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Introduction







By issuing the publication entitled External Accounts
Statistics, Hungary," the Statistics Department of the Ma-
gyar Nemzeti Bank is aiming at informing a wide circle of
users. The publication reviews the international methodol-
ogy and presents the country specific details of the compi-
lation of the balance of payments and the international
investment position statistics. The statistical tables contain

INTRODUCTION

annual data in a harmonized, time series format.® The
detailed presentation of the annual international investment
position starting from 1997 is a novelty.

With regard to direct investment data, at the end of March
2005 the MNB released a separate publication entitled
Foreign Direct Investment, Hungary 1995-2003°

" In harmony with the recent revision of the Balance of Payments Manual 5th Edition, the title is supposed to emphasize that external accounts cover trans-
actions, rather than payments, and that they have fully integrated position statements. The expression covers the balance of payments and international
investment position together with a reconciliation between them. (See the first chapter of the Annotated Outline of the BPM5:

http://www.imf.org/external/np/sta/bop/pdf/chapitoc.pdf.

* Up to April 2004 the data are also available for users in a monthly breakdown on the MNB's website. As of May 2004, i.e. the date of joining the EU, the
MNB switched over to quarterly data release. See the relevant announcement and the reasons for the decision in the January 2004 press release:
http://english.mnb.hu/Resource.aspx?ResourcelD=mnbfile&resourcename=pressrelease0105_en. The uniform methodological content of the time series

allows the seasonal adjustment of the data which describe the processes. It is a novelty that the seasonally adjusted data of the more important quarter-
ly current account items are available in a time series format on the MNB’s website.
® http://www.mnb.hu/Resource.aspx?ResourcelD=mnbfile&resourcename=mukt_en.
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1.1. Concepts and general principles of
the balance of payments and international
investment position statistics

The balance of payments is a flow-oriented statistical
statement for recording economic and financial transac-
tions between resident and non-resident institutional units
of an economy in a given period of time.® Closely related
to the flow-oriented balance of payments is the stock-ori-
ented international investment position, which is a summa-
ry of statistical information on stock of financial assets and
liabilities vis-a-vis non-residents. This information compris-
es the value and details of existing positions at a given
point in time and the presentation of the components of
changes therein. The underlying reason is that the value of
stocks may change between two reference dates due to
transactions, revaluations resulting from changes in
exchange rates and in the market price of instruments,
and also due to other volume changes. Net worth of a
country consist of non-financial assets on the one hand
and the net external financial position, i.e. net internation-
al investment position on the other hand, which is the dif-
ference between financial claims on and liabilities vis-a-
vis the rest of the world.

In the balance of payments and in the international invest-
ment position, economic and financial transactions, assets
and liabilities and the changes therein are recorded from
the compiling country’s viewpoint.

The resident concept in accordance with other macroeco-
nomic statistics, is defined in the balance of payments sta-
tistics using the concepts of center of economic interest
and economic territory. A resident of a given country is any
natural or legal person whose center of economic interest
(dwelling, place of business, production etc.) is related to
the economic territory of the given country.

The territories of diplomatic and government-level com-
mercial, cultural etc. representations abroad and similar
representations of another country in a given country con-
stitute the difference between the above-defined econom-
ic territory and the administrative territory. Therefore,
whether statistically an economic unit is the resident of a
given country or not, does not depend on citizenship or
national status, but on the existence of the center of eco-
nomic interest. If, for instance, a company has a registered
permanent establishment in the given country, and if it
engages in economic activities there, or intends to do so
for at least a year when starting, it has a center of econom-
ic interest in that country, it is a resident of that country.

The construction of the balance of payments statistics, sim-
ilarly to that of business accounting, is based on a series of
conventions. One of the most important conventions is the
principle of double-entry system.® Each recorded transac-
tion is represented by two entries: in one hand, the busi-
ness event itself and on the other hand, the related financ-
ing, as a debit or credit entry, are recorded in the statistics
with opposite arithmetic signs. It is typical of most transac-
tions recorded in the balance of payments that non-finan-
cial or financial assets of certain value change ownership in
exchange for non-financial or financial assets of identical
value. In case of financial assets, not only the change of
ownership, but the arising of new claims and liabilities (e.g.
bond issue) or their termination (e.g. debt forgiveness) or
renewal with new conditions (e.g. debt restructuring) by the
contracting parties are also parts of the balance of pay-
ments. There are transactions, when the counter party does
not give anything in exchange for the supplied economic
value (e.g. food, medicine and investment aids). As the

“ Since its foundation, it has been the IMF’s task to elaborate the international methodology of balance of payments statistics. The first methodological
manual was published in 1948, while the currently valid methodology, included in the 5th edition, Balance of Payments Manual 5th Edition (BPM5), was
published in 1993, simultaneously with the new System of National Accounts — SNA93. The methodological review, planned to be closed in 2008, is dis-
cussed in detail in Chapter |.5. BPM5 is available via the following link: http://www.imf.org/external/pubs/ft/bopman/bopman.pdf.

