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The compilation of the United Kingdom balance of payments

The United Kingdom balance of payments is a classified 
account of all purchases and sales of goods, services and 
capital assets between residents of this country on one side 
and residents of all other countries on the other. Goods, 
services or assets received are entered in the balance of 
payments (at a money valuation) as a debit because they 
give rise to an obligation to provide settlement in cash or 
(less frequently) in kind. Goods exported or services 
provided are entered as a credit because they establish a 
claim to receive payment.

It may happen that a United Kingdom resident receives 
something from abroad—a parcel containing gifts for 
instance—without giving anything in exchange. In order 
that the entire balance of payments may be presented as a 
self-balancing account, gifts are included as if there were 
some consideration corresponding to them on the other 
side of the account. Thus the parcel in this example is 
included not only in “ imports ” as a debit, but also as a 
credit in a category covering gifts and other one-sided 
transactions such as the transfer of migrants’ funds and 
legacies.

In order to establish a theoretical basis of compilation, 
the transactions which enter into the balance of payments 
are defined as those which involve a change of ownership 
of goods or capital assets. Similarly a transaction should 
be included in the tables in the period when change of 
ownership takes place. Few records in fact exist which 
show transactions defined in this way, with their respective 
dates. Usually statistics of payments or the movement of 
goods have to be adapted. Where a service is provided, 
the entry, to be logically consistent, should correspond to 
the time of its performance, which may not be the same 
as the time of payment ; but in practice it is usually 
necessary to record it at the date of payment.

Almost anyone may be a party to a transaction with a 
resident of another country, and there is certainly nothing 
to ensure that all such transactions will come to the know
ledge of the compilers of a balance of payments. A very 
important part of them however is recorded in the Trade 
and Navigation Accounts which are published monthly. 
In some countries (the United States and Canada are 
examples) information on “ invisibles" and capital 
movements is collected from a long list of banks, brokers, 
commercial firms and even private persons. In this 
country it has so far proved possible to complete the picture 
of the balance of payments with a fair degree of success 
mainly by the use of information which is given for other 
purposes, notably exchange control.

At present, permission needs to be obtained from H.M. 
Treasury before a payment may be made to a country 
outside the Sterling Area, i.e., the Scheduled Territories 
designated in accordance with the Exchange Control Act 
of 1947. (The Scheduled Territories at present consist of 
the British Commonwealth except Canada, together with 
the Irish Republic, Burma, Iceland, Iraq, Libya, Jordan 
and British Trust Territories, Protectorates and Protected 
States.) After the payments have been made the applica
tion forms are classified and aggregated country by country 
under various economic categories. In recent times no 
form of application has been required (though permission 
still has to be granted on behalf of H.M. Treasury) for

payments up to £250. By this dispensation a great amount 
of form-filling is eliminated with a loss of information 
covering only 2 per cent, of the total amount paid abroad ; 
and this loss is made good roughly by estimation. An 
arrangement of longer standing, which also affects the 
record of payments made abroad, is that some companies 
which frequently need to make disbursements and also 
have receipts from abroad are permitted to maintain 
accounts in foreign currencies, the debits and credits to 
Which are reported at intervals.

Although the manner in which debts may be collected 
from outside the Sterling Area is also regulated by United 
Kingdom exchange control, the procedures employed are 
far less fruitful in yielding records which are adaptable 
for use in the balance of payments ; and naturally only 
indirect light is thrown on transactions, whether debit or 
credit, with the Sterling Area. But information received 
from abroad, sometimes as part of an agreement to exchange 
records, goes a long way towards supplying what is 
wanting. Such information is the more comprehensive 
because in certain sterling, as well as non-sterling, coun
tries exchange control procedures are applied to payments 
to any part of the world, including the Rest of the Sterling 
Area (R.S.A.).

Comparatively little information is requested solely for 
the purpose of constructing the balance o f payments. 
All details given, whether they become available as a by
product of exchange control formalities or are provided as 
a courtesy, are merged into aggregates so that no single 
institution's or company’s affairs are made known even 
approximately except to those engaged in the compilation ; 
and all interested parties are consulted on questions of 
publication.

