APPENDIX I

COMPOSITION OF THE BALANCE OF PAYMENTS

' The haluneo'af'paymenta'aecounting'is generally
brokan;na;hqr;sqa;glly,1atc a number of categories, depgnd-
ing upon the nature of transactions involved, It would not
give us a elear picture of the balance of payments if we
are %0 inelude the thousands of items of the total foreign
transaction of the country, It is therefore the practise
to lump all foreign transactions into several major catego-
ries. We shall break up the balance of payments into .
several categories as followed by the Malaysian balance of
paymente statements, These are "Merchandise Trade"” also
sometimes termed "Balance on (visible) Trade", and "Invisible
Trade making up the "Current Ae@innt“ the "Capital Acecount"
and the "Monetary Gold asscount",2

- This item covers, with & few exceptions, all non-
mily -merchandise transactions bgth commercial and non-
commergeial (gifts, reparations, e%o) + In asceordance with
the I«MeFs procedures gold is not 1neludag, being placed
under a separate item "Non-Monetary Gold"s, P§§°has§ of

_travellers and purchase and sale of ships stores
iggdixfz‘ﬁizxuaaa;;na plzgzd,undor4thnitem "Foreign Travel™
and "Trangportation® rosigctivaly. with regards to tran-
saction of military supplies and equipments, only purchase
of goods aetually imported into the reporting country and

8 1y exported to the grahasd :z;::gzsainggggged

der this item, Military supplies and eq , nport
:ﬁgazx;gigﬁétggaQr‘grantgyhuwever are not inecluded anywhere

. ,: :"' 3 ';tes‘Ba’ rtment of Malsysias "Annual Summary
of ualayt$:§§§§i§a;ceVerpgnyments Estimates 1961-1965".

o M of pmta YgarbOOk Velfgs's 1948-53 (INF.
wash.'193§) ;,w"w | | | |

  '8Btt£i8t163r999&rt§$nt Malaysia, Op.cit.

s Lol ,{73{5 -~



in the balance of payments, This exclusion is done to
elsure MaX.mum comparability from country to country,
since 1n the majority of countries, data op governments
grants of military item are not available.b ©

;"withthis‘exeapticn'ths "Merchandise" item is
intqndpd‘tatinclndgyallLeh;ngzs in ownership of merchandise.

~~ Bata for this item is usually baged on customs
returns and/or exshange control records. However, various
adjustzents must be made before they are entered into the

ng. For example, silver (except currency

by parcel posts, ships and aimrafts, marine

ydugtg sold direatly in foreign ports, etc., are not
included in customs returns, while they should be included
customs returns value exports f,o.b, vhile imports Colofs
vhereas in the balance of payments consistent valuation is
necessary. |

- What does this item reveal? In and of itseéf,
merchandise trade is without anaslytieal significance,® 1Itg
balance is simply the difference between the value of
merchandige rts and the value of merchandise imports.
However, this is ususlly the largest eomponent of the balance
of payments. ’ ~, ‘

It is important that imports and exports must be
valued on a consistent basis,s It had been the usual practise
to record the value of goods in the balance of payments and
other trade statistics as of the country's border. This
practise means that exporte are valued f,o.b, and imports
Colefs (Leey free on board and chargaa;includingcosti
insurance and freight respectively)., This practise gives
rise to diffieulties when comparing the world's export and
imports. Misgs converted in a single currency and added up,
ve will find that the walue of imports exceeds the value of
exports by the amount of insurance and freight, Today those
countries following the procedures laid down by the I.M.F.
value both their imports and exports on f.0.bs or f.a.s.
(free alongside) basis, The difference between f.o.b. and
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f.ae8e 18 the cost of stevedoring or loading merchandise
into a carrier, In the Malaysian balance ag payments, both
exports and imports are valued f.0.b, Figures on merchan-
dise trade in this study have been adjusted to exclude
bankers, samples, returned goods ete.