° This does not necessarily mean that it is the parties participating in the transaction that must be residents or non-residents. For example, a transaction
between two residents involving a transferable financial instrument representing non-residents’ liabilities also changes the net external position of domes-
tic institutional sectors vis-a-vis the rest of the world, while, of course, it does not affect that of the whole economy. Similarly, a transaction between two
non-residents involving a transferable financial instrument representing the liabilities of domestic sectors may have an effect on the geographical break-
down of the liabilities, which may be important from the aspect of the developments in the EU’s liabilities against the rest of the world. In general, instead
of the transactor principle it is the debtor-creditor principle that prevails.

®In his work titled “The Nature of Capital and Income”, Irving Fisher proposed the application of the principle of double-entry system in macroeconomic
accounting as early as in 1906. Eventually, this idea turned into generally applied practice in economic statistics, including balance of payments statis-
tics, after World War Il, when the System of National Accounts (SNA) was elaborated.
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principle of double-entry system is universally applied, the
transactions related to these events must also be recorded
in a two-sided manner. The missing financing side of these
unrequited transactions appears in the balance of pay-
ments as a transfer. If the unilateral transfer means the free
of charge transfer of ownership of fixed assets or debt for-
giveness of a whole or part of a financial debt or receivable
as a result of an agreement between creditor and debtor,
i.e. if it affects accumulation, it constitutes a capital transfer,
while in all other cases it is a current transfer.

The creditentries with a positive arithmetic sign are record-
ed on the left side of the balance of payments, while the
debit entries with a negative sign are recorded on the right
side. In the financial account of the balance of payments
the increase in assets and the decrease in liabilities consti-
tute the debit entry, and consequently, the decrease in
assets and the increase in liabilities constitute the credit
entry. According to the convention regarding the transac-
tions causing changes in the assets and liabilities, the out-
flow of economic resources (goods and services exports),
inflow of income and the received unrequited transfers are
recorded on the credit side, while inflows of economic re-
sources, outflows of income and the provided unrequited
transfers are recorded on the debit side in the current
account and capital account of the balance of payments.
In principle, it can exactly be told of each transaction how
it contributes to the given country’s claims on and liabilities
to the rest of the world.

Figure 1

The convention of double-entry system in the balance of
payments

Credit (+) Debit (-)

export of goods and services
inflow of income

received unrequited transfers
decrease in assets

increase in liabilities

import of goods and services
outflow of income

provided unrequited transfers
increase in assets

decrease in liabilities

Following from the principle of double-entry system, on
the level of the balance of payments as a whole, the sum
of all credit entries is identical to the sum of all debit
entries, i.e. the balance of payments statistics, by defini-
tion, always have a zero balance. Putting it another way,
in principle, the sum of the balances of the current
account, the capital account and the financial account is
always zero.

The above principle could only be met if the balance of

payments statistics was compiled on a transaction-by-
transaction basis, when the conformity with the principle of
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double-entry system was provided for each transaction. In
practice, however, the compilation of statistics is built on
different data sources (reports from banks, companies
etc.). There may be differences in the data sources in
terms of valuation, timing and other aspects, and as a con-
sequence of possible recording errors, identity can only be
accidental, thus the creation of harmony can only be ex-
post and thus formal. This fact itself is independent of the
features of the data collection system, and it only express-
es that, compared to principles, real economic develop-
ments are much too complex to let one have one hundred
per cent satisfactory information on each moment. This is
the reason why each country’s balance of payments statis-
tics include a line which meets the principle of double-
entry system, i.e. the identity of the debit and credit sides,
ex-post and formally, on the level of the balance of pay-
ments as a whole. This entry is called net errors and omis-
sions. This offsetting entry may have a positive or negative
sign, depending on what the correction of the statistical
error requires.

The absolute value of the net errors and omissions itself is
not sufficient for the assessment of the quality of the given
statistics; its low value does not automatically mean that
the statistics are accurate and reliable, as errors with
opposite signs may offset each other in the balance. At the
same time, of course, a large and persistently unidirection-
al statistical error prevents users from having a reliable
interpretation of the country’s balance of payments and
international investment position.

