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International economic accounting systems are part of the macroeconomic 
national accounting system. On an aggregate basis, they show the economic 
relations of a country with foreign countries. More precisely, they report what 
has happened in the more or less distant past, i. e. they perform so-called ex-
post analyses.  
 
International economic relations comprise two aspects: transactions and 
claims. These are dealt with in two distinct international economic accounting 
systems, the balance of payments (BoP) and the international investment 
position (IIP). 
 
The BoP registers the transactions between domestic residents and 
foreigners. As far as these transactions (flows) lead to external wealth, they 
are recorded as assets and liabilities (stocks) in the IIP. The IIP also takes 
into account changes of assets and liabilities that result from revaluations of 
existing stocks.  
  
We will deal with the IIP in section 2.2. Before, we are now going to discuss 
the BoP. 
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2.1  International Economic Transactions: Balance of Payments 
 
The Balance of Payments (BoP) is the result of the BoP statistics.  

 
2.1.1  Basics 
 
(1)  Content 
 
The BoP reports all economic transactions between residents of a certain 
geographical area, usually a country, and non-residents: 
 
- The former are called the “domestic residents” while the latter are called 

“foreigners” or “non-domestic-residents”. Domestic residents comprise 
natural persons domiciling in the reporting area as well as all other agents 
who mainly perform their economic activity there. 

 
- Economic transactions comprise transactions in goods and services as 

well as asset transactions. Each can take the form of either an exchange 
or of a unilateral transfer; Feenstra/Taylor [(2012), p. 577] speak of 
“market transactions” and “non-market transactions”, respectively. 

 
- Transactions are flow variables or changes of stocks, i. e. they have the 

dimension “euro per period”. Thus, the data recorded in the BoP always 
refer to a well-specified period of time.  

 
 
(2)  Critique of the term „Balance of Payments“ 
 
The name BoP is misleading in two respects: 
 
- “payments”: the BoP records all transactions between domestic residents 

and foreigners, even if they do not include payments (example: barter 
trade) 

 
- „balance“: as mentioned before, the BoP registers flows; in contrast, a 

balance sheet shows stock variables 
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(3) Rules of bookkeeping  
 
There are three principles of BoP accounting; see Krugman/Obstfeld/Melitz 
(2022), pp 363n; Feenstra/Taylor (2012), pp 577 n. 
 
 
(a) Distinction between credits and debits 

 
Transactions that, at least in principle, lead to an inflow of payment (receipt) 
are entered as credits. As an example, we take the export of a car: it is 
booked as a credit entry “export of goods” (EXG). This holds not only if our 
foreign client actually pays for the car, but also if there is no inflow of 
payments (see the example below). 
 
Transactions resulting – at least in principle – in a payment to foreigners are 
entered as debits. 

 
 

(b) Double-entry bookkeeping 
 
Every transaction enters the BoP twice, once as credit and once as a debit. 
When it comes to presenting the BoP in the form of an equation, credits are 
given a positive sign while debits get a negative sign. 
 
If a transaction is an exchange (market transaction), it automatically leads to 
two offsetting entries. Example: sale of a car to an American client (credit 
entry) who pays on our account in New York (debit entry: purchase of the 
asset “claim on a foreign bank”). 
 
If however, the transaction is a unilateral transfer, the second entry is – in 
principle – missing. Example: we give a car as a gift to the Red Cross 
Organization in a poor country. In this case, the credit entry (export of a car) 
does not automatically lead to second entry! In order to keep up the principle 
of double-entry bookkeeping, we simply define a counter-entry “unilateral 
transfer, given” and book it as a debit. In the sequel, we keep in mind that 
the “transfer” accounts – there will be two of them – take counter-entries, i. 
e. we first enter a unilateral transfer in one of the “normal” parts of the BoP 
and only in a second step do we enter it in a “transfer” account. 
 
An immediate consequence of the double-entry principle is that the BoP as 
a whole is always balanced: the sum of credit entries is necessarily equal to 
the sum of debit entries. 
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(c) Classification in “accounts” 
  
International transactions are classified in two broad groups. They define the 
two broad sub-balances (“accounts”) of the BoP: 
 
- Current account (CA): transactions in goods and services, including factor 

services  
 
- Capital and financial account (KA + FA): asset transactions. Asset 

transactions are registered in the financial account (FA) if they constitute 
an exchange (market transaction); an example would be the sale of a 
share to a foreigner. If, however, they are a unilateral transfer, the counter-
entry is the capital account (CA); an example would be a heritage. 
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(4) Presenting the balance of payments 
 
The bop can be represented in the following ways: 
 
- account: this is helpful for didactic purposes; it also emphasizes the 

bookkeeping character of the bop statistics 
 
- table: this is the way of presentation in official statistics 

 
- equation: definitions from the bop are an important part of open-economy 

macroeconomic models.  
 
