 326 4 33 5 11 340 370

Luxembourg - - - - 19 1 19 -

Nedierlands - - 70 62 11 - 81 62

Portugal - - - - - I - I

Spain - 5 1 0 - 0 7

Switzerland - 6 - 33 12 0 12 39

United Kingdom 0 9 - 64 50 1 50 74

United States 387 373 41 51 61 20 489 444

Intemnational
capital matms - - - - 41 209 41 209

TOTAL 1028 984 294 S73 389 270 1711 1827

'Including direct official export credits.
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Table 3.2
Bolivia

Comparison or debt stocks for end-1991
(US$ million)

ODA OOF' PRIVATE TOTAL

COUNTRY CRS DRS CRS DRS CRS DRS CRS DRS

Austria - I - 76 71 1 71 78

Belgium 14 13 112 146 3 5 129 165

Canada I I - - 44 - 45 1

Deamark 16 20 - 3 - - 16 23

France 14 12 0 71 43 2 57 86

Germany 255 248 51 59 14 9 320 315

Italy 35 32 - - 8 0 43 33

Japan 361 372 7 34 - 7 368 413

Luxembourg - - - - 5 - 5 -

Netherlands - - 74 61 1 2 5 86 67

Portugal - - - - - I - I

Spain - 5 2 1 - 1 7

Sweden - - - 9 - 9 -

Switzerland - I 29 2 - 2 40

United Kingdom 0 8 - 71 48 1 49 80

United States 38 8 48 54 58 28 144 90

International
capital markets - - - - 53 200 53 200

TOTAL 733 732 292 6K6 372 259 1398 1597

Including direct official export credis
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Table 3.3

Total non-ODA debt of Bolivia
(USS million)

1990 1991

CRS DRS CRS DRS

Total non-ODA debt 682 842 663 864

of which
1 Intemnational capital markes 41 209 53 200
2. Owed to odier private crcditors 347 59 318 5FP
3. Owed to official creditors 294 574 292 606

Owed to official and other
private creditors (2 + 3) 641 633 610 664

Sourocs: Creditor Reporting System (CRS); and Debtor Reporting System (DRS).

Part of the discrepancy arises from differences in the definitions of debt categories. In the
Creditor Reporting System, claims are recorded as "private" if they are held by the private sector,
regardless of whetier they are guaranteed by the official sector. The term 'official" comprises the
government and ancillary state bodies in the creditor country. By contrast, the Debtor Reporting
System classifies the government sector in borrowing countries as "public", and debts which are neither
owed nor guaranteed by the government as "private." Accordingly, some amounts awed to an official
sector lender in the creditor country appear as "private" in reports to the Debtor Reporting System and
"official" in reports to the Creditor Reporting System. Conversely, some amounts classified as "public"
represent debt to a private lender in the creditor country. Further classification differences may arise
from a misallocation of the dat in the Debtor Reporting System. between the OECD categories
"official" and "private" because the borrowers do not always know to which sector the lender belongs

The measures that Bolivia and its creditors have taken to resolve the country's debt plight help
account for the discrepancy. Among these measures are two Paris Club reschedulings, durng the
period 1988-90- The World Bank classifies the rescheduling of debt which takes place in an
international forum such as the Paris Club as "official" and the debtor country uses die same
classification. This is also true of creditor reporting when the official sector refinances private claims,
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but the adjustments from the "private" category to the "official" category take place only after the
signin, of the related bilateral implementing agreements. As a result, to some extent, the Creditor
Reporting System and the Debtor Reporting System records are out of phase. An additional,
complicating factor is that rephased claims (as distinct from those refinanced) remain on the books of
the export credit guarantee agency and therefore continue to be classified as private sector claims in
creditor statistics. Countries which have not participated in Paris Club reschedulings do not show the
same magnitude of differences as Bolivia between the share of the private and the official sectors in
the Creditor Reporting System data and the comparable categories in the Debtor Reporting System.

International bankdng data

The difference between the data on debt to international capital markets in the two systems is of
tne order of US $150 million, with the Debtor Reporting System reporting the higher figure. This may
seem surprising at first sight, since the BIS data, from which the OECD derives its figures, include
short-term debt. which the Debtor Reporting System excludes in its figures for debt to international
capital markets. There are two main reasons for the discrepancy. First, for the OECD, it is possible
to attribute a higher proportion of commercial bank loans directly to the country of the lender and a
significant part of bank loans are thus included in the private lending figures for each country. The
Debtor Reporting System, however, relies on Bolivia's reporting system, which treats bank loans,
especially those that are syndicated, simply as amounts the country owes, to banks, without specifically
designating the country of the lender. Secondly, Bolivia reports its loans at face value, while this is
not always the practice followed by banks. Bolivia's loans are traded in the secondary markets, often
at a substantial discount When claims change hands, the buyer records them at the purchase price,
while the previous creditor removes the total amount that originally appeared in its balance sheet In
addition, Bolivia sells some claims to non-reporters.

A second factor which leads to higher figures being recorded in the Debtor Reporting System
then in the Creditor Reporting System is that the Debtor Reporting System's category "intemational
capital markets" may include some amounts for countries or cenres that do not report to the BIS
systems.

261 Although loans from banks in other Latin American countries are reported in the Debtor Reporting System, but
not to the OECD, they are excluded from this comparison and so do not explain of the difference in the OECD and
Debtor Reporting System valuations of the stock of bank claims.
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Debt Flows

The debt flow data for 1991 in the Creditor Reporting System and the Debtor Reporting System
are reasonably consistent in the case of ODA loans, but exhibit little if any concordance for the other
categories reviewed (see Table 3.4).

Table 3.4

Debt flows to Bolivia in 1991
(US$ mion)

CRS DRS

ODA 55 68
Otherofficial 50 1

Private -33 10
Total: 72 79

Sources: Creditor Reporting System (CRS) and; Debtor Reporting System
(DRS).

The OECD figure for banking flows is calculated as the exchange rate adjusted change in reported
banking claims, not as a directly measured flow. Accordingly, the difference between the two sets of
figures reflects, in large part, banks' write-downs of their claims on Bolivia or their sales of claims at
below cost to other reporters (or non-reporters), which imply a flow entry where no flow has taken
place, i.e. the OECD data being more akin to a debt stock/debt flow reconciliation entry than to usual
flow data. Compilers of the reports to the Debtor Reporting System will typically record actual new
borrowing less repayments at their face value. The result of the OECD treatment is that for banks,
creditor-reported debt stocks are lower than the debtor evaluation, and this extends into a comparison
of the corresponding debt flows. Inasmuch as "private" bilateral claims also include the claims of the
banks resident in each creditor country listed, the same explanation accounts for much of the large
differences between the OECD and Debtor Reporting System data for the private sector claims of
individual countries.

The OECD also makes aggregate estimates of flows from the banking sector of each DAC member
country adjusted for changes in exchange rates. When the adjusted change-in-stocks figure was
replaced by the flow estimate, the differences at the country level were markedly reduced. The
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individual country flow figures do not appear here, in part because they are less reliable and in part
because they would give a deceptive impression of comprehensive coverage, since there are no creditor
source flow data for banks resident in countries outside the DAC reporting area, which the Debtor
Reporting System includes in its reporting.

There are also other differences. For example, Belgium and Germany report new flows of other
official financing of US$30 million and US$13 million respectively, whereas the corresponding Debtor
Reporting System figures are zero in both cases (see Table 3.5). Discrepancies of this kind often
appear in debt statistics, regardless of the reporting debtor and creditor countries concemed. The
World Bank and OECD examine these discrepancies in the course of their country visits- In some
cases, discrepancies may result from the involvement of intermediaries in third countries. In other
cases the cause may be the timing of entries; for example, a disbursement which a creditor records in
December may appear as a January receipt in the deb:or's records. In general, these examinations of
discrepancies improve reporting over time, as they identify previously unidentified debtors, creditors
and sources of information. But it is a slow process, and there will always be a residual of
discrepancies. Therefore, continued efforts will be necessary to maintain a reasonable comparability
of the World Bank and OECD data sets.

Internal consistency or the Creditor Reporting System and the Debtor Reporting System

A comparison of the data on debt stocks in Table 3.1 and Table 3.2 with the flow data for 1991
in Table 3.4 and Table 3.5 indicates a significant discrepancy. The OECD data show a change in ODA
debt of US$293 million, compared with a flow of ODA amounting to US$55 million. For the Debtor
Reporting System, the coresponding figures are US$252 million and US$68 million. Since, in
principle, it is possible to reconcile the change in debt stocks with the net flow on debt account, there
are clearly some large non-flow elements in these figures.

For claims in currencies other than the US dollar, debt stocks at end- 1990 are calculated using the
exchange rates prevailing at the end of that year, similarly, the figures for 1991 reflect year end- 1991
exchange rates. Simple differencing therefore builds in an exchange rate effect that is all the more
sizable the greater the change in exchange rates between the two dates. Compounding the complexity,
the flow data are converted into dollars at the average exchange rate for the year. Moreover, debt
cancellations or other changes in reported values reduce debt stocks, but with no equivalent flow.
Thus, users of the data on debt stocks should be wary of attempting to infer flow data from the stock
data.
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Table 3.5
Bolivia

Comparison or debt flows'L in 1991
(US$ million)

ODA OOF2L PRIVATE TOTAL

COUNTRY CRS DRS CRS DRS CRS DRS CRS DRS

Austria - -8 - -8 -

Belgium - - 30 - -7 -2 23 -2
Canada 0 0 - - - - 0 0
Denmark 0 - 0 - - - 0 -
France 5 2 - - -7 1 -1 3
Germany 46 46 13 - 5 1 64 47
Italy 11 13 - - - 0 11 13
Japan 7 7 - - -I -2 6 5
Luxembourg - - - - -14 - -14 -
Netherlands - - 5 - 1 5 6 2
Spain I 0 - I I - 2 0
Switzerland - - - -10 - -10 -

United Kingdom 1 0 - - -4 - -3 0
United States -17 0 2 0 -2 6 -17 6
=nternational
capital markets - - - - 12 - 12 -

TOTAL 55 68 50 1 -33 10 72 78

I/Some private flows are stock changes adjusted for exchange rate variations.

