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Abstr act

In the Netherlands, balance of payments and intiemsa investment position (BOP/IIP) statistics
have traditionally been compiled by the centralkyavhile the sectoral accounts (as part of national
accounts) are being compiled by the national sizdisnstitute. Although the operational coopevati
between both institutions is close and has intextsibver the past years, different use of souroes a
compilation methods (including revision strategieaye resulted in persistent inconsistencies betwee
both integrated statistics, which are difficult éxplain and confuse users — particularly since
methodologies in international statistical manubtsse recently been harmonized. In 2014, De
Nederlandsche Bank and Statistics Netherlands nthde strategic decision to integrate the
compilation processes for BOP/IIP statistics arddagal accounts, which after implementation should
result in fully consistent quarterly publicatiores the BOP/IIP and the rest-of-the-world accouitisT
paper explains the rationale behind this decisiod alaborates on the arrangements that both
institutions have worked out to ensure the futweststency between these statistics and at the same
time aim to foster their quality. These arrangementlude the design of new joint reporting forms
serving both BOP/IIP and national accounts nedusdevelopment of a single revision policy, and
the agreement on a clear division of tasks forwhele statistical process from data collection lunti
dissemination. Within this division of tasks, thaerficipation of experts from the De Nederlandsche
Bank in the integration process for sectoral actous foreseen. Relevant adjustments in sectoral
accounts resulting from this process of confronfaing integrating figures from different sources are
to be incorporated in the BOP/IIP as well.

Keywords: External Statistics; National Accounts; Rest-of-Werld account.

1. Introduction

In early 2003, De Nederlandsche Bank (DNB) changedystem to compile the Dutch balance of
payments (BOP) and international investment pasifltP) from a settlements system to the current
direct reporting systerh.This system is characterized by extensive and-fettonciled monthly
reports of transactions and positions broken dowrthe country and sector of the counterparty
(security-by-security for securities transactioasyl still produces monthly BOPs and quarterly bPs
good quality. Yet, recent years have seen a nundbedevelopments that have prompted a
reconsideration of the current approach and theldpwment of a new vision on the compilation of the
Dutch BOP. Under the new vision, DNB will ‘deriveie BOP from an extensive sectoral reporting
primarily aimed at compiling sectoral statisticsdattne national accounts, while — together with
Statistics Netherlands (CBS), which is responsfblethe compilation of national accounts in the
Netherlands — aiming at full consistency betweenghblished BOP and the national accounts.

Section 2 of this paper describes the developnbatshave prompted the new vision, while section 3
sets out the vision. Section 4 discusses the pedcinplementation in greater detail. Section 5
concludes and raises a number of questions fdndudiscussion.

! An early version of this paper was discussed byMF Balance of Payments Committee at its meaifr2y-29 October
2014.

2 See “Balance of payments in the Netherlands —@4e to a modern survey systerB\NB Statistical Bulletin Special
Edition, May 2003.
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2. Therationale for developing a new vision

In recent years there have been two importantrdyivorces behind the development of a new vision
that will form the basis for the new system for @aimg sectoral statistics and the BOP and IIP.

First, consistency between the BOP/IIP and the-ak#te-world (ROW) account as part of the
national accounts has become an important areamfecn. External statistics have been in the
spotlight since the financial crisis broke out i@0Z, certainly also in EuropeRolicy makers and
other users have problems dealing with sometimesiderable differences — due to a multitude of
causes — between important indicators such asuiient account balance and the net IIP stemming
from the BOP on the one hand, and the same ind&atoduced in the context of the ROW account
on the other. Also in the Netherlands there aresidenable differences between the BOP and the
ROW account, notwithstanding intensified cooperatim recent years in order to reduce
discrepancies. For instance, the Dutch net lIlhatend of 2014-Q3 as reported in the BOP statistics
was about EUR 70 billion lower than the net IIP Imited in the national accounts (approximately
EUR 390 billion versus EUR 460 billion). These degancies are in particular caused by differences
in the sources used and revision policies followed.