 
(a) The bop as an account 
 
Exhibit 2.1.1 (3a) illustrates the bop as an account. The left side shows 
transactions that, at least in principle, lead to an inflow of payment (receipt); 
they are recorded as credits. Any transaction resulting – at least in principle 
– in a payment to foreigners is entered on the right side, i. e. as a debit. 
 
As an example, we look at the export of a car to an American person: it is 
entered as a credit (EXG) in the balance of foreign trade because, in principle, 
it leads (or: should lead) to an inflow of payment. The counter-entry depends 
on the character of the transaction: 
 
- Exchange in the form of a sale: if our American client pays on our bank 

account in New York, the counter entry is a debit (CEX) in the financial 
account. The explanation for this is that the increase in our bank account 
must be viewed as the purchase of a foreign asset (“claim on a N. Y. 
bank”): as such, it would lead to an outflow of payment, leading to a debit 
entry. 

 
- Exchange in the form of a barter trade: if we exchange our car against the 

American guy’s motorbike, the counter-entry would be a debit IMG in the 
balance of foreign trade. 

 
- Unilateral transfer: if we give the car as a gift, the counter-entry is in one 

of the transfer accounts: 
 

(i) If it is an asset transfer, it is a debit (KAgiv) in the capital account. 
(ii) If it is an income transfer, it is a debit (CTgiv) in the balance of current 

transfers. 
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    Cumulated 

Name Credit Debit: Balanc Balance 
 
Account of Trade in 
Goods 

 
Exports of goods  
(EXG) 
 

 
Imports of goods  
(IMG) 
 

 
 
TBG 
 

 

 
Account of Trade in  
Services 

 
Exports of services 
(EXS) 

 
Imports of services 
(IMS) 

 
 
TBS 

 
 
 
TB 

 
Account of Income  
Payments (Primary 
Income) 
 
 
Account of Current 
Unilateral Transfers 
(Secondary Income) 

 
Export of factor 
services (EXF) 
 
 
Current transfers 
received (CTrec) 
 

 
Import of factor 
services (IMF) 
 
 
Current transfers 
given (CTgiv) 

 
 
IB 
 
 
CTB 

 
 
 TB 
 + IB 
 
 
CA 

 
A. Current  

Account 

 
Income received 

 
Income used 

 
CA 

 

 
 
B. Capital Account 

 
Capital transfers 
received (KArec) 

 
Capital transfers 
given (KAgiv) 

 
 
KA 
 

 
 
 
NL 

 
 
 

 
Net incurrence of  
commercial (“other”) 
liabilities (CIM) 
 
 
Net incurrence of  reserve 
liabilities: USA only 
 

 
Net acquisition of  
commercial 
(“other”) assets 
(CEX) 
 
Net acquisition of  
reserve assets 
(ΔtransOR) 

 
 
 
 
CFA 

 
 
OSB 

 
 
 
 
 
(BP) 
 
 
0 

 
C. Financial  
     Account 
 

 
Net-incurrence of 
foreign liabilities 

 
Net acquisition of   
foreign assets 

 
FA 
 

 
 
0 

TB = Balance on goods and services. IB = Balance on primary income. CTB = Balance on current transfers. 
CA = Balance on current account. KA = Balance on capital account. NL = net lending (if +) /net borrowing 
(if -). FA = Balance on financial account. CFA = Balance on nonreserve („commercial“) financial account. 
OSB = Official settlements balance  
 
Exhibit  2.1.1 (3a): The Balance of Payments as an Account  
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As mentioned before, every international transaction enters the BoP twice, 
once as a credit and once as a debit. Thus, the two sides of the BoP are of 
equal „length“: the BoP as a whole is always balanced (see the number 0 in 
the very last line of the column “cumulated balance”). 
 
The account form only shows data for one period. In order to overcome this 
inconvenience, in practice the BoP is presented in the form of a table. 
 
 
(b) The BoP as a table 
 
Sometimes, the items are in horizontal ordering while the periods are shown 
in the vertical head column. As an example, we take the BoP of the euro area 
as it was published by the European Central Bank (ECB) until 2023. 
 

 
 

     Exhibit  2.1.1 (3b): The Balance of Payments of the Euro Area 
                        Source: European Central Bank (2023), p. 59. [Retrieved April 7, 2023] 
 
 
We note from the above table that data are published for various lengths  
of periods: years, quarters, months. 
 
Sometimes, the items are shown in vertical ordering while the periods are on 
the horizontal axis. As examples, we take the exposition of the German BoP 
as published by the Deutsche Bundesbank as well as the French BoP 
published by the Banque de France. 