21 Including direct official export credits.
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2. CEILE

Overview

A second case study, concerning Chile, covers another aspect of the data reconciliation problem.
In this case, the emphasis is on defining the appropriate balance of payments entries for a wide range
of activities affecting Chilean external debt, and then comparing the resulting balance of payments
entries with the equivalent entries in the Debtor Reporting System and in the records of the Central
Bank of Chile. The results, pr sented in Table 3.6, Table 3.7 and Table 3.8. demonstrate that, when
sufficient detailed data are available, it is possible to reconcile the information on disbursements and
repayments contained in the two systems.

Balance of payments statistics

The- Research Department of the Central Bank of Chile compiles the balance of payments statistics
for Chile. The main data sources for the capital account are, first, the Central Bank of Chile's
information system for external debt and other internal information systems and, secondly, information
supplied by the banking system and the Committee of Foreign Investment. The Central Bank of Chile
publishes aggregated presentations of the balance of payments showing preliminary quarterly and
annual estimates in the Monthly Bulletin and in the Economic and Financial Report, with a lag of two
rnonths. In addition, it publishes detailed final quarterly and annual estimates in the Balance of
Payments of Chile. A few entries in the final version differ from those in the preliminary versions,
for example entries for debt conversions.

The Research Department of the Central Bankl of Chile reports annual balance of payments data to
the Fund's Statistics Department. There are negligible differences between the format of the balance
of payments data published by the Central Bank of Chile and the data it reports to the Fund. These
include differences in the coverage of reserves, and in the explicit identification of portfolio investment
that is included in data which Chile reports to the Fund but which is not in the national publications.
In addition, the reserves data published by the Central Bank of Chile include net changes in the
balances on bilateral payments agreements, whereas in the data reported to the Fund, only changes in
asset balances of bilateral payments agreements are classified as reserves; changes in liabilities are
recorded under short-term capital.

Differences between balance of payments and external debt data

Although the external debt information compiled by the Central Bank of Chile is one of the main
sources for balance of payments data, there are some differences in classification and coverage between
the two sets of data. These differences are outlined below.

Differences in classiication. In the balance of payments data, debt of the domestic private sector
benefiting from a guarantee of the government of Chile is recorded under the banking sector or under
the pnvate sector. The external debt of the State Bank is recorded under the banking sector. By
contrast, in the external debt data, both private debt guaranteed by the government and direct borrowing
by the Central Bank of Chile are classified as public sector debt.
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Differences in coverage. The balance of payments data include the following categories of debt that
are not included in the external debt data: external debt denominated in pesos; for short-term debt,
some trade-related liabilities, such as accounts receivable and export prepayments; for the banking
sector, data on overdrafts, other short-term borrowing from banks abroad and deposits of non-residents
with domestic banks; and for 1986 and 1987, the onlending and re-lending operations that were part
of the 1985-87 rescheduling agreement with foreign commercial banks.

The balance of payments explicitly includes debt conversion and debt rescheduling. However,
these items are excluded from the flow data that appear in the extemal debt statistics. Debt
conversions regulated by Chapter XVIII of the Foreign Exchange Law only appear in the final version
of the balance of payments.

Debt resdheduling and conversions in the data published by the Central Bank of Chile

Debt reschleduling. Chile signed four debt rescheduling agreements with foreign commercial banks
and official creditors during the 1985-90 oeriod: the Restructuring Agreement for 1985-87; the Paris
Club Agreement for 1985-86; the Paris Club Agreement for 1987-88; and the Restructuring Agreement
for 1988-91. However, published balance of payments estimates fully cover only the two first
rescheduling agreements; the final version of the accounts will include the two later agreements. In the
case of the Restructuring Agreement for 198891, the balance of payments estimates include only the
retiming of interest, that is, the provision whereby for a specified period interest payments were made
on an annual rather than a semi-annual basis.

Restructuring agreementfor 1985-87 withforeign banks. This agreement rescheduled, for both the
public and private sectors, maturities of external debt to foreign banks that fell due during 1985-87.
The agreement also included authorisation for onlending and re-lending operations. Credit and debit
entries in the long-term capital account reflect this renegotiation in the accounting period in which the
principal fell due in accordance with the standard balance of payments methodology. This
renegotiation agreement also allowed the Central Bank of Chile to lend funds to the private sector from
a new money facility provided by foreign banks (onlending) and from deposits held by the private
sector at the Central Bank of Chile for external debt repayment (re-lending). These operations were
recorded in the balance of payments as a loan repayment by the Central Bank of Chile and a drawing
by the private sector.

Farts Club renegotiation, 1985-86. This agreement had some features which required special entries
in the balance of payments. During the renegotiation process, the Central Bank of Chile received
deposits from domestic debtors equivalent to the debt service due to official creditors in 1985. In turn,
at the beginning of 1986, the Central Bank paid debt service due and not rescheduled in 1985.

The rescheduling of maturities due was reflected in two entries in the balance of payments for
the accounting period in which the original obligation fell due: a debit entry in long-term capital,
under the sector of the original debtor, and a credit entry in long-term capital, under the sector that
took over the obligation. For the maturities due but not rescheduled in 1985, the balance of payments
recording was as follows: a debit entry in long-term capital, under the sector of the original debtor,
and a credit entry in short-term capital, for the new obligation created (as deferred amortisation) In
1986, a debit entry appeared under short-term capital, with an offsetting credit entry under reserves.
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Debt conversions. Several types of debt conversion occurred during the 1985-90 period. All appear
under the heading "extraordinary repayments" in Table 3.7 as well as in the Central Bank of Chile's
balance of payments publications.

Chtapter XIX of the Foreign Exchange Law. This chapter of the country's Foreign Exchange Law
regulates the use of foreign debt instruments by non-residents for direct investment purposes in Chile
and establishes special remittance rights. After approval by the Central Bank of Chile, non-residents
may exchange foreign debt instruments for domestic securities, which in turn are sold and the proceeds
used for direct investment purposes.

These operations appear in the balance of payments as a debit entry in 'other long-term capital',
under "extemal debt reductions", and as a credit entry under direct investment. The preliminary and
final versions of the balance of payments recorded the operations differently. The preliminary version
assigned the nominal value of the debt instruments and the final version recorded them at the value
of the domestic currency assets exchanged. However, in both versions, the timing of the recording was
when the exchange of external debt instruments into domestic cuTrency assets took place.

Portfolio swaps. Through these operations, Chilean banks and foreign banks exchanged title to
external debt, trading loans extended to non-residents for loans received by residents and converting
foreign debt into domestic debt in the process. The balance of payments entries were as follows: a
debit entry in "other Iing-term capital", under "extemal debt reduction", and an offsetting credit entry,
under short or long,-term foreign assets of commercial banks, for the nominal value of the debt
exchanged.

Special arrangementforfruit exporters. In 1989 there was a temporary closing of the international
markets for exports of fruit from Chile- As part of a global programme to support exporters of fruit,
the Central Bank of Chile authorised, for a limited period, the return of export proceeds in the form
of repurchased Chilean external debt, so that exporters could benefit from the discount at which
Chilean external debt was traded in the secondary markets. The balance of payments entries reflected
the fact that for certain exports the counter-entry was a lower level of foreign liabilities rather than an
increase in foreign assets. Therefore, in those cases, the counter-entry was allocated to "other long-
term capital", under 'external debt reduction", for the discounted value of the external debt exchanged.

Debt conversion under Decree Law 600. This decree law is another mechanism used for debt
conversion that predates Chapter XIX. The government enacted this decree primarily to regulate long-
term foreign investment. One of its sections allows the conversion of debt into equity, provided that
the firm that is being capitalised contracted the external debt originally- The balance of payments
entries were a debit entry in "other long-term capital", under "credit repayment". and a credit entry
under "direct investment", equal to the nominal value of the debt capitalised.

Chapter XV1II of the Foreign Exchange Law. This chapter of the Foreign Exchange Law regulates
the conversion of external debt into domestic currency assets. This mechanism is used by residents
and does not provide remittance rights. The balance of payments entries were a debit entry in 'other
long-term capital", under "cxtemal debt reduction", and a ,credit entry under "other assets and
liabilities". In the final version of the balance of payments'only, these operations are recorded at the
price at which the external debt title was acquired in the secondary markets-



106 Case Studies of Reconciliations

Other transactions. This category includes primarily direct buybacks of private enterprises' external
debt not subject to conversion by the mechanisms of Chapters XIX and XVIII. These operations were
recorded in the balance of payments in a similar manner to those under Chapter XVIII: as a debit
under "other debt reductions" and as a credit under "other assets and liabilities" of the private sector.
In both cases, they were valmied at the discounted value of the external debt, or the value at which the
external debt instruments were acquired abroad.

Data comparisons

Table 3.6, Table 3.7 and Table 3.8 show global comparisons of long-term flows (drawings,
repayments and net flows) as they appear in the Fund's Balance of Payments Statistics Yearbook, the
World Bank's World Debt Tables and the Central Bank of Chile's External Debt of Chtile.

Because balance of payments flows are recorded on a due-for-payment basis and external debt
flows (World Debt Tables and External Debt of Chtile) on a cash basis, comparisons without
appropriate adjustments can give a misleading picture of actual discrepancies. For that reason, it was
necessary to adjust flows in the Balance of Payments Statistics Yearbook to eliminate entries for debt
rescheduling and repayments related to debt conversions. The latter appear as changes in the stock of
debt outstanding in the World Debt Tables and in Extemal Debt of Chiile. As the tables indicate,
discrepancies in the flow data appearing in the Balmce of Payments Statistics Yearbook, the World
Debt Tables and the External Debt of Chiile are minor after adjustment of the balance of payments
flows to reflect differences in accounting for debt rescheduling, re-lending and onlending operations
and debt conversions. Moreover. some of the discrepancies in the annual data may be the result of
timing differences.

