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BACKGROUND SITUATION 

During the first half of the 1980s, the UK had a current account 
surplus and interest in balance of payments statistics was at a 
relatively low ebb. It was recognised that the fmal abolition of 
exchange control in 1979 had removed a valuable source of infor
mation, but arrangements had been made to extend slightly the range 
of surveys of overseas transactions. In the Rayner Review of 
Government Statistical Services (July 1980) it was concluded: 

'The North Sea oil and gas have transformed the United Kingdom 
balance of payments situation and altered considerably the 
constraints on economic policy imposed by the country's trad
ing position. In these circumstances it is appropriate to ask 
whether the balance of payments accounts should strive for as 
detailed and as accurate a presentation as was appropriate in 
earlier years when the visible trade balance and the balance of 
payments more generally was followed avidly as an indicator of 
the country's economic health." 

The answer was 'no' and there was some reduction in resources 
devoted to balance of payments statistics, including the discontinu
ation of some inquiries into overseas transactions (notably, trade 
credit with unrelated overseas concerns) which were regarded as of 
uncertain reliability. 

This relaxed attitude towards balance of payments statistics began to 
be queried early in 1987 when two apparently unrelated events 
occurred. In March 1987, the published current account figures 
showed a deficit for the second successive quarter, the first time this 
had occurred for a decade and heralded amove into persistent deficit. 
At the same time the balancing item (the sum of errors and omissions) 
in the balance of payments account was nearly £7 billion, the largest 
for several years and indicating missing net inflows of funds. 
Clearly if some of the missing net inflows related to the current 
account, the reported deficits gave too gloomy a picture, and the 
"lack of precision" which might have been acceptable when the 
current account was clearly in surplus could be legitimately queried. 

As 1987 unfolded the move into deficit on current account gradually 
clarified. The first quarter showed a small surplus, but thereafter a 
progressive and rapidly increasing series of deficits appeared. At the 
same time, the balancing item in the 1986 account increased further 
(to£121
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billion bytheendofl987). Initially it was thought that the 
large imbalance in 1986 might reflect temporary factors linked to the 
deregulation of the London securities markets (Big Bang) in July 
1986, and the initial balancing item for 1987 (less than £1 billion) 
appeared to confrrm this view. However, subsequently the balanc
ing items for both 1986 and 1987 were revised upwards substantially, 
and when the fust estimates of the 1988 account were published in 
March 1989, the sum of the balancing items in 1986-1988 was £42 
billion, an average of £14 billion a year which, coincidentally, was 
almost exactly the same figure as the estimated current account 
deficit for 1988. 
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The move into deficit on current account initially led to a review of 
the current account statistics and a Working Party was established in 
1987 under CSO chairmanship to consideT the scope foT impmve
ments (although still broadly within the framework established by 
the Rayner Review that form-filling burdens on business should not 
increase unless absolutely necessary). Existing sources and meth
ods were reviewed. Some plans made to improve the coverage of 
particular aspects of the accounts (eg securities dealers), although it 
was recognised that these were likely to have long gestation periods. 
However, as the scale of the balancing item became increasingly 
apparent, it was recogrtised that there would inevitably be doubts 
about the validity of the current account figures while large imbal
ances remained in the account, and a further review, giving more 
attention to the capital account, was undertaken from 1988 onwards. 

One interesting feature of the debate about the significance of the 
balance of payments figures at this time was divergence between 
public and official perceptions of the signiQcance of imbalances in 
the account. The official (CSO) view was that the imbalances in the 
account were likely to have arisen mainly because of problems in 
measuring capital flows. The effect on the current account was 
probably relatively small and if anything implied some understate
ment of the current account deficit. The public perception tended to 
be that at least some of the 'missing' net inflows implied by a positive 
balancing item were on current account, so the current account 
deficit might be overstated. The official view was counter-intuitive 
until it was recognised that substantial missing capital inflows would 
tend to be associated with income payments abroad which would 
add to the current account deficit. 

A RECOVERY PROGRAMME 

The effect of changes in statistical sources and methods which have 
occurred since the nadir of the accounts (in terms of imbalance) in 
early 1989 are illustrated in Table 1. The balancing items between 
1986 and 1988 have been reduced from £41 billion to around £10 
billion. At the same time, the current account deficits have been 
revised upwards in 1987 and 1988, although not on a scale to alter 
the broad trend of the move into deficit over this period. 

