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Systems
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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 (lIP).

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 qift, the counter-entry is in one
of the transfer accounts:

(i) Ifitis 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 inlExports of goods Imports of goods
Goods (EXa) (IMg) TBc
Account of Trade in I Exnorts of services |Imports of services
Services (EXs) (IMs) TBs
B
Account of Income IExnort of factor Import of factor
Payments (Primary |<orvices (EX) services (IMg) 1B B
Income) + B
Account of Current |Current transfers Current transfers CTB |ca
Unilateral Transfers Jreceived (CTrec) given (CTgiv)
(Secondary Income)
A. Current Income received Income used CA
Account
] Capital transfers Capital transfers

B. Capital Account] . i o (KArec) given (KAgiv) KA NL

Net incurrence of Net acquisition of

commercial (“other”) |commercial

liabilities (CIM) (“other”) assets

(CEX) CFA (BP)
Net'i.nlcur.rence of reserve Net acquisition of
liabilities: USA only reserve assets OSB
(AtransOR) 0
C. Financial Net-incurrence of Net acquisition of |FA
Account foreign liabilities foreign assets 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.

(EUR billions, unless otherwise indicated; net transactions)

Current account et Financial account
Capital lending/ Errors and
Total| Goods| Services| Primary| Second-| account| borrowing Total Direct| Porifolio| Financial Other| Reserve| omissions
income ary toffrom investment|investment | derivatives|investment| assets
income rest of
the world
{columns
1+6)
1 2 3 4 5 [i] 7 kil 9 10 11 12 13 14
2020 183.2 3331 -12.0 188 1567 45 187.7 1805 -197.0 5277 18.5 -182.0 13.2 13
2021 284.6 279.5 28.7 646 -158.2 47.4 332.0 3121 2977 316.4 68.3 -500.4 1301 -19.9
2022 -136.5 -34.8 119.4 -102 1609 136.4 -0.1 139 126.3 277.6 62.8 846 17.9 14.0
2022 02 -53.6 =271 45.0 -35.1 -36.4 104.4 50.9 29.0 111.2 -40.4 28.8 -73.0 2.3 -21.8
Q3 725 -55.8 1.7 37 -42.0 3.6 689 52.8 -18.8 175.7 439 90.4 7.4 16.1
Q4 =21 44 241 a1 -39.6 20.3 18.2 473 208 -14.9 83 40.6 9.1 201
2022 Jan. -10.5 -11.0 104 53 -15.3 2.1 2.4 99 173 58.8 37 -63.0 2.3 183
Feb. -1.9 22 71 54 -16.6 3.0 11 44 28.2 24.2 2.8 37 15 34
Mar. 4.0 25 11.0 15 -11.0 3.0 7.0 -24.0 41 111.3 -2.5 858 0.1 -31.0
Apr. 17T -13.0 136 6.1 -12.2 2.3 -15.4 -43.8 3.2 16.7 275 -90.5 0.7 -28.4
May -30.9 -6.6 143 -27.5 -11.2 97.3 G6.4 413 113.8 T4 15 -82.6 1.2 -25.0
June -4.9 -T.4 171 -16 -131 438 -0.1 35 -5.8 -64.4 -0.2 100.1 1.8 316
July -19.9 -147 121 29 -14.3 1.9 -18.0 66 -13.2 371 11.8 -30.5 1.6 248
Aug. -311 -29.4 7.8 52 -14.7 0.2 -30.8 -39 =301 -60.2 14.8 G4.5 2.2 219
Sep. -21.5 -11.7 1.9 14 -13.0 1.5 =201 -50.5 246 152.6 17.5 56.4 3.6 -30.4
Oct. -19.9 -9.0 6.5 -4.8 -12.5 5.1 -14.8 16.8 -1.6 -19.8 0.8 334 39 316
Nov. 1.0 6.6 75 15 -14.5 27 38 -29.8 2.9 -54.2 0.0 21.0 0.5 -33.6
Dec. 16.8 6.8 10.2 124 -12.6 124 292 60.3 19.5 59.2 81 -13.8 46 311
2023 Jan. -1.9 6.7 104 57 -11.4 -1.6 -3.5 176 1T 6.8 93 17.8 3.6 212
12-month cumulated fransactions
2022 Jan. 258.5 2436 1031 629 -156.1 47.3 305.8 2916 2243 3925 58.4 -512.3 128.7 141
2023 Jan. -127.9 -20.5 119.4 97 -57.0 132.7 48 217 135.9 -359.6 68.4 165.4 1.6 16.9
12-month cumulated transactions as a percentage of GOP
2022 Jan. 21 2.0 0.8 05 -13 0.4 25 23 1.8 31 0.5 4.1 1.0 -0.1
2023 Jan. -1.0 -0.6 0.9 -0.1 -1.2 1.0 0.0 02 1.0 -27 0.5 1.2 0.1 0.1