In practi(ie the method of compilation begins with 
separate studies for practically all countries in their finan
cial relations with the United Kingdom and with the Rest 
of the Sterling Area and often with the rest of the world. 
By this means the information received from abroad can 
be most readily incorporated and certain limits are set 
within which to detect errors. From these specialised 
studies the tables showing the United Kingdom’s trans
actions with the rest of the world are built up.

The method employed explains the diversity of sources 
used. Reliance on fewer, more homogeneous, sources 
might lessen the problems of reconciliation and present a 
more orderly appearance ; but each source actually used is 
considered the most accurate at present available in its 
own field. Complete accuracy is unattainable and one 
aim of this note is to show where the possibilities of error 
lie.

Sources vary greatly in the precision and suitability'of 
the data they provide. Exact accounting figures are 
available for some items. Elsewhere a greater or lesser 
degree of estimation is necessary. Where no basis what
ever for estimation exists, no estimate is included. It may 
be inferred that there is likely to be a hiatus in some items, 
e.g., there are no figures for certain types of short-term 
capital movements.

In recent years tables of the United Kingdom Balance of 
lyments have been published in half-yearly White
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Papers, the latest being Cmnd. 273 of 1957. For notes and 
definitions reference should be made to this Paper and to 
the fuller version in Cmnd. 122. The purpose of this 
article is simply to describe the material available for 
constructing the tables. Accordingly it may now be 
appropriate to consider each item separately, ignoring 
group totals. For convenience the list of items and 
headings is reproduced from Cmnd. 122.

CURRENT ACCOUNT
Debits

Imports (f.o.b.)
Shipping
Interest, profits and dividends 
Travel
Migrants’ funds, legacies and private gifts (net)
Government
Total

Credits
Exports and re-exports (f.o.b.) 
Shipping
Interest, profits and dividends
Travel
Government
Other (net)
Total
BALANCE OF CURRENT TRANSACTIONS 

EXCLUDING DEFENCE AID NET
Defence aid (net)
BALANCE OF CURRENT TRANSACTIONS 

INCLUDING DEFENCE AID NET

INVESTMENT AND FINANCING ACCOUNT 
GRANTS, ETC.
INTER-AREA TRANSFERS
18. United Kingdom drawings on and repayments to 

International Monetary Fund (I.M.F.)
Sterling drawings by other countries on I.M.F. 
Transfers between R.S.A. and non-sterling areas (net) 
Purchases of gold from R.S.A. (net)
Other gold and dollar transfers (net)
Other transfers (net)
Balance of inter-area transfers

INVESTMENT, BORROWING, ETC.
25. Inter-Government loans by United Kingdom (net)
26. Inter-Government loans to United Kingdom (net)
27. Other capital (net) and balancing item
28. Balance of investment, borrowing, etc.

30.

OVERSEAS STERLING HOLDINGS, ETC.
29. Change in overseas sterling holdings

Change in United Kingdom official holdings of 
non-dollar currencies

Change in United Kingdom debit balance in European 
Payments Union (E.P.U.)

Special “ waiver ” accounts 
Change in overseas sterling holdings, etc.

GOLD AND DOLLAR RESERVES
34. Drawings on or additions to gold and dollar reserves
BALANCE OF INVESTMENT AND FINANCING

CURRENT ACCOUNT
DEBITS

1. Imports {f.o.b.)
For non-sterling countries information is drawn from 

the exchange control application forms completed by the 
importer and forwarded by his bank. On the form he 
enters the commodity or article to be imported, the payee 
and the amount to be paid. The importation may be 
made on f.o.b. terms (which is the valuation required for 
the tables) or inclusive of freight and insurance ; in the 
latter case the amount ascribable to the separate com
ponents is not necessarily stated by the trader, or indeed 
known to him. It follows that this item contains elements 
which would be more properly classified under “ shipping ” 
or “ other ” services. Moreover there is usually nothing 
to show whether the foreign supplier who sells on “ c.i.f.” 
terms employs a foreign or a United Kingdom-operated 
ship. (It should perhaps be made clear at this point that 
shipping receipts are estimated on a basis which includes 
receipts from foreigners employing United Kingdom ships 
on c.i.f. contracts.)