 

Intern Econ (BA 4 SWS) / § 2 

9 

 
                
Exhibit  2.1.1 (3c): Major Items of the German Balance of Payments   
                  Source: Deutsche Bundesbank (2025), p. 188. [Retrieved March 28, 2025] 
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Exhibit 2.1.1 (3d): The French Balance of Payments 2023 
                   Source: Banque de France (2024), pp 42n. [Retrieved April 3, 2025] 
 
 
 
(c) Equation 
 
For theoretical purposes, the BoP or parts of it are expressed in the form of 
equations.  
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2.1.2 The Accounts in More Detail 
 
As mentioned before, the bop is divided into three „accounts“: the current 
account, the capital account and the financial account. They are in turn 
subdivided into parts. 
 
(1)  Current account 
 
The current account records all income transactions between domestic 
residents and foreigners, i. e. transactions which directly relate to current-
period disposable income. Exhibit 2.1.2 (1) illustrates for the case of the euro 
area that it is divided up into four parts: the balance of trade in goods, the 
balance of trade in services, the income balance, and the balance of current 
unilateral transfers. 
 
Exhibit 2.1.1 (3b) showed the balances for each of these. The balances are 
calculated as “credit minus debit” as becomes clear in the following exhibit: 
 

 
 
Exhibit 2.1.2 (1): The Current Account of the Euro Area  
               Source: European Central Bank (2025), p. S8. [Retrieved March 28, 2025] 
 
 
(a)  Account of trade in goods (account of foreign trade) 
 
The balance of trade in goods registers the exports and imports of merchandise 
goods (EXG, IMG). Its balance (TBG) is just the difference between the two: 

 
(2.1)     TBG  =  EXG  -  IMG . 
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For the years 2020 to 2022, exhibit 2.1.2 (1a1) shows the geographical 
breakdown of the so-called external trade in goods of the euro area, i. e. of 
trade with countries outside the monetary union. More recent data are 
illustrated in graph 2.1.2 (1a2). 
 
 

 
 
 
 Exhibit 2.1.2 (1a1): Geographical Breakdown of Trade in Goods of the  
                                Euro Area 
                    Source: European Central Bank (2023), p. 71. [Retrieved April 7, 2023] 
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Exhibit 2.1.2 (1a2): Geographical Breakdown of Trade in Goods of the  
                                Euro Area 2023 Q4 – 2024 Q3:  

- left part: exports of euro area (credits) 
- right part: imports of euro area (debits) 

                    Source: European Central Bank (2025) [Retrieved March 28, 2025] 
 
 
 
 
The following exhibit gives a survey of the recent regional structure of 
German merchandise trade and its change against previous years. 
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               Exhibit  2.1.2 (1a3): German Foreign Trade by Region 

                                 Source: Deutsche Bundesbank (2025), p. 177. 
                                               [Retrieved March 29, 2025] 
 
The following exhibit also shows which countries are Germany’s most 
important partners in merchandise       
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 Exhibit  2.1.2 (1a4): German Foreign Trade (Special trade)  
                                   by Country and Group of Countries  

                        Source: Deutsche Bundesbank (2025), p. 77*. 
              [Retrieved March 29, 2025] 
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(b)  Account of trade in services 
 
This part of the bop registers the sales and purchases of services (EXS, IMS). 
Important items are services in the fields of travel and of  transportation; an 
example for an import of services would be the overnight stay in a hotel 
abroad. Financial services, patents and licenses are other important 
elements in this field of international trade. 
 
As in the case of trade in goods, the balance (TBS) can be calculated as the 
difference between exports and imports: 
 
(2.2)     TBS   =  EXS  -  IMS . 
 
 
The next exhibit shows important elements of German trade in services with 
foreign countries. (The last two columns belong to the income balance that 
we are going to discuss in subsection (c) .) 
  

           

            
 
Exhibit 2.1.2 (1b): German Service Trade and External Income Payments  
                  Source: Deutsche Bundesbank (2025), p. 78*. [Retrieved March 29, 2025] 
 

 
(c)  Account of (primary) income  
 
This part of the current account registers the receipts and payments of 
income that result from exports and imports of factor services: 
 
- we receive income from the export of services of the three primary  

production factors labour, capital and soil (EXF); the income received  is 
entered as a credit and indicates the value that foreigners attribute to the 
use of our primary factors of production 

- by analogy, the import of foreign factor services (IMF) is shown as a debit. 
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Capital income includes interest payments as well as dividends and leases. 
As an example, take the case of German „investment income“ in the very last 
column of exhibit 2.1.2 (1b2) above: the figure represents net income, i. e. 
the difference between capital income received and paid. 
 