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.
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€ billion
Item 2022" 2023 2024
L. Current account +152.0 +232.8 +246.7
1. Goods +133.2 + 2271 + 2355
Receipts 1,401.9 1,392.3 1,365.1
Expenditure 1,268.7 1,165.2 1,129.6
Memo itemn:
Fareign trade’ + 881 +217.7 +239.1
Exports 1,594.3 1,575.2 1,556.0
Imports 1,506.3 1,357.5 1.316.9
2. Services - 320 - 634 - 74.0
of which:
Travel - 540 - 71.8 - 74
3. Primary income +119.3 +136.8 +149.0
of which:
Investment income +119.2 +135.0 +143.5
4. Secondary income - 68.4 - B7.7 - 63.8
II. Capital account - 207 - 26.8 - 20.4
1L Financial account? +150.7 +195.4 +239.4
1. Direct investment + 609 + 242 + 303
2. Portfolio investment + 138 + 22 + 314
3. Financial derivatives? + 446 + 358 + 42,0
4, Other investment® + 269 +132.5 +137.1
5. Reserve assels + 44 + 09 - 1.4
IV. Errors and omissions® + 19.4 - 10,6 + 131

1 Special trade according to the official foreign trade statistics (source: Federal Statistical Office).2 Increase in net
external position: + / decrease in net external position: -. 3 Balance of transactions arising from options and finan-
cial futures contracts as well as employee stock options.4 Includes, in particular, loans and trade credits as well as
currency and deposits.5 Statistical errors and omissions resulting from the difference between the balance on the
financial account and the balances on the current account and the capital account.

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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Balance des palements — année 2023 gn millons deurs)

Credits Dt Soldes

1. COMPTE DE TRANSACTIONS COURANTES 1355868 1383979 - 28110
11 Elens 62E 645 To4 79 - 76145
111 Marchandises générales 611012 TaTe -93779
112  Mégoce 17634 17634
1 Sarvices 342126 3065096 35530
121 Services de fabrication fournis sur des Intrants physiques détenus par des tlers 14010 13091 Q20
122 Services d'entretien et de réparation n.l.a 12435 T4E3 4951
123 Transports 5E573 57042 1532
maritimes 4518 15954 B564

ks 12517 14287 -1770

aires 21538 26801 -5263

124, Voysges 5658 51768 14080
125 Services de construction B&Z2 24532 - 1630
12.6. Services d'assurance et de pension 17148 15234 1914
127 Sarvices finanders 23535 12264 11251
Seniices explicitemant factunés & autres senices financlers 17540 10BE2 1058

servves d'Intermédiation financiére indirectement mesunés {51FIM) 559 1403 4154

12E Commissions pour usage de propriaté Intellectuslle nu.a. 15549 14555 954
12.9. Services de telécommunlcation, dinformatique et d'information 25974 31644 -5670
12100 Awutres services auy entreprises 9E632 93183 5449
eniices de recherche et déweloppement 14037 13568 470