Wherever possible, figures are checked against related 
sources. Totals of payments can be compared with the 
Trade and Navigation Accounts, after allowing for differ
ences in the range of articles covered and making deductions 
from the Trade Accounts to remove freight and insurance. 
When all the indicated adjustments have been made (and 
they are many) a fairly good agreement between the two 
sources is obtained. Usually there remains a small 
unexplained shortfall in recorded payments as compared 
with the Trade Accounts, and there are some past periods 
for which the shortfall is more considerable. Again, when 
the regional distribution of the two sets of figures is 
compared there are also differences attributable to the 
fact that the Trade Accounts are divided geographically 
according to the country of consignment, whereas the 
exchange control figures are classified according to the 
residence of the payee or seller.

Recorded payments are assumed to correspond reason
ably well as to timing with the passing of the goods into 
United Kingdom ownership, whether they have already 
entered the country or have still to do so. Enquiries have 
been carried out from time to time in order to determine 
whether payment precedes or follows the arrival of goods 
in this country. The more recent enquiries have consistently 
supported the conclusion that most goods are paid for 
shortly after (often in the same month as) arrival. A 
smaller number of payments relates to goods imported 
earlier, up to three months before (rarely longer), and 
somewhat fewer still are for arrivals in the future.

Imports from the Rest of the Sterling Area are computed 
from the Trade Accounts by the Board of Trade, who 
make appropriate deductions for each commodity to 
remove insurance and freight. For three commodities 
(cocoa, wool and rubber) which are normally paid for 
before arrival, adjustments are also made so as to include 
them in an earlier period than when they are recorded in 
the Trade Accounts. For two others (tobacco and dia
monds) the Trade Accounts are not used at all. Diamonds 
are excluded from United Kingdom Trade Accounts and 
have to be estimated from overseas trade accounts. Tobac
co is included, but because stocks held abroad fluctuate 
widely, the values acquired are not suitably phased in the

A

1 ??

CO

i>4

_4M

2.

iV '-l.



'v i.

'<a

\  from 
b y  llie  

he
e payee
% b e
red for
in the 

\  com̂  
indeed  
cnients
)ping "
nothing

aerated
n t  th a t 
ic ludes 
n  ships

re la ted
ith  the 
differ- 

JCtions 
trance, 
e f a n d  
le  tw o  

sm all 
npared 
teriods 
.w h e n  
ire s  is 
to  th e  
hically  
as  the 
to  the

caso n - 
Is in to  
ilready 
s h a v e  
erm ine 
goods 

sten ily
lid for 
al, A  
.ported  
■). and

n p u ied
e. w ho
liiy  ‘0
lodities 
a id  fo r
include 
rdedin 
n d  dia-
jitionds
tits an'* 
XobaO' 
luctuar̂
j in the

.(0

Trade Accounts and need to be specially estimated by the 
Board of Trade in consultation with the tobacco companies.

Another commodity which is treated exceptionally is 
petroleum. The Ministry of Power provides estimates of 
the value, f.o.b., of imports from all countries, sterling 
and non-sterling. Because much of the oil comes from 
United Kingdom companies' own production, the f.o.b. 
value will exceed the costs actually incurred abroad ; that 
is to say, this value will provide not only for operating 
costs, royalties and taxes payable abroad, but also for 
expenses incurred in the United Kingdom, and a margin 
for furthercapital development or distribution as dividends; 
and therefore it is partially offset by entries on the credit 
side of the tables. (See item 13.)

2. Shipping
Payments to non-sterling countries, whether for freight, 

passenger fares, chartering of vessels, or United Kingdom 
ships' disbursements in foreign ports, are notified through 
the operation of exchange control. Most of the informa
tion comes from the standard application form. The rest 
is taken from returns made periodically by shipping 
companies which, with the permission of H.M. Treasury, 
maintain their own accounts in foreign currencies and do 
not need to make separate application for each payment. 
The data obtained are complete, except that as mentioned 
above some freight payments are included under 
“ Imports ".