Table 1. Reassessments of position in 1986 to 1988 

£billion 

Estimates as Estimates as 
in March 1989 in August 1992 

Current Balancing Current Balancing 
account item account item 
balance balance 

1986 0.2 13.7 0.1 3.1 
1987 -2.9 12.4 -4.5 0.1 
1988 -14.7 15.2 -16.1 6.9 
Total 41.3 10.1 
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The reduction in balancing items in 1986 to 1988 has arisen prima
rily from the identification of substantial additional portfolio invest
ment inflows which in turn have led to estimates of higher invest
ment income payable abroad on those inflows. Other current flows 
have shown relatively small net revisions as the following table 
illustrates. 

£billion 

Table 2 Factors underlying the reduction in 
balancing items for 1986 to 1988 between 
March 1989 and August 1992 

Total reduction 
Associated net changes in 

Goods, services and transfers 
Investment income 
Direct investment 
Portfolio investment 
Other investment 

31.2 

0.4 
-3.6 

0.4 
32.1 

2.0 

Although subsequent events broadly vindicated the official view at 
the time that imbalances primarily reflect capital account deficien
cies and did not imply a seriously misleading current account, this 
is perhaps scant consolation for the genuine uncertainties which 
existed at the time. 

Organisational and strategic changes 

Several fundamental changes to the statistical system on which the 
balance of payments is based have occurred during the past three 
years; in particular there is now: 

- Greater centralisation of data collection at CSO. In 1989 
CSO assumed responsibility for overseas transactions inquir
ies (direct investment, royalties and services) and other fman
cial inquiries previously undertaken by DTI; and during 1992 
CSO assumed responsibility for most inquiries to non-bank 
fmancial institutions previously undertaken by the Bank of 
England. 

- More quarterly reporting, mainly now on a statutory ba
sis. 

- More comprehensive coverage of existing inquiries, with 
more attention to using comprehensive registers ( eg on direct 
investment enterprises) and approaching more business ( eg on 
overseas trade in services). 

- More integration of information to ensure that informa
tion on overseas and domestic transactions is obtained as far as 
possible, in compatible ways, eg from integrated returns from 
corporate businesses and from use of more integrated registers. 

All these developments remain subject to the constraint of minimis
ing the form-filling burden on businesses through sampling, etc. 

These changes (which are summarised in Annex A) reflect the wider 
changes affecting all aspects of official economic statistics follow
ing the Pickford Report (1988), the reorganisation of the Central 
Statistical Office (1989) and phase 1 and 2 of the Chancellor's 
Initiative on Economic Statistics (1990 and 1991). The latter 
included an action plan based on the Eason review of balance of 
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payments statistics undertaken in 1990-91. They have reinforced 
the view that 

- the best guarantee of improvements in balance of payments 
statistics is to share in wider developments in economic and 
financial statistics. 

- the best guarantee of coherence in the balance of payments 
account is to ensure coherence in the public and corporate 
sector accounts (which can be directly surveyed in a reason
ably comprehensive way) and build appropriate links with the 
overseas and personal sectors. 

More quarterly coverage 

There has been both a widening in coverage (eg for overseas trade 
in services) and a deepening in existing coverage (eg for overseas 
direct investment). 

Although substantial parts of the services account (particularly sea 
transport, civil aviation and travel) have been covered by reasonably 
good quarterly information for many years, this has not been the case 
for fmancial and other services, a category including many of the 
most buoyant service activities. As Table 3 indicates, the last three 
years has seen a three-fold expansion in quarterly coverage (from 20 
per cent of credits to 61 per cent) and more soUn.dly based annual 
estimates. Quarterly reporting now exists for royalties and miscel
laneous services (from 1990 Q3), for banking services (from 1991 
Q1) and for insurance companies' services (from 1992 Q1). 