Senioes professionnels et sevices de consall en gestion 35609 34028 1581

Senices techniques, services 8s zu commence et Buires senvices 48386 45588 339

1211,  Services personnels, culturels et relatifs aux lolsirs 7415 7339 BS
1212 Services des adminlstrations publiques nla. 1724 41 1683
13. Revenus primalres 334682 269820 64854
13.1. Remunérations des salariés 33E10 2245 313565
131 Revenus des Investissements 297495 261513 30982
Imiestissements dirscts 137 60216 17500

Imvestizsements de portefaulle 54086 96736 - 32630

Bartres Imvestissements 83083 104560 - 16478

Myoirs de reserve 1609 o 2608

133. Autres revenus primalres B3ITT 6071 2307
14 Revenus secondalres. 50415 102763 - 52348
14.1. Secteur des administrations publigues 11157 24369 -33212
142, AuUtres secteurs 39258 58394 - 19136
gont transierts courants divers 5215 20602 - 15387

dont envols oe fonds des rawiiieus 32 16100 - 15778

2. COMPTE DE CAPITAL 7756 667 TOBE
2.1. Cesstons dactifs non financlers non prodults 15 n -B
12 Transferts en caphtal Py 644 T097

Intern Econ (BA 4 SWS)/ § 2



11

Balance des paiements — année 2023 (swite) dan milbors &'}

A2F Titres da créanco & long terma 146 6R3 24170 - 11T 4B6

Banque de Frace: 12404 ] 17404
Administrations publigues 2561 132352 - 130792
Irstiutions Enandiéres mondisins 56394 L b L] -40017
Aurtres sectours 75425 ELLE ) 40912
123 Titres dia ocréanoo & court tenma 17 264 L3 BL3 - 35ER0
Bancua de Freaos: - 3974 [+] - 3034
Administraticns publgues -1 19003 -18113
Iretthrtion: Snandéees mondtsines 21840 ELA L] -13263

241 Murtres participations 183 o 183

Banqua de Feace 125 ] 135

Administrations publigues 69 1] B

343 Humérsire ot dapats 1L2ER3 112873 IBTID
Banqua de Freace - 16405 - 14531 1484

Administrations publiguaes -139% 1555 3

Iretihrtions #nandiéres mondtaines 154166 120389 BETT?

Austros sectours - 23885 o - 23BES

343 Prats 2370 20335 2461
Banqua de Feace - 2040 ] i

Administrations publiguas -47F 499 - 9ES

Institutions #nandéess mondtsinos 20415 1336 1E0TS

Austros sectours 16803 2TSDE - 10613

4.4 Cradits commarcizux et avanoas BTOE L0444 851
345 Airtres compbas & payers receeoir ShR3IT -513 &T 146
Administraticns publigues 5500 o 5500

Irstitutions #nzndires mondtaines 51040 BEhT - 3561

Aurtros sectours 5603% -B1Ts G520

345 Droits do tirege spacsux o o
4.7 Rézarvaes techniguas d'assurance 1] - 1472 1472
35 Ayoars do résorva - 20054 o - 20054
Or 1z ] 12

Jrwnirs en drots da Hraga spaciam i3 o TS5

Fraition da résarva au Fil - 364 o - 6

Aures avors de risarve - 20508 1] - P050E

4. ERRELIRS ET DMISSIONS METTES - 14717

UL NOR IRcius par aliewrs.
Fota : Les v Ruseren CNRcts sont prisenids en [incipe deactionnel Seadu. 1 @son o st Carads, ks aguosh ot e sokies panves! nE P sppamiTe exacaTel Sgaun 3 ok
DS CDpSaNTe.