Payments to the Rest of the Sterling Area are almost all 
for United Kingdom ships' disbursements. Figures are 
based on the results of the comprehensive enquiry into 
the annual earnings and expenses of United Kingdom 
operated ships which is undertaken periodically by the 
shipping industry. This enquiry does not seek to ascertain 
the remittances made during the year under review, but 
the costs and earnings of voyages (or parts of voyages) 
which took place in that year. The last enquiry was 
based on the accounts for 1952 and estimates for subse
quent years are derived by writing up or down the latest 
available results, in the light of related statistics such as 
local returns of harbour revenues or ships' stores taken up 
and the volume and value of cargo carried ; they must be 
regarded as becoming less reliable as the year of the enquiry 
recedes into the past.

Payments by oil companies of freight and disbursements 
are not included in this category but in “ Other (net) ” 
below, owing to the difficulty of knowing the amount of 
freight included in the value of oil shipments, particularly 
on the credit side. The item “ shipping ” therefore relates 
to dry cargo only.

3. Interest, profits and dividends
Payments to non-sterling countries are notified by 

exchange application forms or by schedules which take 
the place of a large number of separate forms. Although 
(as has been said) forms are not in general completed for 
payments which do not exceed £250, for this item schedules 
provide summaries of all payments of whatever amount. 
An exception, for which no form or schedule is completed, 
is the credit to a foreign account at a bank of the interest 
earned on that account itself ; such credits may be estimated 
from what is known of foreign deposits. Discounts on 
Treasury Bills are estimated in a similar way. So far as 
possible, debits include the earnings of foreign-controlled 
companies in the United Kingdom which are not distri-

buted as dividends but retained and added to capital; 
it seems unlikely however that they are known at all 
completely, whether from exchange control procedures, 
the examination of balance sheets or other sources.

Remittances to, or credits to, the accounts of residents of 
the Rest of the Sterling Area are estimated mainly from 
what is known of their sterling holdings (deposits, Treasury 
Bills. British Government securities, etc.) and the interest 
rate appropriate to each type. Income on other types of 
investment is added from overseas sources.

Interest, profits and dividends paid by oil companies are 
included in “ Other (net) ” ; this is done for the sake of 
symmetry because the amount which properly belongs to 
the corresponding item on the credit side cannot be 
satisfactorily segregated from such credits as tankers’ 
freight.

Travel
Persons using the basic allowance for travel in non

sterling countries are not required to complete an exchange 
control application form for foreign currency or other 
facilities. Other means are therefore used in estimating 
their expenditure. The Board of Trade calculates the 
total number of United Kingdom travellers to the Conti
nent of Europe—the destination of the vast majority of 
tourists—though figures for separate countries are not 
available. Moreover, a number of the largest banks keep 
records, for short periods at different seasons of the year, 
of the amount provided to travellers in foreign exchange or 
sterling travellers' cheques or letters of credit. An average 
of expenditure is thus obtained, after subtracting an 
estimate of notes and cheques which are brought back 
unused. To the expenditure of the traveller must be added 
the remittances of travel agencies in the United Kingdom 
to their associates abroad in settlement of such costs as 
fares on foreign railways which may have been paid in 
this country.

Travellers who obtain special allowances (mainly for 
business purposes) complete an application form, whatever 
the amount ; they state the country or countries to be 
visited.

For travel to other Sterling Area countries, whether for 
holiday or business purposes, overseas sources are mainly 
used. But statistics showing, the number who travel* to 
distant countries by sea (though not by air) are compiled 
by the Board of Trade and also provide a basis for estimates 
in combination with information on average expenditure.

5. Migrants' funds, legacies and private gifts {net)
For the White Papers, income under this heading is 

deducted from outgoings and the balance appears as a net 
payment. It is the least trustworthy estimate among current 
items but it is distinguished because it calls for special 
treatment in national income accounting. Transfers to 
non-sterling countries by emigrants from the United 
Kingdom are derived from exchange control forms, as are 
legacies and gifts of money ; and gifts sent by parcel post 
can be estimated (uncertainly) from the Trade Accounts. 
But for receipts from non-sterling countries and transfers 
to and from the Sterling Area several sources are used. 
They include exchange control records of foreign currencies 
received by United Kingdom legatees in certain circum
stances ; Board of Trade statistics of numbers of immi
grants and emigrants, which are used in conjunction with
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estimates of the average sums brought into the country or 
taken out ; and some overseas sources.

6. Government
The Departments furnish returns of their remittances to 

all parts of the world. This item may therefore be taken 
as precise but subject to (unimportant) divergences in 
definition from the ideal.