In the praxis of bop statistics, only part of total labour income from abroad is 
booked in the balance of income, namely the wages of employees. Again 
look at the table above where we see the net German income in this field. As 
an illustrative example for the export of labour services, take the wages of 
people domiciling in Konstanz (Germany) and working in Switzerland. Income 
of self employed people is booked in the balance of services. 
 
The balance on (primary) income (IB) is just the difference between exports 
and imports of factor services: 
 
(2.3) IB  =  EXF  -  IMF . 
 
 
Columns 8 – 11 of exhibit 2.1.2 (1) above display results for the euro area. 
They show the aggregate income as well as the labour income of em-
ployees. Flows of capital income for 2020 – 2022 are shown in detail in the 
next table.   
 

 
 
Exhibit 2.1.2 (1c): Flows of Investment Income between the Euro Area 
                             and the Rest of the World 
                 Source: European Central Bank (2023), p. 61. [Retrieved April 7, 2023] 
 
 
The accounts discussed so far register exchanges as well as unilateral 
transfers. The two accounts that follow only record unilateral transactions, so-
called transfers. More precisely, they take the counter-entries (!) for unilateral 
transactions.  
 
The bop statistics distinguishes between current transfers and capital (or: 
asset) transfers. The current account only encounters the current transfers. 
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(d)  Account of current transfers (secondary income) 
 
Current transfers occur more or less regularly, change disposable income 
and thereby consumption and saving. Examples: 
 
- regular sending of teachers to a Romanian university offering a complete 

programme (BA in Management) in German language: this would enter 
the balance of (primary) income as a credit (EXF) while the counter-entry 
would be a debit in the balance of current transfers (CTgiv) 
 

- periodical payments that a foreign student residing in Germany gets from 
his parents abroad (or from a scholarship by his government) 

 
- the following exhibit 2.1.2 (1d) shows that the German balance of current 

transfers is strictly negative, i. e. we give more transfers than we receive. 
The most important items are transfers given to international organiza-
tions, most of all to the EU, and remittances from so-called  guest-workers 
to their families in the countries of origin; all of these payments are first 
booked in the financial account and then, with their counter-entry, in the 
balance of current transfers. 

 
 
The balance of the account of current transfers (CTB) is simply the difference 
between the current transfers received (CTrec) and the current transfers given 
(CTgiv): 
 
(2.4)     CTB     =     CTrec  -    CTgiv      . 
                  

     
     

                   
 
Exhibit 2.1.2 (1d): Secondary Income and Capital Account of the Federal  
                              Republic of Germany (Balances)  
                  Source: Deutsche Bundesbank (2025), p. 78*. [Retrieved March 29, 2025] 
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(e)  Current account as a whole 
 
We sum up the four balances discussed so far. The resulting balance is called 
the balance on current account (CA):   
 
(2.5)     CA   =   TBG    +   TBS    +   IB   +   CTB  . 
 
 
The left part of the following graph shows the developments of the balance 
on current account of the euro area. It also illustrates the balances of its main 
sub-accounts.  
                   
                

 
 

      Exhibit 2.1.2 (1e1): The Balance on Current Account of the Euro Area 
                         Source: European Central Bank (2025a). [Retrieved March 29, 2025] 
 
The left part of the next graph shows Germany’s balance on current account 
in total. The right part illustrates that balance vis-à-vis Germany’s partner 
countries from the euro area. 
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         Exhibit 2.1.2 (1e2): Germany’s Current Account Balance 
                            Source: Deutsche Bundesbank (2025), p. 168. 
                                              [Retrieved March 29, 2025] 
 
 
(2)  Capital account 
 
The capital account records two quite different types of transactions: 
 

- acquisition and disposal of non-produced, nonfinancial items: these include natural 
resources (generally land) and intangible assets (e. g. contracts, leases, licenses, 
marketing assets, copyrights, trademarks, and patents) 
 

- capital transfers receivable and payable between residents and non-residents; they 
redistribute wealth between residents and non-residents but leave saving un-
affected, see European Commisson / IMF / OECD / UN / World Bank (2009), p. 44 

 
Capital transfers are transfers in which the ownership of an asset (other than cash 
or inventories) changes from one party to another; or which obliges one or both 
parties to acquire or dispose of an asset (other than cash or inventories); or where 
a liability is forgiven by the creditor. A capital transfer results in a commensurate 
change in the positions of assets of one or both parties to the transaction without 
affecting the saving of either party. The capital transfers include debt forgiveness 
and assumption, extraordinary claims associated with nonlife insurance, and 
investment grants.  
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Capital transfers can be large (particularly in the case of capital transfers) and are 
usually irregular in nature. In contrast to current transfers, capital transfers thus 
often have a one-time character or, at least, do not occur regularly. (In 
statistical practice, a transfer is classified as a capital transfer if at least one 
of the two partners views it as one-time.) As income is seen as a regular flow, 
capital transfers are not part of current disposable income but rather change 
wealth; thus, they are also called asset transfers.   
 