Second, the outbreak of the financial crisis hgjftied a greater need for statistics about individua
financial sectors. Within the European System ohtt2# Banks (ESCB), this has resulted in new
legislation on the compilation of ESCB sectoratistes and the submission of these statistichéo t
ECB. While banks have been subject to a specifituiry reporting framework — mainly to support
the ECB’s monetary policy — for some time, finahsi@bility considerations have more recently been
an extra driver for the development of statistegidlation also for investment funds, special pagoo
vehicles and insurance companies. New ESCB lemislanight be anticipated for the pension funds
sector as well. The development of these sectoatistics also benefits the development, also at a
European level, of a fully-fledged system of qudytsectoral accounts. The significance of quayterl
sectoral statistics has expressly been recogniztteiG20/FSB Data Gaps Initiative as it wouldwllo
for instance for thorough balance sheet analyddB’® system, implemented in 2003, was originally
developed for the compilation of only the BOP amel iP. Over the years, the system has expanded to
also encompass domestic transactions and posiiownsrious financial subsectors, which has made
the current system rather complex and difficulirtaintain. As part of a statistics renewal program,
DNB is developing a new IT system that will facitié the production of sectoral statistics and lzadan
of payments from the same source data in a flexdbtetransparent way.

3. Basic principles for anew BOP system

An important objective of the new vision on the qolation of the BOP is to achievall consstency
between the BOP and the ROW account. That is why DNB and Statistics Netherlands haseidked to
align their processes and the sources used to geathese statistics. In that process, adjustments t
the ROW account as a result of integrating (i.ekinginternally consistent) the sectoral accountk w
also be incorporated in the BOP. As regards ttgugnacy, the primary focus will shift from compiling
the monthly BOP to theompilation of statistics on a quarterly bass.

a. Consistency between BOP and ROW account

One of the causes of the current differences betilee BOP and the ROW account is that DNB and
Statistics Netherlands use different and sometin@mnsistent sources, including surveys, partidylar
for non-financial sectors. It is also evident thath DNB and Statistics Netherlands collecting and
verifying comparable information (followed by a cpanison of outcomes) is not efficient. DNB and

% In the European Union, the Macroeconomic Imbalarmecedure (MIP) entered into force in 2011. UrideMIP, an
alert system based on a macroeconomic scorebaartifiels imbalances within and between individudl &untries.
Countries are urged to address such imbalancegwleessary. The scoreboard contains various Bfi¢ators, including
the current account balance and the net IIP.
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Statistics Netherlands have decided to develogaeconsistent report for all financial sectors and the
non-financial corporations with the aim of compgihigh-quality sectoral statistics (and meeting the
relevant ESCB legislation), which will also serv&iaput for the national accouritsVhile the BOP
takes center stage in DNB’s current collectionaystit will be ‘derived’ from the new reports ineth
future system. That is because there will be a cehgnsive and consistent reporting framework for
all observable sectors, covering both domestic @ndss-border transactions and positions
(reconciled). Reporting institutions will have tmpide complete and balanced balance sheet data and
a profit and loss account, with a breakdown bydtentry and sector of the counterparty if relevéint.

is important that the data collection is primablsed on statistical terms and definitions, derivech

the most recent publications of the System of MaticAccounts (2008 SNA) and the IMF’s Balance
of Payments Manual (BPM6). That way, the reportag @an, as much as possible, be used directly in
producing statistics — without statisticians haviagnake adjustments to accounting terms, giveh tha
the reporter is deemed to be in a better posittomake such adjustment§Vith the most recent
updates to these manuals, the methodological st éar the national accounts and the BOP are now
fully harmonized. On the basis of these manuakingle data collection approach can fulfil a large
part of the information needs for compiling theioa&l accounts, the BOP as well as the sectoral
statistics.

The new vision makes a distinction between theosakstatistics as source statistics on the ond,han
and the BOP/IIP and national accounts as integrsti@tistics on the other. The BOP and national
accounts as integrated statistics use a multithidg@wrces, including estimates, which are confrénte
with each othef.The BOP and the national accounts are made mytoatisistent. Sectoral statistics
underpin the integrated statistics, but they atenegessarily consistent with them. Sectoral stedis
are more closely linked to the observation andnofbecome available more quickly and with
additional details, for example for the benefifinhncial stability analyses.