.4
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Table 3.6
Chile

Comparison of long-term flws (disbursements), 19B5-90
(US$ million)

1985 1986 1987 1988 1989 1990

BOPSY
1. Drawings on other loans received"' 3273 3543 2671 1521 1446 2215

a. Debt rescheduling 1796 2292 1531 - - -

b. Re-lending. onlending - 28 85 - - -

2. Drawings adjusted for a and b above 1477 1223 1055 1521 1446 2215

WDT
3. Disbursements 1450 1172 938 1686 1504 2252

EDC
4. Disbursements 1476 1212 1055 1522 1454 2233

5. BOPSY-WDT 1823 2371 1733 -165 -58 -37

6. BOPSY - EDC 1797 2331 1616 -1 -8 -18

7. BOPSY (adjusted) - WDT 27 51 117 -165 -58 -37

8. BOPSY (adjusted) - EDC I 11 - -1 -8 -18

Source: BOPSY Balance of Payments Statistics Yearbook; WDT = World Debt Tabils; EDC = External
Debt of Chile.

1t Standard components 66, 74 and 81 of the BOP$Y (see Chapter L Attachment I).
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Table 3.7
Chile

Comparison of long-term flows (repayments), 1985-90
(USS million)

1985 1986 1987 1988 1989- 1990

BOPSY
1. Repayments on other loans receivedWL 2501 3524 2753 1619 2373 1171

AdjustmenLs for
a. Debt reschedulinge- 1828 2291 1531 - - -
b. Onlending. re-lending - 28 85 - - -
c. Extraordinay repayment- 246 760 826 970 1557 428

i. Chapter XIX 30 199 701 886 1321 412
ii. Portfolio swaps 41 27 - 68 20 -

iii. Fruit noles - - - - 214 -

iv. Debt conversion D.L. 600 42 56 125 16 2 16
v. ChapLer XVIII 104. 281 - - - -

vi. Others 29 197 - - - -

2. Repayments adjusted for a. b. and c 427 445 311 649 816 743

WDT
3. Repayments 330 308 333 446 825 739

4. Repayments 406 420 310 649 812 744
5. BOPSY - WDT 2171 3216 2420 1173 1548 432
6. BOPSY - EDC 2095 3104 2443 970 1561 431
7. BOPSY (adjusted) - WDT 97 137 -so 203 -9 4
S. BOPSY (adjusted) - EDC 21 25 1 - 4 -1

Source: BOPSY = Balance of Payments Statistics Yearbook: WDT = World Debt Tables: EDC =
Extmral Debt of Chile

I/Standard components 67, 75 and 82 of the BOPSY (see Cliapter L Attachment I).

2/In 1985, includes US$32 million of deferred repayments on Paris Club debt

3iJExcluding debt buybacks by the Central Bank of Chile, which are included as repayments for the discounted value
in the external debt figures published by the Central Bank.
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Table 3.8
Chi!e

Comparison of long-term net flows," 1985-90
(US$ million)

1985 1986 1987 1988 1989 1990

BOPSY
1. Net flow 772 19 -82 -98 -927 1044
2. Net flow (adjusted) 1050 778 744 872 630 1472

WDT
3. Net flow 1120 864 605 1240 679 1513

EDC
4. Net flow 1070 792 745 873 642 1489
5. BOPSY - WDT -348 -845 -687 -1338 -1606 432
6. BOPSY - EDC -298 -773 -827 -971 -1569 -402
7. BOPSY (adjusted) - WDT -70 -86 139 -368 -49 -41
8. BOPSY (adjusted) - EDC -20 -14 -1 -I -12 -4

Source: BOPSY = Balance of Payments Statistics Yearbook; WDT = World Debt
Tables: EDC = Extemal Debt of Chile.

1! Defined as drawings minus principal repayments.
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EXAMPLES OF DEBT RESTRUCrURING

As was noted in Chapter 11, some of the most troublesome accounting problems in the area of
extemal debt arise in connection with the rescheduling or refinancing of debt. In the terminology of
the Fund, rescheduling is a formal deferment of debt service payments with new maturities established;
in contrast, refinancing is a conversion of existing debt service obligations into a new loan instrument.
Debt restructuring often causes accounting problems which the balance of payments system treats
differently from both the Debtor Reporting System and the Creditor Reporting System. The examples
below illustrate the accounting procedures for several types of situation. In the case of the balance of
payments statistics, entries must conform to the double-entry accounting principle, which means that
any entry in one item, to reflect a change in the status of debt, must be matched by one or more entries
which are equal but with opposite signs. In general, the purpose of balance of payments accounting
is to represent, as fully as possible, all activities or agreements resulting in transactions that affect the
financing of both debtor and creditor countries' balance of payments. The Creditor Reporting System
and the Debtor Reporting System focus more specifically on the immediate changes in the debt
structure of the debtor countries, and record these changes on a cash basis rather than the due-for-
payment basis used in the balance of payments statistics. A major objective of the Creditor Reporting
System is to organise the data to best represent the provision of resources by creditor countries, and
their respective shares.

BalIance of payments treatment

A rescheduling of debt normally results in a new contractual agreement between creditor and debtor
for part or all of the existing debt service schedule. Consequently, it regards all the maturities
concerned as repaid when the new contract is signed.'Y At the same time, they are deemed to give
rise to new drawings for equivalent amounts. In addition, other balance of payments conventions
apply. Thus, interest and principal repayments appear in the period when they are due. Debt service
which is not dce, paid or subject to a rescheduling agreement appears as arrears in the capital account
(i.e. an increase, in short-term liabilities which offsets interest and/or long or short-term capital).
Subsequent reductions of such arrears, therefore, enter into the system as reductions in short-term
liabilities irrespective of the nature of the original obligation.

The forgiveness of principal, of interest and of arrears of principal and interest requires entries
under unrequited transfers to offset entries under the appropriate capital account and income items
It involves entries for both current and future principal maturities, but there is no recording associated
with the forgiveness of future interest.

Entries reflecting debt restructuring in the aggregated presentation differ from those in the detailed
presentation. The former focuses on the balance of payments perfonnance during the current period,
which is the basis for recording exceptional financing. Therefore, only debt service obligations due
in the current period appear on record, under exceptional financing elements 2F

_7/Including direct official export credits.

28/ These include changes in arrears of interest and principal, which are in principle always immediately due.
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Debtor Reporting System treatment

The Debtor Reporting System collects information which is teported by the debtor countries on an
annual basis. This information represents a snapshot of the debtor's contractual position at a point in
time, usually at the end of the calendar year. The point in time from which one looks at the data is
critically important in the Debtor Reporting System. As an example, "original schedule due" in the
Debtor Reporting System refers to the schedule agreed by both creditor and debtor at the beginning
of the period. It does not necessarily refer to the amounts due under the provisions of the original loan
document. The information collected by the Debtor Reporting System on a loan-by-loan basis includes
data on cash transactions representing disbursements and principal and interest payments, the stock of
outstanding debt, accumulated arrears of principal and interest and the amount of principal and interest
rescheduled or forgiven.

For each new liability, the debtor reports to the World Bank the amount and terms (i.e. grace
period, interest rate, maturity) of the contractual obligation. The contractual obligations remain in
effect until both the debtor and the creditor amend them. A rescheduling changes the contractual
obligation. In the case of rescheduling within the Paris Club, World Bank staff record estimates for
the reorganisation in the year in which a general agreement is effective, rather than the year in which
the bilateral agreement is signed. If the debtor does not sign or report the bilateral agreement, the basis
of the estimates becomes the general agreement, which outlines the terms which the parties have agreed
to in principle. As bilateral agreements are finalised and signed, they are reported to the World Bank
and actual amounts are substituted for earlier estimates. From that point onwards, unless there are
amendments by both parties, a new schedule of payments results, which reflects the changes to the
original agreement This new schedule covers the expected -due" amount. From the Debtor Reporting
System's point of view, the information concerning the original repayment schedule is no longer
relevant and the system erases it from the record. Unless otherwise noted, the treatments in the Debtor
Reporting System and the Creditor Reporting System are identical.
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Example A: Initial rescheduling of official debt

As Table 3.9 shows, the original schedule in the example calls for interest payments of 15 each
year. and principal payments of 100. The rescheduling agreement calls for a rescheduling of 5 of
interest and 80 of principal in year 1, along with 15 of interest and 25 of principal in year 2.
Thereafter, the original schedule of payments remains unchanged. The balance of payments accounting
methodology requires recognition, in year 1. of the postponement of 5 of interest and 80 of principal
due in that year, along with the postponement of 25 of principal originally due in year 2. Thus,
repayments of long-term capital in year I include the 100 originally due in that year and 25 originally
due in year 2, while drawings include 105 of principal rescheduled (80 + 25) plus 5 of interest
rescheduled.
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Table 3.9
Example A

Year
I 2 3 4

A-1 Assumptions

Original intcrest schedulc 15 15 15 15
Original principal schedule 100 100 100 .. 100
New intcrest schedule 10 - 15 15
New principal schedule 20 75 100 100
Cash payments 30 75 115 115

Interest 10 -- 15 15
Principal 20 75 100 100

A-2 Balance of payments entries

a. Dctailed presentation
Investment income -15 -- -15 -15
Long-term capital

Drawings 110 - - -

Rcpayments -125 -75 -100 -100

Reserves (increasc (=-)) 30 75 115 115

b. Aggrcgated presentation
Investment incorne -15 - -15 -15
Long-term capital -100 -75 -100 -100
Reserves (incrcase(=-)) 30 75 115 115
Exceptional financing

Principal rescheduled 80 -- - -

Interest rescheduled 5 - -

A-3 DRS entries

Debt stock at end of period 1000 985 925 825
Rescheduled payments:

I;-terest 5' 15' - -

Principal 80 25 - -
Interest 10 - 15 15
Principal 20 75 101) 100

Added to outstanding debt.



114 Case Studies of Reconciliations

Example B: Rescheduling with consolidation of arrears

This example, presented in Table 3.10, adds the consolidation of outstanding arrears of principal
and interest to the original rescheduling shown as Example A. It is assumed that these arrears
amounted to 20 of principal and 30 of interest. In the aggregated balance of payments presentation,
the renegotiation of amounts in arrears appears explicitly in the exceptional financing item, with no
net effect, since these amounts were counted as exceptional financing when first incurred. In the
detailed prsentation, drawings of 160 under long-terrn capital include 50 of prior arrears, 80 for
principal due in the year but rescheduled, 5 for capitalisation of interest due but rescheduled, and 25
for future rescheduled amounts of principal (future interest renegotiated is not taken into account);
repayments of 125 include 100 of principal due currently and 25 due in future years.