The capital account takes cross-entries for capital transfers. As an example, 
take the apartment that a German resident inherits from his “rich uncle” in the 
USA: it is entered as a debit in the financial account (CEX) while the counter-
entry is a credit in the capital account (KArec); without that entry, the second 
entry would be missing, and the fundamental rule of double-entry 
bookkeeping would be violated. This illustrates that the entry in the capital 
account is an offset to an unrequited transfer of a capital item registered in another 
account of the balance of payments. 
 
Among other things, the balance of capital transfers comprises debt 
forgiveness. However, it does not include involuntary debt cancellation, such 
as results from unilateral defaults; these are counted as capital losses, i. e. 
as valuation effects; see Feenstra/Taylor (2012), p. 574. They can thus not 
be included in the bop which only registers transactions, not pure valuation 
changes. [We may explain this by the fact that transactions presume an 
agreement between the two counterparties: while a debt forgiveness is based 
on an agreement, a default is not.] 
 
As mentioned above, in addition to the transfer items mentioned so far, the 
account also shows the acquisition and disposal of non-financial, non-
produced assets (like patents, trademarks, copyrights, etc.). They do not 
appear in the financial account; only the payments connected with them are 
recorded in the financial account. So, again we need the entry in the capital 
account to respect the principle of double-entry bookkeeping. 
 
Much like the balance on current transfers, the balance on capital account 
(KA) is the difference between transfers received and given: 
 
(2.6) KA    =     KArec     -      KAgiv . 
 
 
Summing up the balances on current account (CA) and on capital account 
(KA) gives net lending/net borrowing to/from abroad (NL). Column 7 of exhibit  
2.1.1 (3b) shows empirical results for the euro area. 
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(3)  Financial account 
 
The financial account registers the changes of domestic residents’ assets and 
liabilities against foreigners if these changes result from transactions. This 
definition covers very different types of assets: financial assets such as loans, 
bonds, equity as well as real assets such as buildings (nonfinancial assets 
produced).  
 
If we present the bop in account form, transactions in liabilities are entered 
on the left-hand side of the bop while transactions in assets figure on the 
right-hand side; see exhibit  2.1.1 (3a) above. More precisely … 
 
- … the left-hand side shows the net incurrence of (foreign!) liabilities which 

is the difference between the incurrence of new liabilities and the 
repayment of old ones; a positive net incurrence means that we have 
borrowed “fresh” financial means in excess over the redemption of old 
funds; it thus indicates an inflow of payments (just like an export of goods 
implies an inflow of payments).  

      
- … the right-hand side shows the net acquisition of (foreign!) assets: it thus 

takes the entries of the acquisition of additional assets as well as the 
entries of foreign assets leaving our country .  

 
- … the balance (FA) shows the incurrence of net foreign liabilities. 
 
We note that the financial account includes market transactions (exchanges) 
as well as transfers of assets; the counter-entries of the latter are then 
recorded in the capital account. 

 
The financial account is split up into two parts, the commercial financial 
account and the balance of official settlements. Its two balances sum up to 
the balance on financial account (FA): 
 
(2.7)      FA   =   CFA     +   OSB . 
 
 
(a) The non-reserve financial account (commercial financial account) 
 
This part takes all financial transactions except transactions in so-called 
official reserve assets. As they are to the most part governed by commercial 
considerations, we call this part of the bop “commercial financial account”. 
The net incurrence of non-reserve liabilities is traditionally called “capital 
import” (CIM). Likewise, the traditional name of the net acquisition of non-
reserve assets is “capital export” (CEX). 



 

Intern Econ (BA 4 SWS) / § 2 

24 

Transactions in the non-reserve part of the financial account are classified 
into the following categories: 
 
- Direct investment: a direct investment aims at a lasting entrepreneurial 

influence abroad. In practice, a transaction is classified as a direct 
investment if it leads to a share of at least 10 % in a foreign company’s 
equity 

  
- Portfolio investment includes transactions in securitized assets and 

liabilities, with the exception of direct investment. 
 

- Transactions in financial derivatives include sales and purchases of 
options, futures etc. 

 
- All other non-reserve asset transactions are classified as „other 

investment”. 
 

 
The balance of the commercial financial account (CFA) is the difference 
between capital imports and capital exports: 
 
(2.8)      CFA    =     CIM    -    CEX . 
 