CREDITS
On the other side of the current account the same 

sources are frequently used for all countries, sterling and 
non-sterling.

8. Exports and Re-exports
The Trade and Navigation Accounts are the source for 

all except a few articles, which, while falling outside their 
scope, are most conveniently grouped under this category 
in the balance of payments ; for example, second-hand 
ships, whether merchant vessels or naval craft, and 
diamonds. Information on diamonds comes from the 
Customs’ Declaration completed, for exchange control 
purposes, by an exporter to non-sterling countries, which 
include the important overseas markets for diamonds.

The balance of payments seeks to record exports at the 
time when the overseas customer becomes the owner of 
them. It is of course impracticable to determine when 
ownership of each consignment does in fact change and a 
rule of thumb has to be used. The most suitable time is 
thought to be when delivery takes place in the foreign port 
or somewhat later ; for some countries therefore the 
figures of exports used for the tables correspond to those 
that are recorded in the United Kingdom Trade Accounts 
for the previous month. For more distant destinations a 
transit time of two months or sometimes three is employed.

Progress payments on exports of capital goods are 
treated as short-term credit in the investment account.

Other adjustments are necessary. Some shipments, for 
example those to the Channel Islands or Navy, Army and 
Air Force Institutes (N.A.A.F.I.) abroad, do not pass into 
foreign ownership at all and so need to be deducted. And 
for the regional accounts some reclassification is needed to 
allow for goods consigned to one country but purchased by 
another ; for example, goods supplied by the Service 
Departments to United States purchasing agencies in 
Europe (known as “ offshore ” purchases), figures for 
which are available from the Departments.

9. Shipping
The main source for freight and charter receipts and 

passenger fares is the periodical enquiry already mentioned. 
It provides details of the earnings of United Kingdom 
operated ships from each country and is a basis for esti
mating by projection year by year until the results of the 
next enquiry are available. Wherever possible the pro
jections take account of changes in the volume of trade and 
movements in freight rates, and of statistics provided by 
some other countries. The companies’ returns described 
under item 2 give up-to-date information on earnings from 
dollar countries and are used instead of projections. 
Exchange control sources are also drawn on for earnings of 
Canadian-owned ships managed in the United Kingdom

under a scheme introduced in 1950. These ships were 
outside the scope of the last enquiry.

For disbursements of foreign ships in United Kingdom 
ports the only firm information comes from overseas 
sources. It covers only some countries and (uncertain) 
estimates for the rest are made on the assumption that 
they bear a fairly constant relationship to freight payments 
made to the country concerned.

Earnings of United Kingdom oil companies’ tankers, 
together with sales of bunker oil, are included under 
“ other (net) ” and not under “ shipping ".

10. Interest, profits and dividends
Overseas sources predominate. A number of countries 

particularly in the Commonwealth and in Europe
provide figures which answer to requirements, or nearly so. 
Data received from some Colonies are a satisfactory basis 
for estimation ; they include the yields of taxation and 
statistics of output, working costs and selling prices of 
some of the more important primary commodities which 
are produced by United Kingdom owned enterprises. 
Some of the estimates relating to separate countries (and 
hence the published figures) include retained profits as 
well as amounts remitted ; others do not include them ; 
they are rarely available as a separate item.

Other sources are the Bank of England's annual survey 
of overseas investment and their estimate of interest 
received by United Kingdom banks on loans made to 
non-residents.

It has already been pointed out that oil companies’ 
receipts of interest, profits and dividends form part of 
" other (net) ”

II. Travel
The Board of Trade provides the statistics of travel 

receipts on the basis of the estimated number of visitors, 
derived from Home Office records of aliens' movements, 
ships' manifests and studies of air traffic. Numbers are 
combined with estimates of the length of stay in the 
United Kingdom and average daily expenditure, calculated 
by the British Travel and Holidays Association who keep 
the whole subject under review. Overseas sources are 
often available as a check.

12. Government
Precise figures are supplied by the Departments.

13. Other (net)
Very varied sources are used for this item, which 

includes all current receipts not specified above less all 
unspecified current payments. Information given for 
exchange control purposes is used for non-sterling coun
tries for all payments and some receipts, in so far as they 
accrue to foreign currency accounts.