N ‘Af‘acérﬁini.ngthe btals of a ecountry's exports and
imports involve many difficulties.we have already discussed
hrieflya certain aspects regarding valuation, coverage and
timinze But there are other difficulties.

In the first place, there is the question of how
to regard imports for re-axport and re-exports of merchandise
which had been imported, Some couniries ignore both orts
for re-géxport and re-exnorts in the merchandise trade item.
The general prineiple laid down by the I.M«F. i3 that this
item should include merchandise transaction abroad, i.s.
merchandlise purchase in one foreign country and said in
anatha:,iithoat_beigg imported and re-exported for the
merchant's country, |

~_With regard to the problem of valuationy apart
from the fact that they must consistently valued, there
arises another problem., For example goods such as parcel
post and immigrants household effects, being partly non-
merchandise in eharaster, cannot be easily evaluated. A |
more diffieult groblan is posed by inter-company transaction,
vhere wholly arbitrary valuation iay be placed upon raw
materials or semi-finished goods. Further the existence
of foreign exchange control or of tariffs based on the value
of merchandittlhas lead dealers in foreign trade to represent

»

false valun

'rinally, certain commodities may not be commodities

or at least not be ecommodity exports., This is true of
filgq'ggi pe?éibread or imported. Films are rented rather
than, ghould not be recorded under "merchandise trade" but
rather under "Services®, The same principle applies to
certain types of contract to rent machinary rather than sell

(or hﬂy)o*f

7Bbpt.,of Statistics Op.cit.
sﬁp;cit- pe 3 |
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In the Malaysian balance of payments, this item-
includes "Non-Monetary Gold®, mOfficial Qnants'ﬂeceived"
and athsr~“inwiniblesﬂ nemely, freight and insurance;
other transportation; travel; investment income; Government
transaction (not ineluded elsewhers), other services;
rrivate transfers, and Government transfors,

a. Non-Monetary Gold

The entries for non-monetary gold are equal to
the private sector's net gold sales to (credits) eor pureggse
from (debits) foreign and domestic mometary authorities.ic
It 1s also equal to the reporting eountry's gold production
(credit) less its gold consumption (debit). Consumption is
taken to mean the movement of gold into arts, industrial use,
mine inventories and pri{ate hoard. Gold production and
and negative sonsumption*® inorease the international
reserves of the reporting country, and therefore treated as
a balance of payments credit in the same way as exports of
goods and services.

be Services

The services item in the balance of payments
sometimes called ®invisible" export and imports 1neln&e net
insurance, banking, freight, film rentals, roya tiesI tourist
expenses, ete, Hewever we shall only deal with the items
in the Malaysian balance of payments, Gathering irtormation
on the serviee accounts of a sountry is by no means easy.

By and large, figures are approached by estimastes rather than
by enumeration., Income-tax returns are used to estimate
interest and dividents, and these are supplemented by
questionnaires for largest corporaticnsoperating in the

foreign field.

| 'he shipping account may or may not include pay-
ments to,thzhgouutgg's nationals for imports, depending on
thaVsttam:Gf,Vﬁluati°n af'imports and exports. If they are
valued c.i.f. they airsady cover payments for frelght, d
However as we value imports f.o.b, this item is included under
"Services™ in the Malaysian balance of payments, However,

~

. 1Bupegative Consumption” 1is the recovery of gold
from arté‘éhﬁxggggitriglrusea decrease in mine inventories

snd private hoard.