Table 3 Coverage of credits on financial and other 
services (£16.5 billion in 1991) 

Percentages 

Based on sources and methods as in: 

January 1989 

Percentage covered 
by: 

- Quarterly inquiries 

- Regular annual 
inquiries or other 
improved information 

- Other (eg periodical 
or proxy information) 

More comprehensive coverage 

20 

59 

21 

100 

August 1992 

61 

100 

As well as improved quarterly coverage, several new annual inquir
ies have been launched since the beginning of 1989 (often as a 
precursor of quarterly reports). These covered sectors not previ
ously covered by official inquiries ( eg securities dealers' income and 
expenditure from 1989; fund managers from 1990; educational 
services from 1990; consultancy and advertising from 1991); and 
sectors thought to be inadequately covered in existing official survey 
(eg royalties and miscellaneous services from 1990). 



More integration of information 

Many of the most useful developments affecting the balance of 
payments account in recent years have not been exclusively con
cerned with overseas transactions, but rather with the collection of 
information on both domestic and overseas transactions in an 
integrated way. The benefits of the review of UK banks' statistical 
returns (mentioned in the previous note) have been increasingly 
reflected in the accounts. Also, the benefits of wider integration can 
be seen most clearly in the capital account where the improved 
estimates of portfolio investment depend crucially on wider devel
opments in fmancial statistics. Estimates of overseas investment in 
UK equities now rely substantially on the annual surveys of com
pany share registers carried out since 1989. Investment in overseas 
securities by UKnon-fmancial companies now reflects data from the 
new survey of fmancial assets and liabilities launched at the end of 
1990. Estimates of overseas investment in UK company bonds, etc, · 
now rely on details of net new capital issues by UK companies and 
information on transactions in such securities by UK corporate 
bodies, both elements of which have been improved in recent years. 

As well as the greater integration of financial reporting on both 
domestic and overseas activities, steps have been taken to ensure that 
the registers used for inquiries into specific balance of payments 
transactions are integrated with the main CSO business register to 

help ensure comprehensive coverage. 

CURRENT POSITION 
Remaining problems : revisions 

Although considerable progress has been made in improving the 
coherence of the accounts, providing stable estimates is taking 
longer to achieve. Frequent, and sometimes substantial, revisions to 
estimates are the short-term costs of introducing improvements in 
sources and methods. However, it should be possible to produce 
more stable estimates in future as the extent of quarterly reporting is 
widened and fundamental changes in sources and methods become 
less frequent. 

Historically there has been a concern about both the direction and the 
scale of revisions to balance of payments data, particularly the 

current balance. During the late 1970s and early 1980s there was 
some evidence that initial estimates of net credits on current account 
tended to be revised upwards over time. In contrast, as explained 
earlier, there has been a tendency in recent years to reduce net credits 
on current account over time as income paid abroad linked to newly 
identified capital inflows is seen to have been higher. (see Table 3) 

A recent CSO study on bias in initial estimates of key economic 
indicators (Economic Trends, May 1992) concluded that there was 
no evidence of bias in short-termrevisions (ie over six months) to the 
current balance, whether looked at over a 10, 5 or 3 year period. 
There was also little evidence ofbias in long-term revisions (ie over 
three years), particularly for the latest 5 and 3 year periods. 

Concern about revisions (even if not associated with bias) gave rise 

to the introduction of two key targets on revisions to the current 
balance in the CSO strategic plan. (see Table 4) The short-term 
target (that revisions over six months should be within 0.4 per cent 

of GDP) was not achieved in 3 out of 4 quarters during 1991-92, 
mainly because of unanticipated fluctuations in flows linked to the 
Gulf War ( eg on direct investment earnings). Although the target 
was met for the frrst and third quarters of the 1992-93 period, 
considerable efforts are still required to produce a satisfactorily 
stable set of initial estimates. The second target on longer-term 
revisions over three years was met throughout 1991-92 and so far in 
1992-93. 

Minimal revisions require both a stable methodology and compre
hensive accurate quarterly reports. Although quarterly accounts 
have been prepared since the 1960s, substantial parts of the balance 
of payments accounts rested until recently on annual or less frequent 
data. 

For investment income, revisisons arise less from incomplete sector 
coverage than from the inherent variability of some data, eg direct 
investment earnings and because much income (eg on portfolio 
investment) is imputed from levels of assets and liabilities rather 
than directly reported. The scale of the quarterly direct investment 
earnings inquiries was substantially increased in 1990 Q3. More 
remains to be done to extend quarterly reporting on other investment 
income. 