Additional conventions applied in the compilation of statis-
tics related to the rest of the world involve the uniform val-
uation and interpretation of the time of recording. The bal-
ance of payments methodology considers the market
price determined by the economic agents involved in the
transaction, and are usually independent of each other, as
the basis of recording. The recording must be effected
when the ownership of the non-financial or financial assets
in a transaction is transferred between residents and non-
residents and when the relevant claim or liability is creat-
ed, extinguished, transferred etc., i.e. when the deal is
recorded in the books of the parties participating in the
transaction.

The change of ownership, involving non-financial and fi-
nancial assets, between residents and non-residents as
the main criterion of recording transactions in the balance
of payments statistics indicates that the balance of pay-
ments, as opposed to its name, constitutes statistics on an
accrual basis, and not on a cash basis. The time of record-
ing of transactions is determined by the date of change of
ownership and not the time of paying the countervalue. If it



was not like this, and the condition of the appearance of
transactions in the balance of payments was connected to
the moment of payment, a number of transactions would
simply be omitted from the statistics, on the one hand.
Unrequited transfers in form of goods, services, or financial
assets and transactions not involving payment (barter
deals, direct investments with in-kind contributions or rein-
vested earnings, which are also related to direct invest-
ment) would not be recorded. On the other hand, they
would be recorded not when they affect the behaviour of
economic agents, but at another time.

It also follows from the above that settlement in foreign
currency is not a precondition of individual transactions’

REVIEW OF INTERNATIONAL METHODOLOGY

appearance in the balance of payment statistics; settle-
ment can be in national currency, within the framework of
a barter deal or even without compensation. In spite of
this, most balance of payments transactions are in for-
eign currencies, and claims on and liabilities to non-res-
idents are denominated in various currencies. To aggre-
gate the transactions and positions in the currency used
for compiling the statistics it is necessary to convert
them at the appropriate exchange rate. In case of trans-
actions the exchange rate is the rate related to the trans-
action, while in case of stocks it is the exchange rate pre-
vailing at the reference date. As for the transactions,
exchange rates are very often not available, therefore,
the period average exchange rate must be used.

EXTERNAL ACCOUNTS STATISTICS HUNGARY - 2006
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1.2. Balance of payments

In 1993 the harmonisation with the System of National
Accounts (SNA), which had also been revised by that time,
resulted in changes in the structure of the balance of pay-
ments. The most important change related to classification
was that unrequited transfers, which had been part of the
current account earlier, and that part of property income
which affects directly the accumulation and not in income
(e.g. debt forgiveness) were reclassified and included in
the redefined capital account, in order to create conceptu-
al harmony with the accumulation accounts of the national
accounts. Transactions related to financial assets and lia-
bilities, which were in the capital account before, are
recorded in the newly created subaccount in the balance
of payments called financial account.

Figure 2

Structure of the balance of payments

1. Current account
1.1. Goods

1.2. Services

1.3. Income

1.4. Current transfers

2. Capital and financial account

2.1. Capital account
2.1.1. Capital transfers
2.1.2. Acquisition/disposal of non-produced, non-financial assets

2.2. Financial account
2.2.1. Direct investment
2.2.2. Portfolio investment
2.2.3. Financial derivatives
2.2.3. Other investment
2.2.4. Reserve assets

In the balance of payments the current account records
the transactions in goods and services, investment income
(interest, dividend and reinvested earnings), labour inco-
me (compensation of employees) and current transfers
(e.g. workers’ remittances).

The transactions recorded in the current account influ-
ence the country’s disposable income. The balance of
economic transactions (trade in goods and services)
shows how external trade contributes to the domestic va-
lue added, the GDP in a given period of time. In addition,
the balance of income shows how income flows vis-a-vis
the rest of the world, i.e. interest dividend and reinvested
earnings from investments, and received and paid income
for seasonal work contribute to the national income. Fi-
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nally, adding to the previous items the balance of current
transfers vis-a-vis non-residents gives the disposable
income.