 
The following exhibit shows detailed results for German financial transactions 
with the rest of the world.                      
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Exhibit 2.1.2 (3a1): Germany’s Financial Account 
                         Source: Deutsche Bundesbank, (2025), p. 196. 
                                           [Retrieved April 3, 2025] 
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Exhibit 2.1.1 (3b) above contained the net amounts of the various types of 
financial transactions between the euro area and the rest of the world. 
Detailed results are shown in the middle part “transactions“ of the following 
exhibit 2.1.2 (3a2). In the upper part of the table we see the stocks (“out-
standing amounts”) of the various types of assets and liabilities. In antici- 
pation of section 2.2 we already note that they not only change because of 
transactions but also because of various “other changes”. 
 
 

 
  
  Exhibit  2.1.2 (3a2): Financial Account of the Euro Area 
                      Source: European Central Bank (2025), p. 62. [Retrieved March 28, 2025] 
 
Results for French financial account (“compte financier“) can be found in 
exhibit 2.1.1 (3d) above. 
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(b)  Official settlements balance 
 
The official settlements balance exclusively registers transactions in a very 
special type of assets, the so-called official reserve assets. 
 
Official reserve assets are those assets of the central bank that can be used 
to cover an excess demand for any foreign currency directly or indirectly. 
They may take the following forms: 
 
- “convertible” foreign currencies, i. e. foreign currencies which are accepted 

everywhere in the market for foreign exchange; the most important 
example in this field is the US dollar, followed by the euro, the Japanese 
Yen, the British Pound and the Swiss Franc 

 
- other assets that can be exchanged at any time against convertible 

currency without noticeable losses: gold, the so-called special drawing 
rights (SDR) issued by the International Monetary Fund (IMF) and the 
reserve position held with the IMF. 

 
 
In the statistical practice of the euro area, the bop only shows official reserve 
assets, but not liabilities. We may realize this from exhibit 2.1.2 (3a2) that we 
just looked at: its second-last column has the title “reserve assets” while there 
are no liabilities. The following exhibit shows transactions in the various forms 
of reserve assets for the second quarter of 2024.  
 
Just like the bop of the euro area, the German bop only shows changes in 
official reserve assets, but not in liabilities. This is different for the case of  
the country that issues the world’s most important reserve currency, the USA: 
its bop also shows official reserve liabilities; see Feenstra/Taylor (2012), p. 
579; Krugman/Obstfeld/ Melitz (2018), p. 365 [(2012), p. 339]. 
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Exhibit 2.1.2 (3b): Transactions in Reserve Assets of the Euro Area 2024 Q4.  
                 Source: European Central Bank (2025a). [Retrieved April 3, 2025] 
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As mentioned before, reserve assets can serve to intervene in the foreign 
exchange market. In addition, they are part of the central bank’s total net 
foreign assets; therefore, they are one of the sources of central bank money, 
i. e. of the so-called monetary base. In order to calculate the change of the 
central bank’s total net foreign assets, we need – next to the change in official 
reserves – the changes of all the other types of foreign assets and liabilities  
of the central bank; as far as these changes are caused by transactions, they 
are recorded in the bop, more precisely in the non-reserve part of the financial 
account. We are going to analyse the relation between currency reserves and 
the quantity of money in section 3.5. 
 
As transactions in liabilities are not recorded, the balance on official 
settlements (OSB) is just the (negative!) change in official reserve assets due 
to transactions (ΔtransOR): 
 
(2.9)     OSB  =  - ΔtransOR  . 
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(5)  Balance of payments and “balance of payments” 
 
(a) The “balance of payments” 
 
We integrate the current account, the capital account and the non-reserve 
financial account. The sum of their balances gives us the overall balance 
(BP). In former times, this figure was called the “balance of payments”: 
 
(2.10)       BP  =    CA   +  KA   +   CFA  . 
 
 
As we will now see, this terminology is highly misleading as the balance of 
the bop as a whole is of necessity always zero. 
 
 
(b) The fundamental bop identity  
 
Because any international transactions give rise to credit and debit entries of 
equal value, the bop as a whole is always balanced. This means that the 
balances of its three accounts – the current account, the capital account and 
the financial account – sum up to zero: 
 
(2.11)           0     =     CA    +    KA    +   FA . 

 
 
 
(c)  The „balance of payments“ and changes in official reserves 
 
We plug (2.7) into (2.11) to find the following equation: 
 
(2.12)         0     =     CA    +    KA    +    CFA     +   OSB    . 
  
  
                                                 BP 
 
 
 
Combining this equation with (2.10), we find that the balance on official 
settlements (OSB) is just equal to the negative “balance of payments” (BP): 
 
(2.13)    OSB     =   -  BP   . 
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From (2.9), it follows that the “balance of payments“ is just equal to the 
change in official reserve assets (as far as this change is due to trans-
actions).  
 