In the Debtor Reporting System, we start with a debt at the beginning of year I that includes the
stock of arrears (30 of which is short-term interest). By the end of year 1, the debt stock has increased
by 15, as the result of a cash payment of 20 on principal. The additional 5 of interest due but not paid
and the rescheduling of 30 of interest arrears offset this increase in stocks. In year 2, there is a
reduction of the outstanding debt by 60. This reduction results from the payment of 75 on principal,
which the rescheduling of 15 of interest affects. After year 2, payments return to the original schedule.

The treatment in the Creditor Reporting System is the same, except that the system counts the 30
units of interest in the stock of arrears as 'long-term".

Table 3.10
Example B

Year

1 2 3 4

E1 Assumptions

Original inter=s schedule 15 15 15 15
Original principal schedule 100 100 100 100

Amounts rescheduled
Interest 5 15 _ -

Principal 80 25 - -

Arrears 50 - - _
Interest 30 - - -

Principal .20 - - -

Cash payments
New interest schedule 10 - 15 15
New principal schedule 20 75 100 100
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Table 3.10
Example B (cont.)

Year

1 2 3 4

B-2 Balance of payments entries

a. Detailed presentation
Investmcnt income -15 -- -15 -15
Long-term capital

Drawings 160 -- -- --

Repayments -125 -75 -100 -100
Short-termn capital -50 -- --

Reserves (increase (= -)) 30 75 115 115

b. Aggregated presentation
Investment inCDtne -15 - -15 -15
Long-tern capital -100 -75 -100 -100
Resmes (incrcase (= -)) 30 75 115 115

Exceptional financing
Arrears rescheduled 50 - -

Principal rescheduled 80 --

Interest rescheduled 5 -- - -
Net accumulation of arrears -50 -- - -

B-3 DRS entries

Debt stock at beginning of period 1030 1045 985 885
Original schedule

Interest 15 15 15 15
Principal 100 100 ]00 100

End-of-period arrears
Interest 0 -

Principal 0 - - -

Cash payments under prior rescheduling
Interest 10 - --

Principal 20 - --

Amounts rescheduled currently due
Interest 5 15 --

Principal 80 25 --

Arrears
Interest 30 - - -

Principal 20 -- --
New payment schedule

Interest - 0 15 15
Principal - 75 100 100

Debt stock at end of period 1045 985 885 785

H~~~~~~~~~~~~~~~~ 
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Example C: Rescheduling of previously rescheduled debt

In this example, shown in Table 3.11, the assumption is that following the first rescheduling in year
I there is a second rescheduling in year 2. In the second rescheduling, the amount of principal due
for repayment in years 2, 3 and 4 declines to 55, 70 and 90 respectively, while interest payments
remain unchanged from the original rescheduled amounts. In the balance of payments detailed
presentation, drawings of long-term capital of 60 in year 2 include 20 due in year 2, plus 40 due in
years 3 and 4. Repayments of long-term capital in year 2 (115) include 75 due in that year, plus 40
that would have been due in years 3 and 4. In the aggregated presentation, there are no special entries
after year 2 since, in those years, there is no additional special financing arrangement.

In the Creditor Reporting System and the Debtor Reporting System, the debt outstanding declines
by 15 in year 1 (20 paid on principal and 5 added to interest arrears). In year , the debt stock
decreases by 40 (cash payment of 55 on principal offset by 15 of rescheduled interest). In year 3 the
debt stock declines by the payment of 70 on principal, and in year 4 by the payment of 90 on
principal.
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Table 3.11
Example C

Year

2 3 4

C-1 Assumptions
Scdcouled paynents

Under year I rcscheduling
Interest 10 - IS 15
Principal 20 75 100 100

Amounts nscheduled in year 2
Intcerst - - - -

Principal - 20 30 10

Cash payments
Intmst 10 - 15 15
Principal 20 55 70 90

New interest scheduk - - IS I5

New principal schedule - 55 70 90

C-2 Balance or payments entries
aDtailed presentation

Invesmnt income -15 - -IS -15
Long-erm capital

Drawings 110 60
Repaymcnts -125 -115 -70 -90

Raerves (inceease(=-)) 30 55 85 105
bAggmgated presentation

Investment income . -15 - -15 -15
Long-tcrm capital -100 -75 -70 -90
Rescrves (incuase =-)) 30 55 85 1l0
Exceptional financing

Principal zcschdulcd 80 20 - -

Interest rcscheduled S - - -

C-3 DIRS entris
Dcbt stock at beginning of priod 1000 985 945 875
Original schedule

Imnrest Is 15 15 15
Principal 100 10X 100 100

Duc under fimt rescheduling
Interest 10 - 15 15
Principal 20 75 100 100

Paid under fir rescheduling
Interest 10 - - -

Principal 20 55 - -

Due under swcond rescheduling
Intcrest - - 15 IS
Principal - 55 70 90

Debt stock at cnd or perod 985 945 875 785
Arrears

lntcrcst 30 - - --

Principal 20 - - -

New payment schedule
Interest _ _ is is
Principal - 75 100 100

Debt stock at cnd of period 1045 985 X85 785
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Example D: Refinancing of bank debt

In this example, shown in Table 3.12, the main assumption is the refinancing of the entire stock
of bank debt (arrears, current and future principal maturities). The refinancing of bank debt represents
exceptional financing in year 1, to the extent that there is a rescheduling of the current principal due
(100) since arrears of 50 and the consolidation of arrears (-50) net out.

In the detailed bala-nce of payments presentation, drawings under long-term capital in year 1 (450)
include the rescheduling of current principal due (100), the rescheduling of 300 due in future years and
the consolidation. and rescheduling of 50 of arrears of principal. Repayments under long-term capital
(-400) represent 100 of principal due currently, plus 300 of future principal repayments. Fmally, there
is an entry of -50 under short-term capitaL representing the consolidation of 50 of current arrears, and
a reduction of 15 in reserves, resulting from a cash payment of interesL

In the Debtor Reporting System there is a rescheduling of principal arrears (50) as well as the
remaining stock of debt (400) in year 1. There is also an interest payment amounting to 30 but there
is no change in the stock and no flow until principal repayments resume in years 3 and 4.
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Table 3.12
Example D

Year

1 2 3 4

D-1 Assumpfions

Original interest schedule 15 10 8 4
Onginal repmcnt schedule tOO 100 100 100
Debt stock at beginning of period 450 450 450 450

of which arrears 50 - - -
Current maturity 100 - - -

New interes schedule - 30 20 10
New principaI schedule - - 100 100

D-2 Balance of paymnts entries
a. Detailed presentation

Investment income -15 -30 -20 -10
Long-term capital

Drawings 450 - - -
Repaymerts -400 - -100 -100

Short-trm capital -50 - - -
Reserves Cmcrease(=-)) 15 30 120 110

b. Aggregated presentation
Investment income -15 -30 -20 -10
Long-ten capital -100 - -100 -100
Reserves Gncrnse (=-)) 15 30 120 110
Exceptional financing

Arrea rescheduled 50 - -
Principal rescheduled 100 - -

Net change in arreas -50 - -

D-3 DRS entries
Debt stocks at beginning of period 450 450 450 450
Original schedule due

Interest 15 15 15 15
Principal 100 100 100 100

Arrears of principal at end of period 50
Amount rescheduled

Arrears 50
Debt outstanding 400

New schedule due and paid
Interest - 30 20 20
Principal - 100 100
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Example E: Debtlbond conversion

In this example, shown in Table 3.13, there is a replacement of debt with a face value of 400 in year
I by a bond with a face value of 300, representing a 25% discount3N The balance of payments, in
its detailed presentation, records the face value of the bond (300) as an inflow of portfolio capital and
a repayment of long-term debL The aggregated presentation recognises that in year I there was a bond
issue which covered 75% of the amount of debt originally due in that year, providing exceptional
financing to cover a balance of payments need.

The Debtor Reporting System recognises the conversion of debt into bonds at the discounted value
(300). The debt stock declines by the amount of the discount (100) and there is a new interest
schedule for years 24, with a new principal schedule for future years.

291 For simplicity, the market price of the new bond issued was assumed to be its face value.
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Table 3.13
Example E

Year

1 ~~~~2 3 4

E-1 Assumptions

Original interest schedule 15 10 8 4
Original repaymenLschedule 100 100 100 I00
Debtibond exchange

Face value of debt 400 - -
Face value of bonds 300 - -

Interest paid on debt 15 - -

Interest paid on bonds 2 20 20 20

E-2 Balance of payments entries
a. Detailed presentation

Investment income -15 -20 -20 -20
Portfolio invesunent 300 - - -
Long-term capital -300 -

Rescaves (increase =-5) 15 20 20 20

b. Aggregated presentation
Imvestment income -15 -20 -20 -20
Portfolio investmene 225 - - _

Long-ter. capital -300 - -

Rescrves (increase (--)) 15 20 20 20
Exceptional financing

Conversion debt/bonds 75 - - _

E-3 D1RS entries
Debt stock at beginning of period 400 300 300 300
Original schedule due

Interest 15 10 8 4
Principal 100 100 100 t00

Conversion debtlbonds 300 - -

Reduction in debt outstanding 10D - - -
New schedule duc

Interest - 20 20 20
Cash paymcnts. interest 15 - 20 120 20
Debt stock at end of peiod 300 300 300 300
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Example F: Debt/equity swap

In this example, shown in Table 3.14, there is a swap of debt with a face value of 400 for equity with
a market value of 300. In the balance of payments presentation, the entries parallel those which appear
in Example E, except that there are no longer any scheduled interest payments. This is based on the
assumption that the 300 of equity is a direct investment. In the Debtor Reporting System, the debt
disappears after conversion and there are no further scheduled payments.
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Table 3.14
Example F

Year

l 2 3 4

F-i Assumpdons

Original inert schedule 15 10 8 4
Original repayment schedule 100 to0 100 100
Cash payments. interet 15 - -

Debrtequity swap
Facc value of debt 40D - -

Madet value of equity 300 - - -

F-2 Balane of payments entries
a. Detailed presenation

Investment income -15 - -

Direa investent 300 - - _
Long-term capitl repaid -300 - - _
Reserves (increase ( 2 _)) 15 - -

b Aggregated presentation
Investment incomc -i5 - - -
Direct investment 225 - - -

Long-tem capital -300 - -

Reserves (inrease (= -}) 15
Excceptional financing

Debtleqtiy swap 75

F-3 DRS entries
Debt stock at beginning of period 400 - -

Original schedule due
Interest 15 10 8 4
Principal 100 100 100 100

Cash payments, intnest 15 - --

Conversion deblbonds 400 - -

Debt stock at end of periodc
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Example G: Debt buyback

This exanmple, presented in Table 3.15, shows the entries when a debtor, by agreement with the
creditors, uses reserves of 300 to buy back debt with a face value of 400. In the balance of payments
presentation, the debtor uses 315 of reserves to pay 15 of interest due plus the agreed 300 for the
buyback of principal. There is no recording of exceptional financing. The Debtor Reporting System
makes entries to record, separately, the market value of the debt buyback (300) and the debt discount
(100). The Creditor Reporting System views this situation as a transaction at 300 involving a loss
(write-off) of 100.