Of the components, the largest are the transactions of 
the oil companies. Information about them is compre
hensive since the companies render returns which contain 
any relevant details which have not already been supplied 
for exchange control purposes. It is not possible however 
to distinguish receipts attributable to their operation of 
tankers or to overseas investment income and these two 
items, which do not properly belong in this category, have 
necessarily to remain merged in it.
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Another component is insurance. The net earnings in 
foreign currencies of the companies and of Lloyd's are 
known as a by-product of exchange control or by special 
arrangement. To these are added estimates of sterling 
earnings from non-sterling countries and independent 
countries in the Sterling Area, drawn mainly fromjvverscas 
sources : while for the Colonics information is supplied 
by the United Kingdom life and fire ofTices.

Four other items deserve mention : the expenditure of 
United Slates and Canadian Forces in the United Kingdom 
(over and above amounts paid to United Kingdom G overn
ment Departments), figures being provided by the United 
States and Canadian Governments ; the payments and 
receipts of civil aviation, records o f which are provided by 
the Air Corporations (the receipts o f charter companies 
arc not covered) ; payments and receipts for films, based 
on exchange control information ; and the fourth, which 
needs a little explanation, is the net earnings of merchants. 
An attempt is made, by reference to exchange control 
records and returns made to the Bank of England under the 
Commodity Market schemes, to estimate the turnover of 
goods bought by United Kingdom merchants in one country 
and sold in another (without being imported into and 
exported from the United Kingdom). The average margin 
available to cover costs in the United Kingdom and profit 
is estimated from enquiries in the trade and this proportion 
is applied, with some variation to allow for special cases, 
to the proceeds received from each area.

A large number of less important types of payments and 
receipts have not been mentioned : their estimation 
depends partly on sources already described and partly 
on diverse pieces o f related information such as may be 
gleaned from trade journals, the overseas press and the 
market.

It will be appreciated that when all available sources 
have been tapped there must remain some items for some 
countries which offer no reasonable basis for estimation ; 
figures could only be supplied by naked guess work and 
would be valueless. It seems probable too that there is a 
greater volume of credits than of debits which remain 
unidentified and omitted from the current account

16. Defence aid {net)
Official records give precise figures.

THE INVESTMENT ACCOUNT
From the current account it is convenient to pass to the 
investment items, leaving “ Intcr-arca transfers" , which 
have no place in the global balance of payments, until.later.

25. Inter-Government loans hy United Kin^’dom {net)

26. Inter-Government loans to United Kin^jdom (net)
Official records give precise figures of the amounts 

actually drawn during the period, less repayments.

27. Other capita! (net) and balancing item
A division of this item into long-term investment 

miscellaneous capital and the “ balancing item % \
Errors and O m issions") for the last three years is

r

shown on pages 7 to  9 o f Cmnd. 122. The m ost im portant 
element is long-term investment by the U nited Kingdom. 
Except for the oil companies, which provide com prehen
sive returns o f their investment, less depreciation, in all 
parts o f the w'orld, different sources are used for different 
areas. For non-sterling countries exchange control calls 
for details to be given, though not where the investment of 
undistributed profits is concerned. For independent 
sterling countries, overseas sources are used extensively ; 
they are supplemented by reports by the Commonwealth 
Development Finance Company, press announcem ents, 
prospectuses o f issues in the London m arket, and the 
Bank o f England’s Overseas Investment Survey. F o r the 
Colonies the same sources are used, together with the 
reports o f the Colonial Development C orporation, and 
the Colonies themselves co-operate in the production of 
estimates ; im portant capital projects usually become 
known in one way o r another, but the phasing o f the 
remittance o f cash or shipment o f goods during the course 
of the work presents difficulties.

The sources for United Kingdom disinvestment abroad, 
and for foreign long-term investment and for disinvestment 
in the United Kingdon, may be described together. The 
operations o f oil companies in all areas are covered by 
specific returns ; and exchange control yields inform ation 
about realisations in D ollar A rea m arkets and in some 
other non-sterling countries. The fact that foreign capital 
invested in the United Kingdom in projects approved by 
the exchange control authorities is eligible for repatriation 
provides a motive for notifying them  ; but m any trans
actions such as foreign purchases o f United Kingdom  
securities are not accurately known. F o r other movements 
involving the Rest o f the Sterling Area inform ation is 
partial, though some figures are available from  overseas 
(often net movements inwards and outwards combined) 
and redemptions and repayments o f securities are usually 
publicly announced.