(2.14)        BP   =   ΔtransOR  
 
 
This equality explains the interest in this highly misnamed balance. In the 
words of Krugman/Obstfeld/Melitz (2022), pp 371n [(2012), p. 343]: 
 

„The level of net central bank financial flows is called the official settlements 
balance or (in less formal usage) the balance of payments. This balance … 
indicates the gap that official reserve transactions need to cover. … The 
balance of payments played an important historical role as a measure of 
disequilibrium in international payments, and for many countries it still plays 
this role. A negative balance of payments (a deficit) may signal a crisis, for it 
means that a country is running down its international reserves or incurring 
debts to foreign monetary authorities. If a country faces the risk of suddenly 
being cut off from foreign loans, it will want to maintain a “war chest” of 
international reserves as a precaution. Developing countries, in particular, are 
in this position.” 
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2.2   External Wealth: the International Investment Position 
 
(1)  International investment position: stock account 
 
The bop registers transactions (i. e. flows) between domestic residents and 
foreigners. It is supplemented by an account of the foreign assets and 
liabilities of a country, the so-called international investment position. It can 
be considered as a country’s external balance sheet. Insofar, it is basically 
an account of stocks; however, it also shows the various kinds of changes in 
foreign assets and liabilities.   
 
The international investment position classifies foreign assets and liabilities 
into the same categories as does the bop with financial transactions: direct 
investment, portfolio investment, financial derivatives and other investment. 
 
Net foreign assets (NAf) are just the difference between foreign assets held 
by domestic residents (Af) and domestic liabilities held by foreigners (Lf): 

 
(2.20)   NAf  =    Af   -  Lf  . 
 
             

  
 Foreign liabilities  
Foreign assets (Af )  ( Lf ) 
  
 Net foreign assets (NAf) 
  

 
          Exhibit 2.2 (1a): International Investment Position as an Account 
 
 
 
Feenstra/Taylor [(2012), p. 583] call the net foreign assets “external wealth”. 
In the official terminology of the USA it is called “net international investment 
position” (NIIP).  
 
The upper part of exhibit 2.1.2 (3a2) shows the international investment 
position of the euro area. The following table contains data on Germany’s 
international investment position published by the Deutsche Bundesbank 
(2021a). 
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Exhibit 9.2 (1b): German International Investment Position.                                                      

       

     

 
 

  
 

 
 

 
Source: Deutsche Bundesbank (2025a), pp 6 - 11. [Retrieved 
April 3, 2025]                               
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(2)  Official reserve assets as part of external wealth 
 
The following table corresponds to exhibit 2.1.2 (3b) where we focused on 
transactions that change reserve assets; now, we focus on the stocks 
themselves. The table shows the various types of reserve assets of the Euro 
System. (The Euro System is composed of the European Central Bank and 
the National Central Banks of the countries having adopted the euro.) The 
reserve assets are part of the external wealth of the Euro System; therefore, 
they are included in its international investment position as shown in the last 
column of exhibit 2.2 (3a2). 
 

          
  

 
 
   Exhibit 2.2 (2a): Reserve Assets of the Euro System at the End of 2024. 
                     Source: European Central Bank (2025a). [Retrieved April 3, 2025] 
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The reserve assets enable the European Central Bank to intervene in the 
foreign exchange market. 
 
Only a fraction of the total reserve assets of the Euro System is with the 
European Central Bank; at the end of 2006, this fraction was 16 %. The bigger 
part remains in the ownership of national central banks. 
 
When the euro was introduced at the beginning of 1999, monetary policy 
competence went over to the Euro System. At that point in time, the  countries 
adopting the euro transferred part of their reserve assets to the European 
Central Bank. It was agreed that the 15 member countries of the European 
Union should transfer reserve assets in the amount of 50 bn €; however, only 
11 countries adopted the euro on January 1st, 1999.   
 
Each euro country had to transfer reserve assets according to its share in the 
equity of the European Central Bank; for example, the Deutsche Bundesbank  
transferred 12.25 bn €, according to its share of 24.5 % (24.5 % out of 50 bn 
€ = 12.25 bn €). This transfer had to be made in gold (15 %) and in foreign 
currency (85 %).  
 
The reserves transferred to the European Central Bank continue to be 
administered by the national central banks, however in the name and 
according to the guidance of the European Central Bank. The reserve transfer 
is mirrored by interest-bearing claims of the national central banks against 
the European Central Bank.   
 