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:

{EUR billions; seasonally adjusted unless othamwise indicated; transactions)

Current account Capital account:
Total Goods Services Primary income Secondary incoma
Credit Dabit Balance Credit Dabit Credit Drelbit Cradit Debit Credit Deabit Credit Drebit
1 2 3 4 5 1 T a8 9 10 11 12 13
2024 N 1,439.0 1,331.2 107.8 TOE.5 599.5 365.2 331.8 3213 3206 46.0 78.3 189 31.6
a2 1.452.5 1,358.0 134.4 71584 615.9 3BTT 336.6 3434 6.4 46.5 g9.2 252 221
a3 1.466.1 1,382.0 841 T04.9 621.0 373.2 339.0 3381 329.7 499 923 20.5 15.8
a4 1.455.1 1,362.3 2.7 7228 6231 366.8 3234 320.6 3245 448 91.7 HE 209
2024 July 491.3 460.2 31.2 2356 204.2 125.0 112.9 113.9 112.0 16.9 312 6.8 5.8
Aug. 430.5 467.0 235 2352 2104 126.6 114.5 112.0 1117 168 308 a5 45
Sap. 484.3 454.8 29.4 2344 206.7 121.5 11.7 112.2 106.1 16.4 30.3 52 6.5
Oct. 480.2 450.9 29.3 235.7 204.2 120.0 105.5 108.8 110.8 158 304 6.6 41
Miow. 486.3 461.2 251 244.0 2081 120.8 108.6 106.2 112.4 153 301 5.8 4.8
Dec. 488.7 450.3 38.4 2434 209.7 126.1 108.0 105.6 101.3 139 a3 194 12.2
12-month cumwated fransactions
2024 Dec. 5.852.6 54336 4191 284594 24585 14928 13305 13231 1232 187.3 352.4 96.2 90.4
12-month cumulated fransactions as a percenfage of GDP
2024 Dec. 39.0 36.2 2.8 18.0 16.4 9.9 89 8.8 8.6 1.2 23 0.6 0.8

1) The capital account is not seasonally adjested.

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:

(21) TBe = EXs - IMc.
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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).

{EUR billions, unless otherwise indicated: seasonally adjusted)

Total| EU Member Russia Switzer- Turkey United United Asia Africa Latin Dther
Siates land Kingdom States America
outside
the euro China Japan
area
1 2 3 4 5 il il 8 ] 10 11 12 13
Expaorts (fo.b.)
2020 21285 480.3 g2.4 1324 57.8 2388 3148 508.1 180.5 48.4 113.1 229 155.4
2021 24234 5528 0.8 1458 648 2398 356.4 577.5 200.8 547 132.0 1029 1808
2022 28653 652.4 45.8 1753 81.8 2795 4545 6852.0 208.2 831 162.7 1306 230.8
2021 G4 837.0 147.0 18.5 ] 17.3 63.8 955 148.4 40.2 13.5 352 276 478
2022 Q1 8772 156.9 16.0 40.1 18.3 65.0 104.2 158.2 523 16.3 385 285 527
Qz T15.5 163.0 4.3 432 18.6 718 115.3 160.1 50.7 16.3 408 335 521
Q3 7331 166.3 a0 449 217 713 118.2 167.5 53.5 14.8 422 334 52.7
a4 T730.5 166.2 i0.5 47.2 213 718 118.8 168.1 51.8 16.7 412 342 52.2
2022 Oct. 2488 558 14 15.5 72 248 e ge] 568.9 178 57 148 113 184
Meow. 2512 558 aT 15.8 T4 254 41.0 58.0 17.1 57 128 118 205
Dec. 2307 545 15 15.8 7T 218 38.1 55.2 17.1 5.2 127 1.3 184
12-month cumulafed fransachions az percentage of fofal exportz
2021 Dec. 100.0 228 28 6.0 27 a8 147 238 83 23 54 42 75
2022 Dec. 100.0 228 1.6 6.1 29 a8 168 228 7.3 22 5T 46 21
Imports {e.i.f)
2020 1.803.4 4328 738 103.1 40.6 1482 185.8 835.1 320 487 B5.4 732 B&.2
2021 23118 508.8 128.4 117.5 81.7 1327 2115 T84.0 3834 54.4 136.1 288 1402
2022 3,186.8 615.7 161.3 1384 76.0 198.4 3230 1,085.5 508.6 61.3 173 1219 2404
2021 G4 650.0 135.6 431 32.1 17.0 381 58.7 225.8 11.5 13.8 387 24.1 448
2022 Q1 T720.8 143.5 50.0 1 18.1 41.3 G8.2 248.5 122.8 142 434 264 484
Qz 2103 152.9 48.0 0 18.2 545 20.1 275.5 130.7 156.3 575 N2 52.5
Q3 855.5 150.9 8.0 36.0 18.6 56.3 285 288.3 1321 16.0 58.2 324 775
Q4 200.1 150.4 2r.2 3 18.2 464 852 275.3 1229 156.8 572 e 630
2022 Oct. 276.8 538 a8 113 6.5 16.8 iz 06.8 442 5.3 19.5 1.0 211
Mo 2658 534 4.0 11.0 6.4 154 286 3.2 41.4 5.3 182 i0na a7
Dec. 2578 524 2.4 12.0 6.3 144 26.4 85.3 374 5.2 198 100 231
12-month cumulafed fransachions az percentage of fofal importz
2021 Dec. 100.0 220 5.8 5.1 27 57 8.2 339 16.8 24 58 e 6.1
2022 Dec. 100.0 18.3 5.1 4.3 24 62 10.1 341 16.0 1.8 6.8 X 78
Balance
2020 2331 274 -11.5 203 B.2 00.3 128.8 -128.0 -131.5 0.3 17.7 a7 52.1
2021 111.8 44.0 -5a.8 28.1 3.2 107.0 1448 -208.4 -1826 0.3 4.1 13.1 408
2022 -121.4 6.6 -115.5 6.9 5.8 81.1 131.5 -433.5 -300.3 1.8 -54.6 8.6 -12.8