All the transactions under this heading are classified 
according to the country o f residence o f the o ther party to 
the purchase or sale (or rem ittance of funds) ; it may not be 
the same as the country where the fixed assets are o r whose 
obligations are transferred.

Where there is no specific source for a capital item there 
is usually no indirect basis for its estimation. In this 
respect the capital account is a t a disadvantage in com
parison with the current account, where related statistics 
are often available and a certain regularity in credits and 
debits is normal. For this reason the movements called 
'■ miscellaneous capital " , representing identified move
ments falling outside the classes described above, must be 
considered as significantly incomplete. Similarly there 
arises a presumption that some of the “ balancing item " 
is due to unidentified capital movements. It is therefore 
conveniently merged in this part of the account. But it 
should not be assumed from this presentation that the 
balancing item is entirely o r even mainly due to capital
movements ; experience has shown that the current account
is also subject to a large margin of error, especially when 
figures are published provisionally. Sometimes large 
payments or receipts which were unidentifTed at an earlier 
stage have subsequently been found to relate to the current 
account.
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Among the more important “ miscellaneous capital ” 
items are the following :—

(i) changes in foreign currency balances held outside
the Exchange Equalisation Account (for example 
by banks, and oil and shipping companies) ;

(ii) changes In certain inter-company accounts (for
example, in book indebtedness of a United 
Kingdom subsidiary to its overseas parents) ;

(iii) loans between associated companies ;
(iv) other identified short-term credit (for example, to

finance the purchase of wool or other commodi
ties, or the export of ships, aircraft or other 
capital goods).

Returns made for the purpose of exchange control are 
the main source for these, but information is also pro
vided by oil companies and Government Departments as 
well as from overseas.

29. Change in overseas sterling holdings
At regular intervals the Bank of England receives 

confidential returns from some 150 banks, discount and 
accepting houses and public bodies such as the Crown 
Agents for Oversea Governments and Administrations 
and the Currency Boards, showing a total of sterling 
funds held by residents of each country and likewise the 
claims of the reporting institutions on those countries. 
A definition of the funds covered is given on page 54 of 
Cmnd. 122. The totals include bank deposits. Treasury 
Bills and other British Government securities. British 
Government securities are included at their face value.

30. Change in United Kingdom official holdings o f  non
dollar currencies

31. Change in United Kingdom debit balance in European 
Payments Union

32. Special “ waiver " accounts

34. Drawings on or additions to Gold and Dollar Reserves
These four items are known precisely from otficial 

records.

INTER-AREA TRANSFERS
Items 29, 30 and 34 are unlike other items in the balance 

of payments in that they are not derived by aggregating all 
the relevant transactions (in which, e.g. sterling deposits 
have been given in exchange for goods or services or other 
capital assets or as gifts) but by noting the difference 
between the amounts of United Kingdom assets and liabili
ties outstanding at the beginning and end of the period 
under review. This is of course a matter of convenience. 
The change in the sterling holdings of each geographical 
group or ** area” observed between one year end and 
another reflects the net result of all the transactions during 
the year in which sterling funds have been used. But these 
groups of countries use sterling in transactions with each 
other as well as with the United Kingdom, and therefore 
the change in sterling holdings of a particular group may 
not correspond to the balance of their transactions in 
sterling with the United Kingdom. Gold and dollar 
reserves too are sometimes used by the United Kingdom in 
transactions outside the Dollar Area. For the purpose of 
reconciling those capital items which are measured by 
changes in the position at different points of time with

the other capital and all the current transactions of the 
United Kingdom, a number of adjustment items are set out 
under the heading “ Inter-area Transfers **.

This section and items 29, 30 and 34 thus embody 
exceptions to the general rule that an entry under any 
particular area denotes a transaction with that area.

18. United Kingdom drawings on and repayments to Inter
national Monetary Fund

19. Sterling drawings by other countries on International 
Monetary Fund

Official records provide precise figures for these two 
items.