The following table shows reserve assets as part of the foreign assets of the 
Deutsche Bundesbank. Reserve assets were already shown as part of 
Germany’s international investment position; see column 26 of exhibit 2.2 
(1b).  Now we can see its composition of the various types of assets. 
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       Exhibit  9.2 (2b): External Position of the Deutsche Bundesbank. 
                         Source: Deutsche Bundesbank (2025), p. 80*. [Retrieved April 3, 2025] 
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(3)  Changes of foreign assets and liabilities 
 
(a) Distinguishing between changes due to transactions and valuation 

effects 
 
Foreign assets and liabilities change over time, thereby also changing the net 
foreign assets: 
 
(2.21)    ΔNAf     =    ΔAf   -   ΔLf  . 
 
 
Foreign assets and liabilities do not only change because of transactions 
(financial flows) between domestic residents and foreigners. Much rather, 
they also change because of valuation effects: these capital gains or losses 
can be due to price effects or exchange rate changes. 
 
(2.22)      ΔAf        =        ΔtransAf                +                 ΔvalAf   
 
                                  net acquisition                              capital gains/losses                
                                       of foreign assets                             on foreign assets 
 
(2.23)      ΔLf         =      ΔtransLf                   +                ΔvalLf   
 
                                         net incurrence                            capital gains/losses                
                                        of foreign liabilities                       on foreign liabilities       
 
 
We insert (2.22) and (2.23) into (2.21): 
 
 (2.24)      ΔNAf        =       ( ΔtransAf   -   ΔtransLf  )     +     ( ΔvalAf   -   ΔvalLf  ) 
  
            change in net        change in net foreign assets         capital gains/losses 
              foreign assets           due to transactions                    on net foreign assets               
 
 
Defining symbols for both bracketed summands in (2.24), we may re-write 
the change in net foreign assets (ΔNAf ) in the short form (2.27): 
 
(2.25)    ΔtransNAf      =       ΔtransAf      -     ΔtransLf   ,                         
 
(2.26)       ΔvalNAf     =        ΔvalAf       -     ΔvalLf     , 
 
(2.27)       ΔNAf        =      ΔtransNAf    +    ΔvalNAf   . 
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As the bop only registers transactions, it cannot fully show the change in net 
foreign assets. For the euro area, the European Central Bank complements 
the changes due to transactions by the “other changes”; the latter are then 
split up into changes of prices, exchange rates and other adjustments; see 
exhibit 2.1.2 (3a2).  
 
 
(b) Bop transactions changing foreign wealth 
 
In terms of the bop, the net incurrence of foreign liabilities is called “capital 
import” (CIM); see exhibit 2.1.1 (3a) in § 2. The net acquisition of foreign 
assets is the sum of the net acquisition of  reserve assets (ΔtransOR) plus the 
net acquisition of non-reserve (“other”) assets where the latter is called 
“capital export” (CEX): 
 
(2.30)      ΔtransLf      =       CIM    , 
 
 
(2.31)      ΔtransAf      =       CEX      +   ΔtransOR   . 
 
 
We plug these equations into (2.25) to find the relation between the change 
in net foreign assets due to transactions (Δtrans NAf ) and the bop: 
 
(2.32)      Δtrans NAf   =       CEX    +   ΔtransOR      -    CIM . 
 
 
Using (2.7) - (2.9), we find that the change in net foreign assets due to 
transactions (Δtrans NAf ) is just equal to the negative (!) balance on financial 
account (FA):  
 
(2.7) FA  =  CFA  +  OSB  ,      (2.8) CFA  =  CIM  - CEX ,    (2.9)     OSB  =  - ΔtransOR  . 
 
 
(2.33)    Δtrans NAf      =    - FA  .  
 
 
We recall the relations of FA to the fundamental bop equation (2.11). Plugging 
that equation into (2.33), we find   
(2.11)   0   =   CA  +  KA  +  FA      
 
(2.34)   Δtrans NAf    =   CA   +   KA . 
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Plugging this into (2.27), we find  
 
(2.35)     ΔNAf      =    CA   +   KA   +    ΔvalNAf  . 
 
                                        NL 
 
 
(4)  Empirical example: USA 1976 - 2009 
 
The following graph shows the foreign assets and liabilities of the USA as 
they have evolved since the middle of the 1970s. We realize that liabilities 
have exceeded assets since the middle of the 1980s. 
 

    
 

      Exhibit 2.2 (4a): U.S. Foreign Assets and Liabilities, 1976-2019. 
                    Source:  Krugman/Obstfeld/Melitz (2022), p. 376. 
 
 
The following graph shows that net foreign assets (ΔNAf ) became indeed 
negative in the middle of the 1980s. According to equation (2.35), the current 
account is one of the variables explaining this development. 
 
However, equation (2.35) clearly shows that KA and ΔvalNAf  also have an 
influence on the net foreign investment position. 
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Exhibit 2.2 (4b): U.S. Current Account and Net Foreign Wealth, 1976–2019. 
                 Source:  Krugman/Obstfeld/Melitz (2022), p. 359. 


