How To Interpret The

Balance of Payments Accounts

The Balance of Payments Accounts is a double entry
record of real and financial transactions between U.S. and
foreign residents. Because it is based on double entry
bookkeeping principles, the balance of payments always
balances in the sense that receipts alwavs equal payments.
The double entry nature of the Balance of Payments Ac-
counts is shown on the left-hand side of the accompanying
table. This strictly accounting balance must not be con-
fused, however, with a meaningful economic balance, be-
cause the economic behavior underlying some of these
transactions may not be sustainable. For example, the
receipt of $1.2 billion in 1967 from the sale of the U.S.
gold stock (IV.3.a) can only continue as long as our gold
stock lasts. There are two officially accepted measures of
our economic Balance of Payments, the Liguidity Balance
and the Official Settlements Balance, which are shown on
the right-hand side of the table.

To understand the bookkeeping aspect, it is conven-
ient to divide the Balance of Payments Accounts into four
categories: Goods and Services, Private Capital, Govemn-
ment, and Other. These accounts are, of course, linked to
one another; an export could be financed by a private bank
loan, by a Government grant, or by a private gift.

I. Goods and Services: Merchandise exports and imports
are a measure of physical goods which cross national
boundaries. Service exports and imports measure pur-
chases and sales of services by U.S. residents to foreign
residents. Sales of military equipment are included in
service exports, and U.S. military purchases abroad are
included in service imports (L.2.a), Investment income
from the large volume of US. direct and portfolio invest-
ment abroad is the largest surplus item in the service cate-
gory {L.2.b). Next to military, travel is the largest deficit
item in the Goods and Services category {1.2.¢).

II. Private Capital: For long-term capital, this records all
changes in U.5. private assets and lighilities to foreigners.
Net increases in .S, assets are measured as payments of
dollars abroad,- and net increases in U.S. liabilities are
measured as receipts of U.S. dollars from abroad. Direct
investment (IL.1.a) by Americans abroad is much larger
than direct investment by foreigners in the United States,
However, portfolic investment (I1.1.h) is about evenly
divided. For short-term capital, payments represent
changes in all private U.S. assets, while receipts represent
only changes in non-bank short-term Habilities. Changes
in U.S. bank short-term liabilities are listed under 1V.4
along with short-term liabilities of U.S. official monetary
institutions.

II\. Government: Gross outflow of loans, grants, and
transfers for the Government were $3.6 billion, and the
net outfiow was $4.2 billion in 1967. A large share of
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Government leans and grants is tied to purchases in the
United States. To the extent that tied purchases would
not have been made without the Government lgan or
grant, this results in an increase in exports of U.S, Goods
and Services. Thus, the $4.2 billion deficit somewhat
overstates the: Government’s real impact on the overall
Balance of Payments deficit.

IV. Other: Private Transfers represents gifts and similar
payments by American residents to foreign residents.
Errors and Omissions is the statistical discrepancy hetween
all specifically identifiable receipts and pavments. It is
believed to be largely unrecorded short-term capital move-
ments. Changes in U.S. Reserve Assets represent official
transactions of the U.S. Government with foreign govern-
ments and the International Monetary Fund. Changes in
U.S. Liguid Liabilities represent increased foreign hold-
ings of liquid dollar Liabilities of U.S. private and official
monetary institutions {Banks, the U.5. Treasury and the
Federal Reserve).

Balance of Paygments Measures

Two economic measures of the balance of payments
are represented in the table. The Net Balance column
shows the source and overall size of the deficit or surplus,
while the Financing column shows how the deficit is
financed or the surplus disposed.

The major difference between these two measures is
the way foreign holdings of U.S. bank and Treasury liahili-
ties are handled. The underlying assumption about eco-
nomic behavior in Liguidity Balonce is that all foreign
holdings of dollar Habilities which mature in one year or
less (Liguid Liabilities} are a real claim on the U.S. gold
stock. As such, the Liguidity Balance measures the actual
decline in the U.S. gold stock and other reserve assets of
the U.8. Government and increases in all U.S. liguid
lizbilities to foreigners.

The underlying economic rationale of the Official Set-
tlements Balance is that only foreign official holdings of
dollars represent a real claim on the gold stock. Foreign
private helders and international organizations have a de-
mand for dollar balances as an international currency in
the same way as they may have a demand for any U.S.
services. Thus, an increase in foreign private holdings of
dollars is treated in a manner similar to that of a capital
inflow; i.e., included in the Net Balance column rather
than in the Financing column. The Official Settlements
Balance measures changes in .S, reserve assets, and
changes in foreign official holdings of dollars both liquid
and non-liguid, Thus, long term U.S. bank labilities of
$.8 billion and U.8. Treasury labilities of $.5 billion
purchased by foreign governments are in the Financing
column.
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H U. 5. BALANCE OF PAYMENTS, 1967
{Ir Billions of Dollars)

Balance of Payments Measures
. Balance of Payments Accounts Liquidity Balance Official Settlements Balance
Transactions Financing Financing
Receipts Payments Balance Net Balance of Net Balance Net Balance of Net Balance
l. Goods and Services...... e 45.8 41.0 + 4.8 + 4.8 cen + 4.8 R
1. Mdse, Trade (goods}......, 30.5 27.0 + 35
2. Services...ioau.. .. e 153 14.0 + 1.3
a. Military e v v b e v a0 v PO 1.2 4.3 e 3 PR PPN . s
: b. Investment Income........ PN 6.9 2.3 + 4.6 s e e
¢ Fravels....... tht e 17 3.2 - 1.5 - P caes Ve j
d Other. v u v i nnnn. P 5.5 4.2 + 1.3 cren rea e |
Il. Private Capital......... vere 2.7 5.5 - 2.8 — 2.8 R e : i
1. longterm............. 2.3 4.3 e 2.0 L
. Direct Investment «svenens ... 2 3.0 — 28 e R - 2.8 cee i
b. Portfolio Investments v v v v s vs v 1.0 1.3 — 3 PO N — .3 .
c. Bank and Other Loons {Net).. ., 1.1 0 4+ 143 [ S + 3 + 8
2. Shortterm........oinvnnn. 4 i2 - 8 — B
ill. Government (non-military)., ... 1.4 5.6 — 4.2 — 4.2 ceas e v
YT O 1.4 3.4 — 20 — 25 + 5 E
E 2. Grants and Transfers....... cees 2.2 — 2.2 e N e 2.2 |
iV. Other....... et
1. Private Transfers,,......... .8 — .8 — .8 — .8
2. Errors and Omissions....... . e 5 — 5 — 5 e - .5 S
3. Changesin U.S. Reserve Assets 1.2 i3 FREN | . + ] +
a. Gold {ovtflow is receipt) oo o v .. 1.2 + 1.2 . o
b, Convertible Currencies « o vuos . s 1.0 — 14 R [N e PN
c. I M F Goid Tranche Position. . . . e .1 — 1 [N P PN
4. Changes in U.5. Liguid
Liabilities. v oo vevinnenen, 3.7 2 + 3.5 e + 3.5 caen s
da. Forelgn Officiol Holderss v v v v v s 2.0 e 4 28 N PR e - 2.0
b. Foreign Prvi. Holderss s v v s 17 P + 17 . ‘e + 17 o
c. Int'l. Orgenizations
other than 1 M Fuuvwvun. . v P 2 — R e — .2