The extension of quarterly reporting is likely to increase the number 

of sources of short-term revisions (although these should be rela
tively modest changes from late response) but should remove the 
more substantial annual or periodical revisions which used to arise 
when imputed quarterly estimates were replaced by reported infor
mation. This should become apparent during the next year or so. 

Table 4 Revisions to initial (March) annual estimate 

of current balance net credits £ billion 

To next To Pink Book 

Pink Book two years later 

1975 -0.2 

1976 0.6 

1977 0.3 -0.3 

1978 0.7 0.6 

1979 0.5 1.5 

1980 0.5 0.5 

1981 1.2* 

1982 1.5 0.8 

1983 0.9 1.1 

1984 0.8 1.4 

1985 0.6 0.3 

1986 0.1 1.2 

1987 -0.8 -2.5 

1988 0.1 -0.8 

1989 1.8 -0.8 

1990 - 1.6 

1991 - 1.9 

*No initial estimate was prepared in March because of 
industrial action affecting visible trade data. This 
change is from the estimate in the 1982 Pink Book. 
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Table 5 Performance indicators on current balance 

Short-term revision Long-term revision 
( 6 months) as per cent (3 years) as per cent 

Revision period ofGDP ofGDP 
to (a) (b) 

Q2 0.40* 1.76 * 
Q3 - 0.39 0.39 
Q4 0.03 0.87 * 

1987 Q1 - 0.54* 0.17 
Q2 0.02 0.59 
Q3 -0.24 -0.04 
Q4 -0.11 0.64 * 

1988 Q1 -0.14 0.44 
Q2 0.25 -0.18 
Q3 -0.65 * 0.34 
Q4 -0.15 -0.19 

1989 Q1 0.18 -0.19 
Q2 0.09 0.56 
Q3 0.11 0.03 
Q4 0.21 -0.03 

1990 Q1 0.02 0.11 
Q2 0.48* -0.44 
Q3 1.16* -0.78 * 
Q4 0.21 -0.19 

1991 Q1 0.18 - 1.22 

Q2 1.30* - 0.41 ) Targets 
Q3 - 0.87* -0.19 ) (a): 0.4 
Q4 -0.08 0.24 ) (b): 0.6 

1992 Ql 0.45* -0.34 ) 

Q2 0.20 0.05 ) (a): 0.5 
Q3 - 0.85* -0.33 ) (b): 0.6 
Q4 -0.12 0.14 

* outside target set for 1991/2 

Remaining problems : coherence 

The substantial reduction in annual balancing items in recent years 
by no means indicates that all significant problems in measuring 
capital flows have been solved. There remain substantial fluctua
tions in quarterly balancing items which are likely to reflect timing 
discrepancies but may also reflect other features. Also, the measure
ment of international capital flows is one of international concern 
and was the subject of a recent study by the International Monetary 
Fund.(1) This judged that "world capital account statistical systems 
are in a state of crisis" (page 2) and made several recommendations 
on improvements. 

The best guarantee of coherence in the UK accounts is judged to be, 
as mentioned earlier, to ensure that there is as much integration as 
possible with the data sources and methods used in the national 
economic and fmancial accounts. This is outlined in Annex B which 
summarises the statistical basis of the UK balance of payments 
accounts. More needs to be done in this direction eg by ensuring the 
more complete coverage of the corporate sector- both fmancial and 
non-fmancial- in existing inquiries into their activities, both domes
tic and overseas; by further integrating inquiries into domestic and 

(')Report on the Measurement of International Capital Flows 
(September 1992). 
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overseas transactions, both by fully integrated returns as in the 
financial sector and by better integrated registers as with inquiries 
into services. Also, a decision should be made soon on whether the 
UK offshore centres (Channel Islands and Isle of Man) should be 
removed from the defmition of the UK balance of payments and 
financial accounts, bringing them into line with the UK national 
product accounts. 