Except through integrating sources, the consistbetyween the BOP and the ROW account will also
be enhanced by theint integration of these statistics in the context of the sectoral accounts. The
quality of the BOP will profit from a comparison tWiinformation from other sources and sectors
during this integration process. In effect, joimteigration means that adjustments to the ROW atcoun
resulting from the sectoral accounts integratiom aso included in the corresponding BOP items.
From an institutional perspective, this change iegpthat integrating the sectoral accounts, inclgdi
the ROW account, will be a joint responsibility aeéfort of Statistics Netherlands and DNB.
Currently, Statistics Netherlands is responsibletfe integration, without DNB having any direct
involvement. Under the new vision, DNB will parpeite in the integration process through its BOP
experts but also through its financial sector etgpedn the one hand, the latter will bring addigibn
source expertise to the table for making decisreteted to the sectoral accounts integration. @n th
other hand, the sector specialists may be abledmlfrom problems or insights revealed by the
integration process, which can help them to imprinequality of the sectoral statistics, even thoug
adjustments arising from the integration will net ¢opied directly to sectoral statistics (beingreeu
statistics).

A final important condition for consistency betwe#re published BOP and the ROW account
concerns the application af harmonized revision policy. The national accounts have a tradition of
long continuous time series, with a full revisiaaking place every five to ten years. The BOP,
however, is traditionally kept more current, widtwveral revisions every year and, as a result, &equ

breaks in series. For a future uniform revisionigyela ‘hybrid’ approach has been chosen. In this
approach the financial accounts (possibly includome related items in the current account) of the
sectoral accounts and the BOP are revised annualife the major part of the current account

“ Given the strict statutory monthly requirementstfanks and the central bank, their current moréprting regime (used
for compiling sector statistics, sector accounts e BOP) will remain intact.

5 An example concerns adjusting the book valueasfrapany’s equity capital to reflect the market ealfs a result of the
choice for statistical terms and definitions, répdrbalance sheets will usually not balance. Im#éw report, a balancing
item is foreseen that reflects the net effect if tnversion (and which should be explained byé¢ispondent if sizeable).

® with the transition from settlements systems tedlireporting systems, the BOP has basically edofiom a (single)
source statistic to an integrated statistic.
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(including supply and use tables) will be reviséteast once every five years. While revisions @ay
main role in the financial accounts, for current@mt items (including indicators such as GDP) siser
are more interested in stability and continuougesein addition, a revision of the current accomsnt
more complicated and more labor-intensive due ¢osihe and level of detail of the system of supply
and use tables. Should different revision frequeshétad to too much ‘pressure’ between the current
and the financial accounts, it would be possibleday out amad hoc extra revision of the current
account.

b. Focus on quartersrather than months

Under the current Dutch system, DNB collects datattie BOP and the 1IP on a monthly basis only
(except for some annually reported data on direastment income and stocks). DNB, however, does
not publish a monthly BOP for the Netherlands beseausers have never shown interest in a national
BOP on a monthly basisSDNB does compile a provisional BOP containing kims, which is
submitted to the ECB and Eurostat within 44 dayerahe reference month. This forms a building
block for the monthly BOP of the euro area (aimedharily at supporting the monetary policy) and
the EU. DNB submits to the ECB and Eurostat andighs nationally an extensive BOP and IIP on
a quarterly basis. Under the current system, gdwrtiata are constructed as the sum of the three
underlying months. Presently, DNB collects far mom®nthly data (transactions breakdowns,
positions and revaluations) from reporters thareéds every month.