Debt Stocks, Debt Flows and the Balance of Payments 125

Table 3.15
Example G

Year

1 ~~2 3 4

G-1 Assumptions

Original interest schedule 15 10 8 4
Original repayment schedule 100 100 100 100
Cash payment. interest 15 - -

Debt buyback
Face value of debt 400 - -

Payment for buyback 300 - -

G-2 Balance of payments entries
a Detailed preseatation

Investmcnt income -15 - -

Long-term capital epaid -300 - -

Reserves (incrcas=-)) 315 - -

b- Aggregated presentation
- samc as abovc

G-3 DRS entries
Debt stock at beginning of period 400
Conversion

Debt bought back at market value 300
Debt - amount of discount 10o

Debt stock at cnd of period
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Example H: Debt forgiveness

In the example .bown in Table 3.16 the creditor forgives a debt of 415 in year 1; this means the
elimination of the debt without any debt conversion or rescheduling. The 415 includes 400 of principal
and 15 of interest due in year 1. The detailed balance of payments presentation shows a repayment
of long-term capital (400), offset by an entry under "unrequited transfers". The aggregated
presentation treats 115 of this amount as exceptional financing in year 1. In the Debtor Reporting
System, the forgiveness appears with separate entries for current interest due (iS), current principal
(100) and future principal (300).
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Table 3.16
Example H

Year

1 2 3 4

H-1 Assumptions

Original interest schedulc 15 10 8 4
Original repayment schedule t00 100 l00 100
Value of official debt forgiven 415 - --

of which interest 15 -

H-2 Balance of payments entries
a. Detailed presentation

Investment income -15 - -

Unrequited transfers 4154
Long-term capital repayments -400 - -

b. Aggregated presentation
Investment income -15 - -

Unrequited transfers 300
Long-term capital -400
Exceptional financing

Unrequited transfers 115 - -

H-3 DRS entries
Debt stock at beginning of period 400
Conversion. Forgiveness

Interest due 15
Principal due 100
Future principal 300 - -

Debt stock at end of period 0
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CHAPTER IV

CONCLUSIONS

| ~~~~~~~~~Summnar of key points

* To derive a capital flow, it is necessary to take account of a number of factors that affect the value
of the debt stock but which are not flows or transactions with non-residents.

* Data on external debt stocks are reasonably compatible at the individual country level after allowance
is made foi differences in the treatmnent of certain elements.

- It is not possible to measure some flows directly, and it is therefore necessary to make estimates on
the basis of changes in debt stock.

- Many national compilers have difficulty obtaining data on the extemal assets and liabilities of the
non-bank private sector. The international banking statistics of the BIS and the Fund contain data that
may help to fill this gap, but statisticians need to address certain difficulties that arise in this process.

- The explanation of differences in debt flows between balance of payments statistics and the Debtor
Reporting System requires details not available in the balance of payments accounting framework; closer
coordination is necessary between the Fund's data compilers and those of the reporting country.

- Publications by the OECD and the World Bank should indicate the strengths and limitations of their
respective systems in rlation to the questions users generally ask about debt stock and flow data.

- A major cause of differences in debt statistics is the failure of national or international compilers of
debt data to follow internationally agreed statistical standards.

* Sorne difficult technical problems arise in the accounting for debt restructuring and it is hoped that
the examples of such problems in this report will be useful to compilers.

- It would be useful if members of the LWGEDS were to undertak-e regular data reconciliations and
alert data compilers to any significant discrepancies that emerged.

* Memnbers of the IWGEDS have restructured their databases and adopted appropriate methods to
account for both long-term and short-term debt

* The IWGEDS will continue to work towards greater standardisation in the mneasurement and
presentation of data on external resource flows.
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CHAPTER IV

CONCLUSIONS

This report has compared the statistical systems of the main international agencies involved in
collecting data on external debt. It has focused primarily on the relationship between Liata on
outstanding stocks of debt and statistics on the flow of resources to developing countries. The main
debt reporting systems are those of the OECD and the World Bank. The report has examined the
relationship between the stock and flow e;ements within these systems and compared the data produced
by the two systems. Since the Fund's balance of payments statistics are a basic source of information
on capital flows to developing countries, including changes in their external debt, the report has
attempted to clarify the relationship of the flow data as reported in the balance of payments accounts
to debt flow data obtained from the two main reporting systems. The information presented here
should provide guidance to the users of these statistics and to the national compilers who produce the
original data.

As was noted in Chapter 1. the measurement of "debt flow" is considerably more complex and
ambiguous than that of debt stock. Differences in estimates of debt stocks occur because of varying
classification conventions or coverage. It is possible to reconcile them reasonably well bv reference
to underlying detailed information, at least when comparing the data sets of the Creditor Reporting
System with those of the Debtor Reporting System. The core definition of debt ensures a large
measure of consistency. In the case of debt flows, the figures may result from an actual measurement
of transactions (including debt restructurings) or may be derived, at least as a first approximation, from
the differences in successive levels of debt stocks. In the latter case, however, there is more variation
in the treatment of particular items, and it is important to make allowance for factors that do not
represent actual transactions, such as changes in exchange rates, to reach an estimate of the flows
corresponding to balance of payments transactions. It is necessary to make the same allowance, in the
opposite direction, when using directly measured flows to estimate changes in debt stocks; the added
complication, in this case, is the need to exclude non-debt flows (equity, grants and most direct
investment flows) before applying the adjustment process to the residual figure that measures debt
flows only.

A basic principle is that external debt flow data should relate only to transactions between residents
of a country and non-residents. The definition of cross-border transactions is based on the Balance
of Payments Manual and the System of National Accounts. The concept excludes all changes, such
as fluctuations in market value or exchange rates or unilateral action by creditors or debtors, that do
not represent actual transactions between a resident and a non-resident.

The report has also discussed, in detail, the two elements that enter into changes in the stated stock
of debt: flows and valuation or other adjustments. In the balance of payments context, the international
investment position statements should contain the information needed to link changes in the end-of-
period values of external liabilities (and assets) to the transactions recorded in the capital account of
the balance of payments. It is also important to take these elements into account in the resource flow
series, which in principle use the balance of payments recording conventions as a basis. Further
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refinement of the data that enter into the international investment position could enhance balance of
payments reporting by encouraging greater recourse to all available sources, and could improve the link
between balance of paymnents statistics and estimates of debt flows and debt stocks, which are derived
primarily from these other sources. On the basis of the foregoing considerations, this report concludes
with the following observations:

* In an attempt to derive a capital flow, or resource flow, directly From the changes in the end-of-
year values of outstanding debt, it is necessary to take into account many factors that affect the value
of the debt stock but do not represent flows or transactions with non-residents.

* The data on stocks of external debt recorded in which the Creditor Reporting System and the
Debtor Reporting System, are reasonably compatible at the individual country level after allowance is
made for differences in the treatment accorded to particular elements in the two systems- There are also
the inevitable differences that occur between the accounts of the creditor (the OECD's Creditor
Reporting System and the BIS and Fund international banLking statistics) and those of the debtor (the
World Bank's Debtor Reporting System). EHere the causes are known, but quantification is no easy
matter. At the global level, a major difference in the stock of external debt of developing countries
reported by the two systems results from variations in geographical coverage. Currently the Creditor
Reporting System aggregates data for 154 countries, while the Debtor Reporting System covers 129
counties.

- For some flows, direct measurement may not be possible, and it is therefore necessary to make
estimates using changes in debt stocks. For banks, the data reported to the BES are cross-border assets
and liabilities as they appear on banks' balance sheets. To derive data on flows, it is necessary to
make adjustments for changes in exchange rates against the US dollar as well as for known breaks in
series. However, since it is not possible to eliminate all non-flow elements completely, the data are
a proxy for flows rather than an equivalent.

* Many national compilers encounter special difficulties in obtaining data on the external assets and
liabilities of the resident private non-bank sector. The BIS and Fund data on banks' positions vis-i-vis
foreign non-banks contain very useful infornation covering this gap, but it is necessary to proceed with
caution owing to a number of inconsistencies between the international banking statistics and the
balance of payments. These were identified in the Report of the Working Party on the Measurement
of International Capital Flows. Ways of resolving these inconsistencies are being discussed in the
Fund's Committee on Balance of Payments Statistics, in collaboration with the BIS.

* In principle, data on capital flows which appear in countries' balance of payments statements
should relate to data on debt flows reported to the Debtor Reporting System. But in practice, an
explanation of the differences rquires details not available in the balance of payments accounting
framework. Therefore, the Fund's Working Party on the Measurement of International Capital Flows
has recommended closer coordination between compilers of a country's balance of payments accounts
and the office (usually the Ministry of Finance or the central bank) that compiles and reports
information on the country's external debt. The IWGEDS strongly supports that recommendation since
debt offices often have the rmst complete information sources and may be able to fill gaps in other
data used by balance of payments compilers. However, as the case study for Chile shows, such
comparisons require close inspection of the accounting principles applied by the agencies concerned
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especially in respect of flows. Typically balance of payments data are compared with data which the
debtor country supplies to the World Bank, but it would also be useful for balance of payments
compilers in debtor countries to refer to data reported to the OECD and the BIS.