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 Qa3:
- 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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W
Percentage | Annual perceniags dharge
Country!growp of countries 2024 20EZ 2023 20z4
Expoets
Eura area ira 193 2.2 2.4
Otner couniries ez.1 145 0.5 0.5
of wenicn:
Urited Kingdoem 5.2 135 E.3 2.4
Central and eastern European EU courniries” 13.3 162 1.8 .1
Swetneriand a.4 a4 5.4 1.8
Fussia 0.5 454 -38.8 I4.9
Urited States o4 ZB.1 1.1 1.2
|apan 1.4 124 1.3 E.5
Mewty industrialsed ecomamibkes inAsia” 2.7 142 5.6 4.4
Cnina 5.8 3.1 8.8 .8
South and et Asian emenging market e . . .
EOONCETes ™
OPELC 1.7 101 1.1 a.7
All counktrees 1oo.o 1632 -1.2 .2
Impores
Eura area 34.5 175 £.4 4.3
Otner couniries £5.5 30= =T.E 2.3
of wenicn:
Urited Kingdoem 2.8 254 5.1 1.1
Central and eastern European EU courniries” 5.2 16.5 1.5 2
Swetreriand a0 132 7.1 1
Fussia 0.1 =¥ 201 -45.8
Urited States 6.9 3.1 1.4 3.4
|apan 1.7 BE= L.E 12
Mieaty industrial=sed economibes inAsia® 2. 275 .5 <10
Cnina 1.3 349 -18.7 0.3
::;-.:2:-:; ;!-:|5I. Asian emenging market i - e as
OPELC 1.0 B35 19.2 «28.1
All counktrees 1oo.o ] 5.5 -3

1 Bulgaria, C2idria, Hungary, Podand, Romarea. 1 Hong Kong, Sngapon, South Korea, Taman s ndia, Tndonesa
Pladaiytda, Prolftiines, Thaelasd, Wi

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) .)
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BNCE, N o] e oleing Te s ror ke miy B

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 (IMr) 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 = EXr - 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.