In contrast to the current approach, the new peot@suses primarily on the production of quarterly
statistics. Users deem it increasingly important h@ve consistent and high-quality quarterly
macroeconomic statistiéDNB will have to continue its production of morntHBOP key items for
the European institutions, but the monthly procesisbe set up in a less burdensome form and with
much less reporting. For the current account ofthtch monthly BOP, simulations have shown that
it will be possible to initially estimate the matems using an ARIMA model, provided that monthly
information about the exports and imports of gosdavailable (which is the case from the monthly
trade statistics). The differences between theialniestimates and the final (i.e. last known)
measurements turn out to be very much in line i revisions to the initial monthly outcomes
observed in the current system. For the compilatibtine financial account, DNB plans to make use
of existing sources (in particular banks’ monthlypmatary reports) in combination with monthly
security-by-security reporting on portfolio invesints. Security-by-security reports are maostly
standardized by reporters, so can relatively easgubmitted on a monthly basis. In particular with
regard to portfolio investment and other investmghe latter largely filled with data from banks’
monthly reports), users demand data with high feegy and timeliness to quickly identify economic
and financial developments. Information on direstestment is used mostly in structural economic
analysis. In addition, direct investment flows alifficult to estimate reliably on a monthly basis
without a relatively large reporting samgl&or direct investment, DNB plans to concentrate on
compiling high quality quarterly data, while treggithis item as a balancing item in the monthly BOP
(i.e. as the difference between the balance oouhent and capital account and the combined balanc
of the other parts of the financial accoulft)n line with this approach, DNB would favor the
development of a number of relevant — readily add — monthly indicators to meet the monthly
information needs for monetary policy, rather tkampiling the BOP on a monthly basis. This could
include indicators reflecting trade balance develepts, developments in portfolio investment and,

" Even when the Netherlands still had its own cuayeBNB did not publish the BOP monthly.

8 While, traditionally, many countries — in partiaulwhere a settlements system has been used —ledhgi BOP on a
monthly basis, national accounts are originally pdetl on an annual basis in many countries. Theddmental choice for
consistent quarterly statistics that meet the needsers results in a convergence of frequencies.

? In the Netherlands, a relatively large populatibSpecial Purpose Entities reside, which makémating direct
investment figures particularly challenging (eveorenon a monthly basis with short timeliness). Ehetities tend to have
significant (irregular) flows especially in dirdovestment.

19 DNB investigates whether monthly information om fmancial derivatives balance can be estimaism fiew regulatory
data from trade repositories and central countggsaAfter the quarterly BOP has been compiledBDill replace the
initial monthly estimates with the quarterly dali@eated to the relevant three months.
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with a view to possible liquidity outflows, indiaat for transactions between banks (including zffic
reserves§!

The communications with reporters about the nevereded quarterly data collection approach will
emphasize that monthly reports will be discontinwedhat they will be much more limited. The
‘lighter’ monthly process will also save resourcats DNB, which — except in other new and
demanding statistics domains — can be used inwawequarterly reports and aligning the BOP with
the ROW account. The extra focus of both repordes DNB statisticians on producing accurate and
consistent quarterly statistics should result ighkguality quarterly information (BOP, sectoral
accounts and sectoral statistics). However, thelitquaf the monthly BOP (i.e. the monthly
contributions to the euro area and EU balance gmeats) will fall compared to the current high
level.

4. Practical implementation of the new vision

In the course of 2014, DNB and Statistics Netheltastarted a joint project working out the vision
that was stipulated in a joint senior managemenetmg. In this project, DNB and Statistics

Netherlands are working step by step towards aotgefull consistency between the BOP and the
ROW account as of the start of 2017, when the repenting forms for the financial sectors and non-
financial corporations are intended to be introdice

The project breaks down into several workflows, chhéire aimed at setting up all aspects of the new
process for compiling the BOP/IIP, sectoral stasand the sectoral accounts, including timelines.
The annex contains a high-level diagram of thixess. This shows how DNB will ensure delivery of
‘ESA-compliant’ sectoral statistics (i.e. statistion transactions and stocks compiled in accordance
with the European System of Accounts framewdyk— resulting from the new quarterly data
collection approach — to Statistics Netherlands Wil be taken as input for the sectoral accounts
integration process, in which DNB will also be sety involved. Any adjustments to the ROW
account resulting from the integration will alsoibeluded in the BOP/IIP for publication.