The OECD and the World Bank communicate continuously in coordinating their respective data
systems. However, differences in geographical coverage, the treatment of certain kinds of debt
transaction and, in some instances, terminology may leave the users of the data in doubt as to which
set of data is preferable for a particular purpose. These differences are understandable given the
distinct mission of each data system. The choice will often depend on timeliness and the suitability
of the categories of debt (or flows) and of the sectoral classification of creditors and debtors in relation
to the '%pecific type of analysis involved. Nevertheless, it might be helpful if both the OECD and the
World Bank were to place greater emphasis in their publications on clarifying, for the general reader,
the strengths or limitations of each system in terms of the common questions users ask about debt
stocks or flows.

- As the discussion of resource flows in Chapter II indicates, members of the IWGEDS extend their
coverage of external sources of financing beyond the limited category of debt and include, inter alia,
grants and direct investment. There are still significant differences among the member organisations
in the elements they prefer to combine in their respective measures of external resource flows.
However, there is a tendency to incorporate most of the relevant capital flows and transfers as reported
in the balance of payments accounts of debtor countries.

- Differences between the statistics in the Creditor Reporting System and the Debtor Reporting
System often result from variations in concepts or definitions, as the preceding chapters note, but a
major additional source of difference is the failure of national or intemational data compilers to follow
intemationally agred statistical standards. This problem also applies to the balance of payments
statistics. The fact that the balance of payments statistics are compiled on an accrual basis, while the
Creditor Reporting System and the Debtor Reporting System are compiled on a cash basis, poses an
additional problem of reconciliation.

* Many of the more difficult technical problems in accounting for changes in external debt arise from
anrangements that either alter the repayment schedules or eliminate or change the forrn of existing debt.
The Creditor Reporting System and the Debtor Reporting System carry these adjustments through in
the underlying data set, but they are not prominent in the published tables. The balance of payments
system, however, carries the entries required to account for these arrangements through to the published
balance of payments accounts. Some of the examples in Chapter m illustrate the accounting
procedures. The ICWGEDS welcomes the fact that the fifth edition of the Balance of Payments Manual
provides better guih.ance on the treatment of debt restructuring in balance of payments statistics than
was the case in earlier editions.

* In the past, the members of the IWGEDS have reconciled the variatiens in the net flow of financial
resources to developing countries as reported by the mem&. agencies (see World Economic Outlook,
May 1991, pp. 60-61). This reconciliation has shown that the main discrepancy, at the global level,
results from differences in the set of countries included in the totals, with lesser, but not insignificant,
amounts connected with the treatnent of technical cooperation, direct investment and vanrous pnvate
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capital flows. It would be desirable to undertake such reconciliations regularly, with a view to alerting
data compilers should significant disparities in the basic data emerge.

- The principal function of flow data in general, and debt flow data in particular, is to provide the
basis for analysis of current and prospective financial resource flows, as well as the debt service
requirements. of indebted countries. In the early years of the debt build-up the focus was on official
financing, including official support of export credits and official grants. By the late 1970s, however,
the emphasis had begum to shift towards financing from commercial banks, and it therefore became
important to incorporate information on shorter-term financing in the figures on total external financial
resources. After 1982, when the debt crisis broke, the emphasis shifted agaie, and the reporting
agencies had to find ways of measuring and presenting the economic effects of various restructuring
or refinancing arrangements that changed the form, duration or amount of external debt The me sibers
of the IWGEDS have responded to these shifts in emphasis by restructuring their databasc: and
adopting various devices for capturing the necessary information in their intena records and in their
publications.

* The analytical concepts involved in measuring such activities as "resource tansfers", "debt flows"
or "net extemal financing" are complicated, and the data are not always readily available in the form
required. As the concepts evolve, alternative treatments or the collection of new information may be
necessary. One of the continuing objectives of the IWGEDS is to work towards greater standardisation
i in the measment and presentation of data on external resource flows and debt, while maintaining
analytical flexibility.
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ANNEX I

Statistical Publications of Members of the IWGEDS

Bank for International Setlements

I -Iterational Banking and Fmancial Market Developments
(quarterly stock data and exchange rate adjusted flows)

2 The Maturity and Sectoral Distribution of International Bank Lending (semi-annual)
3- Statistics on External Indebtedness: Bank and Trade-Related Non-Bank External Claims on

Individual Borrowing Countries and Territories (semi-nnual. with the OECD)
4. The Nationality Strucere of the International Banking Market
5. Intenational Banking Statistics, 1973-1983 (published April 1984)
6. Iternational Banking Sttistics, 1977-1991 (published April 1993)

International Monetary Fund

1. Balance of Payments Statistics Yearbook
2. Government Financial Statistics Yearbook
3 Iternational Financial Statistics (monthly, plus Yearbook)
4. Direction of Trade Statistics
5c World Economic Outlook (semi-annual; not a statistical publication)

Organiztion for Economic Co-operation and Development

1. Extemal Debt Statistics (annual)
2. Statistics on External Indebtedness: Bank and Trade-Related Non-Bank Exteral Claims on

Individual Borrowing Countries and Territories (semi-annual, with the BIS)
3. Financing and Extemal Debt of Developing Countries (annual)
4. Financial Statistics (monthly)
5. Geographical Distnrbution of the Flow of Financial Resources to Developing Countries (annual)
6. The Export Credit Fmancing System in OECD Member Countries, Third Edition, 1987

World Bank

I. World Debt Tables (annual)
2. World Tables
3. World Development Indicators
4. Social Indicators of Development
5. Trends in Developing Economics
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GLOSSARY

The definitions of terms and concepts used in this report are consistent with those currendy used by
the Bank for Inemational Settlements (BIS), the Intemational Monetary Fund (IMF/Fund), the
Organisation for Econorric Co-operation and Development (OECD) and the World Bank and generally
by the financial community at large. Where a term is used by one of the organisations in a particular
or restricted sense this is indicated in the definition.

Accrued interest
Interest which has accumulated but which is not legally due before a specified payment date.

Affiliates
(Of banks): branches, subsidiaries and joint ventures-

Aggregated presentation of the balance of payments
The balance of payments is presented in two formats in the Batance of Payments Sratscs Yearbook,
viz the detailed and the aggregatd prsentations. The former shows the balance of payments
components according to the standard classification recomuended in the Fund's Balance of Payments
Manual (see Chapter L Attachment I) and the latter according to certain analytic concepts. The
aggregated presentation identifies, inter alia, exceptional financing (see also Exceptional financing
below).

American deposita receipt (ADR)
Negotiable certificate issued by a US bank in respect of stock issued by a foreign corporation. The
securities are held in a custodial accounL

Amortisation
Repayment of principal during a given accounting period.

Arbitrage
Buying (or borrowing) in one market and selling (or lending) in the same or another market to take
advantage of inefficiencies or price differences.

Arrears
Amount of principal andlor interest due but not paid as at the reporting date.

Balance of payments
(IMF) The balance of payments is a statistical statement that systematically summarises, for a specific
period of time, the economic transactions of an economy with the rest of the world. Transactions
consist of those involving goods, services and income, those involving financial claims and liabilities
vis-i-vis the rest of the world, and those (such as gifts) classified as transfers.
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Bank for International Settlements (BIS)
Established in 1930 by intergovemmental convention, the Bank for International Settlements promotes
cooperation among central banks. In this capacity it carries out four main functions: it holds and
manages deposits from a large number of central banks throughout the world; it serves as a forum for
international monetary cooperation; it assists as agent or trustee in the execution of various international
financial agreements; and it carries out research and issues publications on monetary and economic
subjects-

Banks
(IMR) All units that engage in financial intermediation as their principal activity and have liabilities
in the form of deposits or financial instruments (such as short-term certificates of deposit) that are close
substitutes for deposits.

Berne Union
An informal association of export credit agencies whose members exchange information and seek to
establish common standards, for instance on the appropriate downpayment and repayment periods for
various kinds of exports. The 50 members meet twice a year. They also maintain informal credit
ratings of the borrowing countries.

Buyer (buyers) credit
A loan obtained by the purchaser of goods and services from a source in the exporting country, with
the supplier being paid in cash; also known as financial credit (see Trade-related credit).

Cancellation
(World Bank, OECD) The annulment of undisbursed portions of loans or credits. Also, the annulment
of a commitment to provide a grant or a loan (see Commitment).

Capital account
(M) In the fourth edition of the Fund's Balance of Payments Manual (and for the purpose of this
report) the capital account of the balance of payments comprises all transactions in an economy's
foreign financial assets and liabilities, together with some specified changes of other kinds (eg.
monetisation of gold) that may affect its assets and liabilities and the counterparts to those changes.
In the fifffi edition of the Manual the capital account covers capital transfers and acquisition or disposal
of non-produced non-financial items (e.g. patents). Capital transfer consists of the transfer - without
a quid pro quo - of ownership of a fixed asset or the forgiveness of debt The financial account covers
transactions in financial assets and liabilities.

Capital market
The market for buying and selling long-term loanable funds, in the form of bonds, mortgages and
similar instruments. Unlike the money market, where short-term funds are traded, the capital market
tends to centre on well organised institutions such as the stock exchange. However, there is no clear-
cut distinction between the two other than that capital markets are generally used by businesses,
financial institutions and governments to buy capital goods whereas money market loans generally meet
a temporary need for working capital.
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Capitalised interest
The conversion of accrued or future interest payments, by agreement with the creditor, into a financial
liability.

Certificate of deposit
Negotiable and non-negotiable receipt for a time deposit, with maturities ranging from 7 days to 7
years or longer, usually paying a fixed rate of interest.

Claims
(Of banks): financial assets (balance-sheet items only).

Commitment
A firm obligation to furnish resources of a given amount on specified financial terms and conditions.
I OECD terminology, the term refers to govemment grants and loans, with a fim obligation expressed
in an agreement or equivalent contrct to fiurnish funds of a specified amount on specified terms and
conditions and for specified purposes.

Commitment, date of
The date on which the commitment is made.

Concessionality level
The difference between the nominal value of the loan and the discounted present value of the debt
service, expressed as a percentage of the nominal value of the loan (see also Grant element).

Concessional loans
Loans with a grant element of 25% or more (see also Grant element).

Consolidated
(Of banks): refers to a balance sheet grouping of assets and liabilities of a parent company and
subsidiaries, after elimination of all unrealised profits on intra-group trading and of all intra-group
balances.

Contingent (contingency)
Used of a liability which may or may not be incurred, depending on a future event (contingency).