20. Transfers between Rest o f  the Sterling Area and non
sterling areas {net)

The main types of adjustment included here are des
cribed in Cmnd. 122, page 43. Each item appears in two 
columns, with opposite signs. The sale by the United 
Kingdom to other sterling countries of non-sterling 
currencies is subject to exchange control formalities ; as 
is also the transfer of sterling to non-sterling countries by 
or on behalf of the Rest of the Sterling Area. Application 
forms are completed either overseas or in the United 
Kingdom. Payments by a United Kingdom merchant 
to non-sterling countries for goods which are sold to the 
Sterling Area and shipped there direct without passing 
through the United Kingdom are treated as if they were 
direct transfers between the first seller and the last buyer ; 
where only the cost to the United Kingdom is known this 
amount is shown as a transfer to the country of the seller 
from the country of the buyer in the same period : the 
merchant's margin is included in the current account as 
explained above.

Because Sterling Area countries conduct most of their 
trade in sterling and usually purchase their requirements 
of foreign currencies from, and sell their surplus to. the 
United Kingdom, most transactions between the " Rest of 
the Sterling Area " and non-sterling countries affect this 
item. The most satisfactory way of estimating it is to 
calculate the complete balance of payments between the

Rest of the Sterling Area "  and the other areas, including 
not only current transactions but also capital. By this 
means the net effect of alt these movements on the geo
graphical distribution of the United Kingdom's assets and 
liabilities is arrived at : since trade settled in (for example) 
Australian pounds or Indian rupees is balanced by changes 
in foreign holdings of those currencies. Apart from the 
sources already mentioned much is available from overseas, 
including trade accounts and other official compilations.

21. Purchases o f  gold from Rest o f  Sterling Area (net)
Official records and returns of transactions by gold 

dealers are available.

22. Other gold and dollar transfers {net)
This item includes payments in gold or dollars to (or 

receipts from) ail areas except the Dollar Area and the 
Rest of the Sterling Area (the latter is covered by item 20); 
a notable example is the payment of gold or dollars to 
(or receipt from) the E.P.U. in settlement of the monthly 
position, which is known from official records and appears 
as a credit in the “ Organisation for European Economic 
Co-operation (O.E.E.C.) countries " column and a debit 
in the “ Dollar A rea"  column. Other examples are
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purchases o f goods in the D ollar Area by United Kingdom 
merchants and their resale in Europe ; for these, exchange 
control forms are received.

23. Other transfers {net)
This item is similar to 20 and 22 except that it covers 

those transactions in which neither the D ollar Area nor 
the Rest of the Sterling Area is involved. Sterling transfers 
between the remaining countries are numerous, and include 
the settlement o f commercial debts, the purchase o f other 
currencies and transfers on capital account generally. 
They may be made freely without any exchange control 
formalities, but the most im portant o f them—those between 
banks—are reported by the United Kingdom banks at 
which the sterling accounts are kept, to  assist in the compi
lation of the balance of payments and similar studies. 
Only the amounts and names o f the two countries con
cerned are given.

There is clearly considerable opportunity for error in 
items 20 and 23, since they are affected by a multitude of 
transactions in many parts o f the world. Errors in the 
balance o f inter-area transfers (item 24) would have their 
counterpart in the “  balancing item ” ; not in its total

.1

am ount but in its regional distribution—a further point 
to  be borne in mind in interpreting item 27.

The collection and adaptation o f all the material which 
has now been described, some of which takes an appreci
able time to come from  abroad, require a num ber of 
weeks. The results are published in W hite Papers which 
usually appear three to three and a half m onths after the 
end o f the current accounting period. Even after this 
lapse o f time the latest figures are marked “ Provisional ” , 
as they need to be presented in advance o f the receipt of 
some o f the regular data. For example, the trade accounts 
of other sterling countries may be available for only four 
m onths out of the most recent half-year. W here an item is 
comparatively stable some projection may be accepted as 
a  tem porary stop-gap, but such estimates are vulnerable 
if a change o f trend occurs. For this and other reasons 
which have been referred to above, it will be appreciated 
that the figures are more reliable for long periods than for 
short ones.

Consideration is being given to the possibilities of 
further improvement in sources and also to methods of 
replacing some existing sources, should administrative 
changes make it necessary.
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