Arrangements are also made on the division of mesipoities. DNB will be responsible for observing
and compiling the financial subsectors, while Stats Netherlands will take on the responsibiliy f
the non-financial sectors (non-financial corponagio government, households and non-profit
institutions) in the national accounts and the B®P/This division of roles does justice to the
comparative advantages of DNB — as the central ,dagdper of financial stability and supervisor of
the financial sector — and Statistics Netherlamdsch has always had a good understanding of the
non-financial sectors. It also addresses the cufragmentation and redundancy in observation. DNB
keeps the final responsibility for the overall colafoon of the BOP/IIP and FDI statistics, while
Statistics Netherlands stays responsible for congpilthe national accounts — with a joint
responsibility for the ROW account.

Furthermore, the details of the harmonized revigiolicy (following the ‘hybrid approach’ described
in section 3a) are worked out and DNB’s and Stasisietherlands’ future publication policies are
aligned within the project. Lastly, workflows ar@dlizing the new reporting models for financial
institutions (to be used by DNB) and non-financiatporations (to be used by Statistics Netherlands;
the latter replacing the current two surveys ometdly Statistics Netherlands and DNB), and ensuring
the consistent fulfillment of the data needs fromthbinstitutions for the government, households and
non-profit institutions serving households sectors.

Besides these workflows elaborating the new protiessis planned to be operational from 2017 on,
there are activities specifically aimed at identify any quick wins that could be realized already
before 2017. The first results were delivered togetvith the transition to the new IMF manual for

™ Similar considerations have led the AustralianeBurof Statistics to move from a monthly BOP staterio monthly
indicators; see “Do we need Monthly Balance of Payts Statistics?’ABS Information Papeanuary 2007.

2 The European System of Accounts (ESA) works caiSistem of National Accounts (SNA) and its traséjmm into
European legislation. ESA2010 specifically elabesain 2008 SNA.
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balance of payments (BPM6) in the last quarter Gif42 At this opportunity, a full alignment took
place of a number of key variables from the curemtount of the BOP (goods and services; certain
primary and secondary income flows) with the ‘imeggd’ levels from the national accounts. To
facilitate this, DNB and Statistics Netherlands matkw arrangements and DNB extended the
timelines for the BOP compilation process. Moregvecently significant steps have been taken in
aligning the income accounts from the balance gfrEnts and the ROW account.

5. Conclusions and questions for discussion

The financial crisis has led to an increase ofregein BOP/IIP statistics and of the importancH ik
attached to consistency with the sectoral accodtis. development, together with a greater need for
statistics about individual financial sectors whitds also resulted in new European legislation, has
induced DNB and Statistics Netherlands to workautsion in which sectoral statistics, BOP/IIP and
sectoral accounts are compiled on a quarterly lvaihén a single integrated process. This will lead
higher quality quarterly data with full consistertogtween the published BOP/IIP and ROW account.
The future processes are designed taking as angtanoint that DNB and Statistics Netherlands
should be acting like they were one single orgdmnaThis means, among other things, that just one
institution will be responsible for surveying andnipiling a sector and that all relevant source
information will be shared between both institusoiThe agreed division of responsibilities and all
practical arrangements will be set out in (an upd#H) the formal cooperation agreement between
DNB and CBS.

DNB is interested to learn from other statisticenpders their views on the compilation of the BOP
and IIP and sectoral accounts as set out in tiperpdn particular, DNB would like to raise the
following questions for discussion:

- Do other countries explicitly aim to publish fultpnsistent BOP/IIP statistics and sectoral
accounts and how do they realize this?

- Are there any experiences with a parallel integratif the BOP and the ROW account within
the sectoral accounts (i.e. with including in t@MIIP any adjustments to the ROW account
resulting from the integration within the sectaaatounts)?

- Is the limited need for a monthly BOP recognizedtimer countries? Could readily available
indicators on a monthly basis be sufficient to sarpmonetary policy?
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Annex:
Diagram of the new quarterly process for compiling sector statistics, sector accounts and BOP/I1P
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