(EUR billions; transactions)

Total Direct investment Portfolio investment Other investment: Reserve
assets
Credit Debit Equity Debt instruments Equity Debt securities Credit Dehbit Credit
Credit Dehbit Credit Debit]  Credit Debit| Credit| Debit
[ Reinv. Reinv.
eamings eamings
1 2 4 5 B 7 3 9 10 11 12 13 14 15
2020 6387 6506 2941 256 2907 97.4 745 620 793 1547 1283 885 586 486 40
2021 7433 T065 3951 813 3541 109.4 676 66.4 970 1675 1264 785 540 399 32
2022 7905  B056 3958 974 3797 1423 64.2 602 1112 2067 1368 904 T6.9 68.5 56

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 (EXrF) while the counter-entry

would be a debit in the balance of current transfers (CTgi)

- 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

(CTgv):
(24) CTB = CTrec - CTgiv
rallir
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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):

(25) CA = TBc + 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.
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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-a-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:

(26) 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).

- ... theright-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):

(27) 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).
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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:

(28) CFA = CIM - CEX.

The following exhibit shows detailed results for German financial transactions
with the rest of the world.
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£ billian
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2. Portfalio Investment + 128 + 23 = 314
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Shares? - 1532 4.8 = 4H
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Short-term - 1258 +14.E + 1184
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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”.

{EUR billione, unless otherwise indicated; oulistanding amounts at end of period; transactions during period)

Direct imvastmant

Portfolio imvastmant

Other investment

Total*
- Met Reserve Mamo:
Assets | Liabilities Met| Assets| Lisbiliies| Assets| Liabilities| gfn3C2! [ Assots| Liabilies| —3SSets| Gross
dabt
1 2 3 4 5 6 7 ] 9 10 1 12
Cutstanding amounts (international imvestment position)
2023 04 32.386.9 32,044.0 3459 124215 99446 12,4654 14,5201 -40 ©B6B562 T576.3 11478 16,219.7
2024 Q1 33,6846 33,1389 5457 12,390.0 10,0141 13,1249 15,268.1 -0.6  6,9554 7.856.7 1,2151 16,699.7
Q2 34,2532 33.286.0 9572 12,3987 9,921.7 135409 1554986 74 70389 7847 1,2676 16,6536
Q3 34,5312 33.419.0 11122 12174 973341 13,8434 158885 -39 72018 77974 1,319.0 16,690.5
Outstanding amounts as percentags of GDP
2024 Q3 230.2 2227 74 B4 64.9 92.3 105.9 0.0 480 52.0 BB 111.2
Transactions
2024 O 56E.3 453.8 114.5 128.2 323 172.1 198.5 13.5 253.4 2234 1.2
Q2 180.2 51.3 1289 N7 -104.8 173.1 2542 16.9 184 981 37
Q3 423 2742 138.0 54 -12.7 166.5 2174 -8.3 2826 B9.5 -4.0
o4 -134 -112.9 99.8 -28.0 -18.7 152.0 141.2 20.8 -161.5 -237.4 39
2024 July 127.8 7841 49.7 14.4 -11.9 5.9 59.9 -2.2 BE.9 304 -34
Aug. 944 B9.5 248 -9.6 -1.9 406 64.3 -IT 738 74 -3.0
Sep. 190.4 126.7 B63.7 0.6 1.2 74.0 931 1.6 12.0 324 22
Oct. BE.3 49.7 366 11.9 w7 69.5 a7 20.2 -154 0.3 0.2
MNaw. 165.8 152.3 13.5 6.8 1.5 386 B1.7 -1.8 120.9 B9.2 1.3
Dac. -265.2 -315.0 498 -48.7 -269 439 79 22 -267.3 -326.9 27
12-manth cumulated fransacfions
2024 Dec. 11477 B66.5 481.2 74.0 -101.9 BE3.T Bi1.2 426 362.6 429 4.8
12-month cumwated fransactions as percantage of GDP
2024 Dac. [A:] 4.4 32 0.5 0.7 4.4 54 0.3 24 -0.3 0.0
Source: ECB.