- 1%
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cven 80y it may be desirable, in order to have a complete
record of the freight bill for imports, to record all
freight as dobit%iiacludjnq freight on imports carried by
the country's nationals, with an offsetting credit for

the later portion of it, If a country wants to keep a
record of total freight on export (a credit item), there
would have tc be an offsetting debit for exports. carried on
foreign ships, - :

~ Other transportation (non-freight) includes ship
repairs, ships! stores and similar supplies, harbour fees,
oxpenditure of crew and other port disbursement, charter
hire, mail transportaiior fees, and passenger fares and
shipﬁaarda¢n,ton ariging from international travel,

| Foreign travel include all receipts for goods and
services provided to foreigners visiting the reporting
country, indluding transportaticn within the country %credit)
and all payments for goods and services provided by foreigners
to residents of the reporting country travelling abroad
(debit), Receipt and expenditure on account of tourists,
business travellers, students, those undergoing medical
treatment, military personnel on leave and travelling
Govornmen£ offieials. Though passenzer fares and shipboard
expenses should strictly speaking be included under "freight",
they are sometimes included Bere because of inadequate |
rtntisties,. . o | A

 Data on foreign travel ig usually estimated by
applying an average per diem expenditure to the number of
days spent by residents abroad and by foreigners in the re-
porting country. This estimate is often based on enquiries
made of travel agents, banks, hotels, shops, ete, It is
thus open to a wide margin of error.

Ingurance covers only direct insurance and re-
insuranaee ecntracts between residents and foreigners, For-
eign branches and subsidiaries of domestic insurance com-
ponies are regarded as direct invesiment and so is not
included, However, insurance item in the balance of payments
foom @ small item in the balance of payments and in Malaysia
it is grouped together under "freight and insurance",

' gmvestment income which is quite substantial in
the balancgﬁggggiymmnts, covers income from investment after
deduction of taxes paid to the country in which the income
originates. The credits are income received by residents of

the repcrting~¢¢untry~fram,1nvestment abroad.
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Direct investment is investment in ent

- , 8 1 erprises
located in ome eountry but effectively eontrolledrgy
residents of another country. It takes the form of invest-
ment ighhranehaa and subsidiaries by parent companies located
in another country. Control by residents of another country
is sald to be effective if they have 50% or more voting
power. ' - |
o Under the item "invisible"™ is also included
xovernment transaction which was not been included elsewhere.
This 1s a residual item which ig not appropriate to other
categories of the basie presentation, Thus Government
imports and exports are included under merchandisej interest
on Government debt in item "investment income™j Government
grants under “official donation®j and Government capital
transaction under "Capital account®,

 mgovernment Transaction" are of two categories,
namely military and non-military, Military transaction and
nextraordinary” transaction and distinguished from non=-
military transaction which covers diplomatie and consular
expenditures, pensions, contribution to international
agenelies for administrative purposes and spending of such
funds, taxes and Government nayments to, or recsipt from,
depen&ent territories (insofar as they are not grants).

.~ Military transactionscover, on the credit side,
expenditure in the country by foreign countries, military
establighment including expenditure by troops s{ationed}here
as for example Commonwealth troops stationed in Eastern
Malaysiae It includes procurement in our couniry of supplies
used by foreign troops gtationad here., Military expenditures
usually aecount for the bulk of the change from year to year
in this item because other gfggrnment transaciion are quite
small and relatively stable. ,

; %hereas srrivate Transfers" snd "Government
transfers™ ané included under "Donations®™ in the I.M+F. Basic
presentation, they are included under rother Invisibles" in

the Malayaian Presentation.

 private transfers jnelude all personal and insti-
tutional transfers in cash and kind. Data on this item 1is
collected from statistics on money orders and also exchange

control records.

ol
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Other services include services transaction
such as management and brokerage fees, communieation,a
advertisement, subseription to foreign press and film
rentals, It also ineludes net earnings sent home by resi-
dents temporarily working abroad, Alsoe included are other

service transactions which, for statisti
included elsewhere. ! stical reasons are not

3e

, The Capital Account records changes in the claims
of residents of the revorting country and residents of other
countries, When recording in the balance, capital outflow
is recorded as a debit even though such an outflov mskes
the country a creditor, An inflow, on the other hand is
recorded as a eredit. This is because capital inflow
%ng?lves the "export" of securities, bank deposit boocks or