Credit
Any amount for which there is a specific obligation of repayment. It includes loans and other transfer
agreements which give rise to specific obligations to repay over a period of time, usually with interest.
It may subsume a grant commitment, but only where reference is made to "tied aid credits" as defined
by the OECD Arrangement on officially supported export credits.

Creditor
A party providing money or resources and to whom payment is owed under a specific agreement
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Creditor country
The country in which the lender is resident.

Creditor Reporting System
Statistical system operated by the OECD.

Cross-border bank positions
Asset and liability positions vis-i-vis banks and non-banks located in a country other than the country
of residence of the reporting bank (also referred to as "extemal' positions).

Cross-border transaction
A transac0ion between residents of different economies.

Currency of denomination
The unit of account in which indebtedness is expressed in the loan contract

Currency of repayment
The currency in which payment is due according to the loan agreement.

Currency of reporting
The unit of account in which amounts are reported to other compilers by the agency producing the
data

Currency swap
A swap involving the exchange of cash flows and principal in one currncy for those in another with
an agreement to reverse the swap of any unamortised principal at a future date.

Currency of transaction
The medium of exchange in which an individual transfer occurs. It may be currency (e.g. US dollar,
pound sterling), goods or services. The medium of exchange of one tansaction (e.g. disbursement)
does not necessarily determine the medium of exchange of another (e.g. repayment).

Current account
(IDIM) The current account of the balance of payments covers all transactions (other than those in
financial items) that involve economic values and occur between residents and non-resident entities.
Also covered are offsets to current economic values provided or acquired without a quid pro quo.
Included are: goods, services, income and current transfers.

Current account balance
(TAF) The balance on goods, services, income and current transfers is commonly referred to as the
'currenC balance or 'current account balance.

Debt buyback
The repurchase by a debtor country of all or a part of its extemal debt, usually at a discount. The
debtor country reduces its obligations while the creditor receives some payment.
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Debt-for-charity swap
The purchase by a non-profit organisation such as non-governmental organisation (NGO) of the
external debt of a country at a discount in the secondary market which the NGO then exchanges for
local currency to be used for philanthropic purposes.

Debt-for-commodity swap
The repayment in kind by a debtor country of all or part of its external debt. Typically the lender
takes a specific, earmarked percentage of the receipts from the exports of a particular commodity or
group of commodities.

Debt conversion
The exchange of debt for another liability.

Debt-for-equity swap
A tansaction in which debt (usually of a sovereign country) is exchanged for equity participation in
one of the country's firms. Typically, there will be clauses in the agreement to prevent the repatriation
of capital before some specified future date.

Debt forgiveness
The extinction of a debt, in whole or in part, by agreement between debtor and creditor.

Debt-for-nature swap
An agreement to exchange a liability for funds which are used for projects that improve the
environment

Debt relief
Cancellation of unpaid principal (whether or not already due) and of interest payments already due and,
for the OECD, a reduction in the interest rate-

Debt reorganisation
Any action by a creditor that officially alters the terms established for repayment. Debt reorganisation
can take several forms, including forgiveness, rescheduling, rephasing and refinancing.

Debt service
Refers to payments in respect of both principal and interest

Actual debt service is the set of repayments actually made to satisfy a debt, including
principal interest and late fees.

Scheduled debt service is the set of repayrnents which is contractually required to be made
through the life of the debt, including principal and interest.

Debt service ratio
The ratio of debt service payments made by or due from a country to the value of that country's export
earnings.
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Debt workout
The process of working out a satisfactory method whereby the debtor country can repay external debt,
including restructuring, adjustment, and the provision of new money.

Debtor country
The country in which the debtor is resident.

Debtor Reporting System
Statistical system operated by the World Bank for monitoring the debt of developing countries.

Default
The failure to meet any obligation or term under a credit agreement or contract. A payment which is
overdue or in arrears is technically "in default", since by virttue of non-payment the borrower has failed
to abide by the terms and conditions of the credit. In practice the point at which a loan or credit is
considered "in default' will vary.

Deposit money banks
(IM) Financial institutions other than monetary authorites that have liabilities in the form of deposits
payable on demand and transferable by cheque or otherwise to make payments-

Detafled presentation of the balance of payments
See Aggregated presentation.

Development Assistance Committee (DAC)
Originally established in 1960 as the Development Assistance Group under the Organisation for
European Economic Co-operaion and continued under the Organisation for Economic Co-operationi
and Development as the DAC. The objective of the DAC is the expansion of the volume of resources
made available to the developing countries and the improvement of their effectiveness. It periodically
reviews both the amount and the nature of its members' contributions to aid programmes, both bilateral
and multilateral. The DAC does not disburse assistance funds direcdy but is concemed with promotin,
increased and more effective assistance efforts by its members-

Disbursed and outstanding debt
The amount that has been disbursed from a loan but has not yet been repaid or forgiven.

Disbursement
The actual intemational transfer of financial resources. A disbursement may be recorded at one of
several stages: provision of goods and services; placing of funds at the disposal of the recipient in an
eanrarked fund or account; withdrawal of funds by the recipient from an earmarked fund or account;
or payment by the lender of invoices on behalf of the borrower. The term "utilised" may apply when
the credit extended is in a form other than currency. Disbursements may be recorded gross (the actal
amount disbursed) or net (less repayment of pri.cipal).
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End-of-period exdcange rate
Exchange rate prevailing on the final working day of a given period.

Exceptional financing
(IMF) As an alternative to, or in conjunction with, the use of reserve assets, Fund credit and loans, and
liabilities constituting foreign authorities' reserves, to deal with payments imbalances, exceptional
financing denotes any other arrangements made by the authonties of an economy to finance balance
of payments needs.

Export credit
A loan for the purpose of trade which is not represented by a negotiable instrument. Frequently these
loans bear interest at a rate subsidised by the govemment of the creditor country as a means of
promoting exports (see Trade-related credit).

Export credit agency
An agency in a creditor country which provides loans to finance the export of goods (official export
credits) or provides insurance or guarantees on loans from the private sector of the creditor country
(guaranteed export credits).

External debt
Defined by members of the IWGEDS as follows: 'Gross external debt is the amount, at any given
rime, of disbursed and outstanding contractual liabilites of residents of a country to non-residents to
repay principai4 with or without interest, or to pay inrerest, with or without pincipar.

Flag-of-convenience countries
Countries with favourable tax rules and other regulations attracting companies whose main business
(originally primarily shipping but increasingly production or services) is outside the country.

Foreign direct investment
(RAF) Direct investment reflects a lasing interest of a resident entity in one economy (direct investor)
in an entity resident in another economv (direct investment enterprise). A lasting interest is established
if the direct investor holds 10% or more of the voting power of the direct investment enterprise. Direct
investment covers all transactions in financial assets and liabilities between direct investors and direct
investment enterprises.

Forgive
To renounce a legally binding claim or to grant relief from all or part of a debt under statutory
authonty.

Fund credit
(see Use of Fund crelit and loans)
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Geographical Distnrbution of the Flows of Financial Resources to Devdoping Countries (annual)

An annual publication of the OECD showing the sources of official development financing to
individual developing countries and territories. Included in this publication are detailed data on the
geographical distribution of net and gross disbursements, commitments, tenns and the sectoral
allocation of commitments.

Grant
A legally binding document which obligates a specific value of funds available for disbursement, in
cash or in kind, for which no repayment requirement exists. Also, the funds disbursed. (See also
Technical cooperation grants and grant-like flow).

Grant element
The measure of concessionality of a loan, calculated as the difference between the face value of the
future service payments to be made by the borrower and the grant equivalent, and expressed as a
percentage of the face value of the loan. By convention, a 10% discount rate is used (see also
Concessionality level).

Grant equivalent
The present value of a loan, using, by convention, a 10% discount rate, of the future debt service
payments to be made by the borrower. The grant equivalent is the grant element expressed as a
percentage of the face value of the loan.

Grant-like flow
In OECD terminology, this describes loans for which the original commitment stipulates that service
payments are to be made to an account in the borrowing country and to be used in the borrowing
country to the benefit of that donor country. These transactions are treated as grants in the
OECD/DAC statistics because their repayment does not require a flow of foreign currency across the
exchanges and the proceeds are used for development purposes. They are, nevertheless, counted as
external debt, since the creditor is non-resident.

Gross disbursements
See Disbursernents.

Gross nationa product (GNP)
The measure of the total domestic and foreign output claimed by residents of an economy, less the
domestic output claimed by non-residents. GNP does not include deductions for depreciation.

Guarantee of a loan
A legally binding agreement by a lender to pay any part or all of the amount due on a loan instrument
in the event of non-payment by the borrower.
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International Bank for Reconstuction and Development (IBRD)
The International Bank for Reconstruction and Development (IBRD) was set up as an
intergovemmental financial institution in 1946 as a result of the Brenon Woods Accord. It is the
original agency of the World Bank grup and is commonly referred to as the World Bank (see also
World Bank).

international Development Association (IDA)
The International Development Association, which was established in 1960, supplements the activities
of the World Bank. It provides low-income developing countries with long-term loans on highly
concessional terms: typically a 10-year grace period, a 40-year repayment period and only a small
servicing charge.

Insured (guaranteed) export credit
An export credit which carries a guarantee, issued by an export credit agency, protecting the creditor
against political or transfer risks in the debtor country which may prevent the remittance of debt service
payments (see also Export credit agency).

International Monetary Fund (the IMF)
A specialised agency of the United Nations which encourages monetary cooperation; establishes
international standards for exchange rate policy; promotes stable exchange rates among its member
nations; and extends loans and credits to members in temporary payments difficulties.

Interbank positions
Asset and liability positions of banks vis-a-vis other banks.

International investment position
(IM) A statistical statement, as at a given date, of the stock of extemal financial claims and liabilities.
The position at the end of a period reflects financial transactions, valuation changes and other
adjustments occurring duning the period which affect the level of assets and liabilities-

Late interest darges
The additional intmest that may be levied on obligations overdue beyond a specified time; in some
Paris Club agreements late interest charges have been specifically excluded from the debt consolidation.

Liability
An amount owed (i.e. payable) by an individual or entity for items or services received, expenses
incurred, assets acquired, construction performed and amounts received but not yet earned.