1) Net finandial dervatives are included in total assets.

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 (A""SOR):

(2.9) OSB = - AtSQOR |
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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”:

(210) 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:

212) 0 = CA + KA + CFA + OSB
. )
Y
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):

(213) 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 = A""SOR

This equality explains the interest in this highly misnamed balance. In the
words of Krugman/Obstfeld/Melitz (2022), pp 371n [(2012), p. 343]:

»1he 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 (NA) are just the difference between foreign assets held
by domestic residents (A7) and domestic liabilities held by foreigners (L):

(2.20) NAf = Al - Lf.

Foreign liabilities
Foreign assets (A") (L")

Net foreign assets (NA)

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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and all real estate investments are also deemed to be direct investment. 2 Incl 6 Short-term: original maturity up to ona year. 7 Lon : original maturity of more  respactive groups of countries, see "Explanatory notes and fists™. 11 Assats and

1 Finandial relationships with domestic and forsign enterprises are dassified as direct
invastment if 109 or more of the shares or voting rights are diractly sttributable to the
invastor or, directly and indirectly combined, mors than 50% of the shares or voting
rights can be atiributed to the investor: incl. branches and permanent establishments

investments in real estates and in unlistad companies as well as daims and liabilities
from construction. 3 Reverse investments are loans grantsd counter to the direction of

the direct investment relationship, i e. by the direct investment enterprise to the direct

Short-term loans and trade credits, construction sites that exist for more than one year investor.

Exhibit 9.2 (1b): German International Investment Position.
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4 Incl

participation

certificates. 5

Incl.

reinvested  eamings.

than one year or unlimited. 8 For more details on the distinction between loans and
currency and deposits, see "Explanatory notes and lists”. @ Loans, borrowers' note
loans. assets acquired by way of assignment and similar. 10 Sectors classified imto

lizbilities arising from credit terms granted and advance payments made in goods and
service tansactions. 12 Comprises all types of equity not recorded under direct
investment and portfolio investment.

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 15, 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.

Intern Macro / § 2



20n0
20
2z
203
2na

2015
2016
2m7
2008
2019

2021
2002
20013

36

€ million
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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) ANAT = AAT - AL .

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) AAf — AtransAf + AvaIAf
net acquisition capital gains/losses
of foreign assets on foreign assets
(2.23) ALf — Atranst + AvaILf
net incurrence capital gains/losses
of foreign liabilities on foreign liabilities

We insert (2.22) and (2.23) into (2.21):

(224) ANAf — ( AtransAf _ Atransl_f ) + ( AvaIAf _ AvaILf )
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 (ANA") in the short form (2.27):

(2 25) AtransNAf — AtransAf _ Atranst ’
(226) AvaINAf — AvaIAf _ AvaILf ’
(2.27) ANAT = ArasNAT + AVANAT
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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 (A™"OR) plus the
net acquisition of non-reserve (“other”) assets where the latter is called
“capital export” (CEX):

(2.30) ArensLf = CIM

(2.31) AfSAT = CEX + AM™s0OR

We plug these equations into (2.25) to find the relation between the change
in net foreign assets due to transactions (A" NA™) and the bop:

(2.32) AsSNAT = CEX + A™SOR - CIM.

Using (2.7) - (2.9), we find that the change in net foreign assets due to

transactions (A" NA™) is just equal to the negative (!) balance on financial
account (FA):

(27)FA = CFA + OSB, (2.8)CFA = CIM -CEX, (2.9) OSB = - A"nsQR .

(2.33) ATSNAT = -FA .

We recall the relations of FA to the fundamental bop equation (2.11). Plugging
that equation into (2.33), we find
(211) 0 = CA + KA + FA

(2.34) Ar'SNAT = CA + KA.
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Plugging this into (2.27), we find

(2.35) ANAT = CA + KA + A“NA'.
%(—/
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.

Assets, liabilities
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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 (ANA" ) 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 A*NA' 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.
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