In addition, to achieve a satisfactory coverage of UK overseas 
transactions requires a number of further improvements in the 
present system or at least some evidence that any remaining gaps or 
overlaps are not significant for the policy purposes the accounts 
serve (see the notes attached to Annex B). The two main areas where 
the existing system is known to be weak concern some items which 
are not at present covered, mainly suppliers trade credit, and trans
actions by the personal sector (particularly on transfers and transac
tions in securities). The former is being studied as part of a wider 
study of trade credit in the national accounts. Personal sector 
transactions are being studied in a number of ways eg by considering 
the scope for a survey of households, by better use oflnland Revenue 
data and by considering the use of information on fund managers' 
clients or Stock Exchange transactions data. It is less clear that rapid 
progress can be made in these areas than in the areas in which progress 
has been made in recent years, but the search goes on. 

THE FUTURE 

The programme of work envisaged in the Eason review of balance 
of payments statistics(l) is well underway and should yield further 
improvements in the coming years. Neverthess, there are clearly 
limitations in the degree of detail and precision likely to arise from 
the UK approach to compiling the balance of payments account, 
which balance of payments systems which place greater reliance on 
seeking information on all significant separate overseas payments 
and receipts (either through reporting by fmancial intermediaries
particularly banks - on behalf of their customers, or in other ways) 
are thought better placed to meet. These limitations centre on 
frequency and timeliness, on the availability of geographical data 
and on comprehensive coverage. The UK system does not produce 
comprehensive monthly data, and the limited monthly data on 
visible trade and some other current flows is judged to be sufficient 
for short-term economic monitoring. The UK system produces 
reasonably precise geographical data on visible trade and on sub
stantial parts of trade in services, the latter having expanded in recent 
years. Similar geographical information is also available on direct 
investment and banking flows, although not necessarily each quar
ter. 

Future developments will take place within the overall strategic 
framework of CSO policy on statistical targets including those on 
revisions to current account balance estimates (both short-term (6 
months) and long-term (3 years) and on limiting balancing items. 
They also take place in a changing environment, with other statisti
cal changes in prospect eg the introduction of a new system for 
recording intra-EC visible trade (INTRASTAT) in 1993, and the 
need to reassess balance of payments statistical requirements within 
wider developments in the Community. Although the next three 
years may not lead to as many fundamental changes to balance of 
payments statistics as the past three years, more remains to be done 
to ensure the achievement of more stable and yet more coherent 
figures. 

f)Action Plan in response to recommendations in Review by 
Richard Eason, November 1991 (available from Central Statistical Office). 



ANNEXA 
KEY DEVELOPMENTS, 1989-1992 

Incorporated in period Current account 
up to Pink Book for Goods and services 

1989 Better sea freight estimates 
(shift between goods and 
services). 
New annual data 
on commodity and 
financial futures and options 
dealers,(from 1988 Survey) 
and money market brokers. 

1990 New manifest check on 
recording of exports. 

Incorporated in period 

Improved estimates of 
imports of aircraft and 
freight on non-oil imports. 

New annual (1989) data on 
securities dealers' services 
earnings. 

Current account 

up to Pink Book for Goods and services 

1991 Improvements in export 
valuation from new survey.* 

New annual (1990) survey data 
on services for fund 
managers, export houses/ 
traders in commodities and 
educational bodies. 

Reassessment of trade 
commissions. 

New quarterly surveys of 
overseas trade in banking 
services and in royalties 
and miscellaneous services.* 

Improved annual (1990) 
coverage of miscellaneous 
services (distribution, arts 

and entertainment, etc) and 
moves to integrate all 
existing trade in services 
surveys.* 

Investment income 
Capital account 

Removal of commission 
element in portfolio 
investment 

Revised method of measuring overseas 
investment in UK company securities (and 
related income) using share register 
survey (equities) and relating net new 
issues and domestic sector transactions 
(bonds etc). Share register surveys now 
to be annual.* 

Fuller coverage of securities dealers' 
transactions. 

Capital account 

Investment income 

Reassessment of sector allocation 
(including overseas) of UK banks' 
certificates of deposits, Treasury Bills 
and UK commercial paper. 

New data on UK companies' holdings of 
overseas (portfolio) securities and 
reassessment of personal sector holdings. 

Reassessment of life assurance and 
pension funds' overseas (portfolio) 
investment and income. 