Line-of-credit
An understanding or statement of the wiiingness to provide credit up to a ceiling over a specified
period of time.
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Loan
A legally binding document which obligates a specific value of funds available for disbursement. The
furnds disbursed are to be repaid (with or without interest and late fees) in accordance with the terms
of a promissory note or repayment schedule.

Loan agreement
The legal evidence of an agreement to lend once certain preconditions have been met.

London interbank offered rate (LIBOR)
The London interbank offer rate for deposits, such as the 6-month dollar LIBOR or 6-month
Deutschemark LIBOR. This rate is used for convenience to measure the approximate cost to banks
of funds which they obtain in the interbank markets, and it is commonly the basis on which their
lending margins are fixed. Thus, an original loan agreement or a rescheduling agreement may set the
interest rate to the borrower at 6-month dollar LIBOR plus 1.5%, with semi-annual adjustments for
changes in the LIBOR rate.

Long-term external debt
Debt that has an original or extended maturity of more than one year.

Market price
Amounts of money that willing buyers pay to acquire something from willing sellers.

Maturity (loan)
The period from commitment or disbursement to final repayment of the loan.

Maturity, residual (loan)
The time remaining until the final repayment of the loan.

Maturity strcture
In the terninology of the BIS, the breakdown of claims or liabilities according to their residual
maturity (also known as "maturity profile" or "maturity distribution").

Nationality
(Of banks): country of residence of the head office.

Nationalisation
A process throug,h which privately owned (including foreign-owned) enterprises are taken over by the
state. The state normally assumes, together with the assets of the enterprise, any oatstanding debt,
including extemal debt.

Net disbursements
See Disbursements.
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Official development assistance (ODA)
Flows to developing countries and to multilateral institutions provided by official agencies, including
state and local governments, or by their executive agencies. Each ODA transaction must :neet two
basic criteria. First:

"It must be administered with the promotion of the economic development and welfare of the
developing countries as its main objectiie. Second, it must be concessional in character with a
grant element of at least 25 per cent."

ODA loans
Loans with a maturity of over one year meeting the criteria set out in the definition of official
development assistance which are provided by governmenes or official agencies and for which
repayment is required in convertible currencies or in kind.

Official creditors
Intemational organisations, regional development banks and inter governmental age -c es, govemments
and their agencies (including central banks).

Official development bank
A non-monetary financial intermediary controlled by the public sector. It primarily en,gages in making
long-tern loans that are beyond the capacity of other financial institutions.

Official export credit
Export credits which are extended by specialised agencies or institutions of the official sector (and
whose terms can therefore be influenced by the government).

Offslhore centre
A financial centre where many of the financial institutions present have little connecton with the
country's financial system and are usually resident for tax purposes-

Orgnisation for Economic Co-operation and Development (OECD)
Successor to the Organisation for European Economic Co-operation, established in 1961. ' -h the
reconstruction of Europe accompLished (the aim of the OEEC), the 9bjectives of the Or, - in for
Economic Co-operation and Development are to promote economic growth through the on of
world trade and to aid the economic expansion of the developing countries. Its he !-t.... mre in
Paris, France.

Other official flows (OOF)
Transactions by the official sector of the creditor country whose main objective is other than the
borrowing country's economic development, or, if they are mainly for development, whose g-ant
element is below the 25% dhreshold hat would make them eligible to be recorded as ODA.

I

Paris Club
The forum in which debt relief has been provided since 1956 by the governments belonging to the
Development Assistauce Committee of the OECD. The members of the DAC are: Austalia, Austia,
Belgium, Canada, Denmark, Finland, France, Germany, Ireland, Italy. Japan, the Netherlands, New
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Zealand, Norway, Sweden, Switzerland, the United Kingdom, the United States and the European
Commission. Participation in the Club is open to any official creditors that wish to take part. The
Chairman of the Club and its small secretariat are provided by the French Treasury, which also
arranges the venue for its meetings in Paris.

Portfolio investment
(IMf) Investment in long-term debt securities and equity securities, other than direct investment and
the acquisition of reserve assets. In the ffth edition of the Balance of Payments Manual, this category
also covers short-term financial instruments, including derivatives.

Prepayment
The partial or full repayment or repurchase by the borrower of outstnding loan principal and interest
in advance of maturity. This may be at a discount from the current outstanding principal.

Principal outtding
The amount of principal disbursed and not repaid.

Principal repayment schedule
The repayment stream of principal by due date and instalment amount.

Private creditors
Bondholders (of bonds that are either publicly issued or privately placed), private banks and other
private financial institutions, and manufacturers, exporters and other suppliers of goods which have
extended credits.

Private non-guaranteed debt
The external obligation of a private debtor whose repayment is not guaranteed by a public (borrowing
country) or official (creditor country) entity.

Promissory note
A written promise to repay a loan, either with or without interest. The note specifies the terms of the
repayment of principal and payment of interest, and may include the amount of principal instalments,
the rate of interest, the calclation of interest the due dates and the maturity date.

Provisioning (provisiqns)
The setting aside of sums (provisions) to meet an eventuality, which in the debt context would usually
be the possibility of default.

Public debt
The extemal obligation of a public debtor, and as the national government, a political subdivision (or
an agency of either) and autonomous public bodies such as public enterprises.

Publicy guaranteed debt
The external obligation of a private debtor whose repayment is guaranteed by a public entity in the
borrowing country.



Debt Stocks, Debt Flows and the Balance or Payments 149

Refinancing loan
The extension of a new credit, the proceeds of which are to be used to make payments due under a
previously existing crediL

Renegotiate
An umbrella term for any changes in existing loan contracts agreed between creditors and debtors.

Reorganise
Another umbrella term with the same rneaning as renegotiate.

Rephasing
A revision of the terms of repayment to extend the maturity date whereby the creditor and the debtor
establish a revised repayment schedule for principal and interest, and where the identty of the creditor
and the debtor remains the same.

Reportinig banks
In BIS terminology, deposit-taking institutions and some non-deposit taking financial institutio.s which
havre intemational assets and liabilites of some size and provide statistical information to the authorities
in the country where the banking office is locatod or to the authorities in the country where the parent
bank is located.

Repudiation of debt
A unilateral disclaiming of a liability by a debtor.

Resheduling
A scheme of debt renegotiation in which some percentage of debt service payments falling due during
a defined period (and possibly including amounts in arrears) will be subject to new repayment terms.
Effectively the amounts involved form the outstanding amount of a new loan with terms defined at the
time of the rescheduling. The rescheduled amounts may include both principal and capitalised interest
Rescheduling debt is one means of providing a debtor with a period of reduced debt service, so as to
allow economic recovery.

Reserve assets
(IME) All assets that are readily available to and controlled by a country's monetary authority for direct
financing of payments imbalances, for directly regulating the magnitude of such imbalances through
intervention in the exchange markets to influence the exchange rate or for other purposes.
Residents
(IMF) An institutional unit is a resident when it has its centre of economic interest within a country's
territory. The centre of interest is where there is a dwelling, place of production or other premises from
which the unit engages and intends to continue engaging, indefinitely or for -a long time, in economic
activities; resident units are households and individuals, corporations and quasi-corporations, non profit-
institutions and government (fifth edition of the Balance of Payments Manual).



SO Glossary

Sectoring
Breaking down of external debt according to classifications of various kinds.

Short-term external debt
Debt that has an original maturity of one year or less, or with no stated maturity.

Standby credits
A commitment to lend up to a specified amount for a specific period, to be used only in a certain
contingency.

Stock figures
Amounts of financial credits and liabilities outstanding at a particular point in time.

Suppliers' credit
A financing arrangement under which the supplier (or exporter) extends credit to the buyer in the
importing country-

Technical cooperation grants
There are two basic types of technical cooperation:

free standing technical cooperation (FTC), which is the provision of resources aimed at the
transfer of technical and managerial skills or of technology for the purpose of building up general
national capacity without reference to the implementation of any specific investnent projects; and

investment-related technical cooperation (IRTC), which denotes the prvision of technical
sevices required for the implementation of specific investment projes

Tied aid credits
Loans or grants or associated financing packages available to certain bofrowers, containing a certain
minimum concessional element, currently 50% for least developed countries and 35% for other eligible
(low-incomne) countries, which are tied to the procurement of goods and services from the donor
country.

Total official flows
The sum of official development assistance (ODA) and other official flows (OOF). Represents the total
(gross or net) disbursements by the official sector of the creditor country to the recipient country.

Trade-related credit
In the tenninologies of the BIS and the OECD this term is equivalent to trade crediL In the
terminology of the IME trade credits consist of claims and liabilities arising from the direct extension
of credit by suppliers and buyers for goods and services transactions, and advance payment for work
in progress.

Tramche
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A particular set of disbursements under a loan with its own specific terns as opposed to general terms
,overning the whole loan.

Transfer clause
A provision which commits the debtor govenmnent to guarantee the immediate and unrestricted transfer
of foreign exchange in all cases provided the private secLor pays the local currency counterpart for
servicing its debt.

Undisbursed
Amounts communitted but not yet utilised. In BIS terminology, this refers to open lines of credit which
are legally binding on lending banks-

Unrequited transfers
(IMF) Transactions in which one transactor provides an economic value to another transactor but does
not receive a quid pro quo on which, according to the conventions and rules of the balance of
payments system, economic value is placedc The value that is lacking is represented by an entry in
the balance of payments statistics that is referred to as an unrequited transfer.

Use of Fund credit and loans
Liabilities to the International Monetary Fund resulting from the use of the IMF General Resource
Account (e.g drawings under credit tranches, use of the compensatory and contingency financing
facilities) and outstnding loans under the Stmctual Adjustment Facility, the Enhanced Structral
Adjustnent Facility and the Trust Fund-

World Bank
An intexovernmental financial institution with the status of a specialised agency of the United Nations
The World Bank assists economic development by lending to public entities domiciled or public
present in any of its member countries. Its finds are obtained from three sources: payment made by
members on account of their capital subscriptions; borrowing in capital markets worldwide; and net
earnings Loans are usually resticted to maturties of not more than 20 years and carry an interest rate
based on that at which the World Bank itself can borrow.

- Write-off
The removal from the creditor's books of disbursed and outstanding debt and/or of interest arrears.

t.
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