VUTge - ;

~ -Another way to look at igis problem is to concent-
rate on the direetion of payment.+2 An export (or outflow)
of eapital will inevitably give rise to a payment to foreign-
ers just as imports of goods and services would,

The Capital ascount, while is divided into debitis
and eredits have also been divided into "induced” and
"qutoncmous®”; "Stabilizing™ and "distabilizing“{ "real" and
"equalising® "abnormal® and ‘mormal’y or "equi ibrating;é
ngneculative income" and wautonomous” capital movements,

The most nazual division, however, is into "ghort=-term” and
nlong-term®, Shopt-term capital movement is one in which the
credit inatrnnant{i: of less then a year's maturity. If the
instrument matureb after a year or more, or ccnaisis of a
title to ownership, euch as a share of stock or a deed to
property, the aapi%al movement is long=-term. :

s .21 transaction are furiher divided into two
groupss thgggigglthe private sector and those of gfficial
and banking sector.l? This division reflect the status of
the party to the transaction in the reparting country and is
iniependent of the status of the foreinger involved.,

By ngeberger, Opoclte Pe29
161b1d¢ pe 323
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Private short-term capital movement
due to statistical difficulties in estimat?ng %gzminaggq%gge
¥alaysian balance of payments private short-term capital
movaﬁsnt iaalad®s‘changes in non-residents holdin:s of
%g%;ygip2§i§enc§°a§§t:§a§ggsutn Monetary and other short-
| le Ko a is however | : 1gul
orm. o sub-itaﬁa‘ emp ovever made to distinguish

Long-term capital movement includes private long-
term capital, Central and Local Government 1332@5 abroad,g
officia. cap tal, IoBoﬁ'Du’ I,.ﬂ.AQ, and I}I‘-“QC.' - and other
official longeterm capital, of these private long-term
capital and officlal long-term capital are most important.

~ longeterm capitai transaction can be further
divided into three groups, 2 namely transaction in portfolio
securities, amortization and other debt regayments and
miscellaneous transactions. Where possible they are shown
separately. (But this is not done in Malaysia)e. Portfolio
security transactions are private purchase and sales of
existing securities, new issues abroad of private domestic
securitieg and all private subscription to new foreign issues
on domestic market., Miscellaneous transactione include
purchases and sales of non-commercial real estate and trans-
actions that cannot be classified elsevhere because of th
type of investment is not known. :

official long~-term capital is the most reliable
in the balance of payments, since it is obtained from
Government records. The prineiple types of transaction
covered are official lending and borrowing, repayments on
official loans, transactions in long-term gecurities by
official of the reporting country, original gold.etc. Sub=-
seription to L«BsR.De, I1.M.Fe etc..are classificd under a

different sub~heading in Malaysiae

~ As mentioned earlier, there are many ways of divi-
ding capital account. We must bear in mind% ’cherefcrei that
capital aceount, like the balance of paymenis o8 a vhole,y
may be arranged in a number of waysg, dependigs upon the use
to which the information is going to be put.”

lgﬁept; éf gtatistics. Opecite
197, M.Fe Op.cite Do 12
20gindleberger Op.clt. P30



. In the Malaysian balance of payments, this
item includes changes in Cold and Foreign exchﬁngeuholdlng
of the Central Government, of the monetary authorities and
of the commercial banksj changes in account with I.M.F.;
changes in Noeneresident holdings of Malayan eurrency and
changes in Monetary and other short-term capital, ‘

Non-monetary gold are included under Current
Account, Monetary gold exports are entered as credit as
is true of merchandisgse and non-monetary gold. Included in
gold movement are changes in titles to gold at central
banks, where gold 1s not in fact physically transfered
between countries, An increase in gold under earmark for
foreign account in a country is the same as gold export and
is thus entered as eredit,

We have above described the composition of the
balance of payment.
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