Enlarged quarterly survey of direct 
investment and earnings.* 
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Incorporated in period Current account 

up to Pink Book for. Goods and services 

1992 

Incorporated in period 

Further improvement in 
valuation of exports* 

Revised method of estimating 
insurance companies' 

services earnings. 

New data on UK consultants 
and advertisers.* 

New quarterly survey on 
insurance companies services 

earnings.* 

Current account 

. up to Pink Book for Goods and services 

1992 
(continued) 

Integrated current income 
and expenditure returns 
from UK banks.* 

*projects under Chancellor's Initiative phase 1. 

**projects under Chancellor's Initiative phase 2. 
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Investment income 

Investment income 

Capital account 

Reassessment of UK 
banks' transactions 
overseas in respect 
of: 

foreign currency 
borrowing (from 
special study of 
sector 
allocation)*; 

fuller data on 
write-offs. 

Fuller use of data 
from securities 
dealers (on 
counterparties) and 
more effective 
linking of data on 
transactions, in, 
and holdings of, 
securities. 

Extended coverage of direct investment 
from abroad (through register-proving 
exercise)* and bringing forward the 
timing of the periodical detailed balance 
sheet inquiry.* 

Capital account 

Improved method of estimating pension 
funds transactions in, and income from, 
overseas assets. 

Revised (now statutory) quarterly 
inquiries to insurance companies and 
pension funds. 



(1) (2) (3) (4) (5) 

Inward *(e) 
(investment in 
UK securities) 

Equities Coverage of unlisted. 
Whether short-period 
indicator can be obtained 
from agents/market 
sources. 

Company bonds, etc * *(f) Whether present methodology 
can be further validated 
by better data on (a) net 
new issues; (b) better data 
on corporate sector net 
transactions and (c) 
personal sector 
transactions. 

Public sector *(g) *(g) Whether reliance on UK 
securities banks' custody data can 

be replaced or supplemented 
by more comprehensive data. 

Other investment 
UKbanks * Continue moves to improve 

methods of deriving 
transactions from changes 
in levels. 

UK non-banks with * *(h) How to reconcile domestic 
overseas banks (partial) data from UK 

sources with international 
banking statistics. 

General * Whether any overlap between 
government official reserves and other 

data sources used in the 
account is significant 
(probably not). 

Financial sector Improved sector coverage. 

Other corporate 
sectors 

Suppliers * Whether present incomplete 
trade data should be supplemented 
credit by more reported data 

and/or imputed (model) 
data. 

Other Improved sector coverage. 
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-
Notes 

(a) Although the UK accmmts in principle cover off-shore UK (viz Channel Islands and Isle of Man), no data are directly available on 
transactions by offshore UK residents other than banks and only certain categories in the account (visible trade, travel, banking services and 
other UK banks' transactions) are measured in ways which correspond to the theoretical coverage. The possibility of redefining the UK to 
exclude off-shore UK is currently under examination. 

(b) The variety of sources used is described in the 1992 PinkBook(see p.10 and pp 45-46). 

(c) Only in respect ofUK banks is information obtained from an integrated (quarterly) return. 

(d) At present estimates are based on periodical Inland Revenue data. 

(e) Apart from reliance on the annual share register survey, some reliance is still placed on information from securities dealers. 

(t) At present it is assumed that personal sector transactions are negligible. 

(g) Use is made both on information from the gilts register (on official holders) and on banking statistics (reporting gilts in custody for 
overseas residents). 

(h) At present reported data for some non-banks ( eg securities dealers) is used, while that for the remainder is inferred from international 
(IMF) data. 

Summary 

1. By the end of the 1980s the scale of imbalances and revisions within the balance of payments accounts had reached unacceptable 
levels and fundamental changes in statistical sources and methods were required. 

2. The need for more extensive quarterly reporting by businesses (eg on overseas trade in services) and more comprehensive reports 
by corporate bodies has been accepted. 

3. Greater coherence has been achieved by more effective integration with the national economic and fmancial accounts and a basis 
prepared for moving to more stable estimates in future. 

4. More remains to be done to maintain recent progress and to fill remaining gaps, eg on personal sector transactions. 

5. More fundamental questions on the basis of balance of payments statistics may nevertheless have to be addresed in future as 
requirements within the European Community are reassessed. 
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