1.2.1. Current account

Figure 3

Standard components of the current account

1. Current account(1+2+3+4)
1. Goods

1.1. General merchandise
1.2. Goods for processing
1.3. Repairs on goods
1.4. Goods procured in ports by carriers
1.5. Nonmonetary gold
2. Services
2.1. Transportation
2.2. Travel
2.3. Communications services
2.4. Construction services
2.5. Insurance services
2.6. Financial services
2.7. Computer and information services
2.8. Royalties and license fees
2.9. Other business services
2.10. Personal, cultural, and recreational services
2.11. Government services
3. Income
3.1. Compensation of employees
3.2. Investment income
3.2.1. Direct investment income
3.2.1.1. Dividends and distributed branch profits
3.2.1.1.1. Dividends and distributed
branch profit
3.2.1.1.2. Reinvested earnings and
undistributed branch profit
3.2.1.2. Income on debt (interest)
3.2.2. Portfolio investment income
3.2.2.1. Income on equity (dividends)
3.2.2.2. Income on debt (interest)
3.2.2.2.1. Bonds and notes
3.2.2.2.2. Money market instuments
3.2.3. Other investment income
4. Current transfers
4.1. General government
4.2. Other sectors

e Goods cover general merchandise, goods for process-
ing, repairs on goods, fuel and other supplies procured
by non-resident means of transport in the reporting coun-
try and similar goods procured by resident means of
transport abroad and non-monetary gold, i.e. gold which
is not a part of international reserves.



Under goods there are some exceptions from the change
of ownership principle. One of them is goods for process-
ing, where the product (oil, textile etc.) is handed over only
for processing without change of ownership, then it is
returned to its original owner. Processing by itself con-
tributes to the increase in value of the product only by the
value added, still, goods for processing must be recorded
under goods at gross value: The value of the product
received (delivered) for processing in imports (exports),
then the value of the goods taken back after processing
increased by the value added in exports (imports). Another
exception is repairs on goods, which must be recorded at
net value under goods. In case of financial leasing,
although in a legal sense one can also not consider the
change of ownership done until the contract is closed, still,
by an economic rational, when the leased goods are taken
over at the inception, the transaction is recorded under
goods, and against this a liability is recorded in the finan-
cial account, as an offsetting item.

In the balance of payments statistics, goods are recorded
at market value, on f.0.b. basis, i.e. at the exporting coun-
try's frontier delivery terms. Those elements of the invoice
value which include transportation, insurance or other
costs beyond this point of delivery must be reclassified
under the relevant service entry of the current account.

e Compared to the previous balance of payments method-
ology, BPM5 contains a more detailed breakdown of
services, which indicates the increased macroeconomic
significance of invisibles on the one hand, and the impor-
tance of supplying the trade policy negotiations within
the WTO with adequately broken down and detailed sta-
tistical data, on the other hand.

e /ncome includes receipts and expenses as a value of
using the factors of production.

Compensation of employees comprises those amounts
received and paid as wages which are received by
employees who are residents of the reporting country and
paid to non-resident employees, respectively. From a sta-
tistical aspect the emphasis is on when an employee is
considered resident or non-resident. Similarly to the legal

REVIEW OF INTERNATIONAL METHODOLOGY

person economic entities, for natural persons it is also the
center of economic interest which determines where a per-
son is a resident. The decision on this is not a matter of cit-
izenship and not necessarily of permanent residence, but
of where he/she pursues the activity which serves as the
basis of his/her living, i.e. where he/she keeps his/her
household. A natural person is a resident of a country
where he/she lives for a long time, which is at least one
year statistically.”

In accordance with the above, compensation of employ-
ees in the balance of payments can only involve those who
are employed for less than a year (e.g. seasonal workers).
At the same time, wages paid to migrant workers working
abroad for a longer period of time do not constitute a bal-
ance of payments item. The underlying explanation is that
due to the staying for a long period of time, in statistical
terms they become residents of the country where they
work and live, and thus the income received therein is a
transaction between two residents, and as such, it does
not constitute an item in the balance of payments.
However, if a migrant worker transfers a part of his wage
earned abroad to his family at home, it is a balance of pay-
ments transaction, as it is a transfer between a non-resi-
dent (the migrant worker) and a resident (the family that
stayed at home). This is a current transfer, which is record-
ed under workers’ remittances and not under income.

Investment income® is classified in the current account
according to types of investment, as they are in the finan-
cial account. The balance of payments statistics arranges
the investments by functional categories, based on the
motivation of the investor and the form of investment.

Based on this, there are direct investments, portfolio

investments, financial derivatives, other investments and

the monetary authority’s liquid assets, i.e. reserve assets.’

Accordingly, incomes related to these forms of investment
are recorded in the current account.

As the balance of payments is accrual-based statistics,
income must also be recorded on accrual basis, and not
on settlement basis. It means that income related to invest-
ments is generated continuously during the period of
investments, and it is recorded in the balance of payments

’ Students studying abroad and patients treated for any period of time are

exceptions from the rule of staying for a long time, as they will always remain

the residents of the country where they arrived from, irrespective of the time spent abroad. Consequently, their consumption must be recorded under trav-

el in the current account.

® Receipts and expenses related to tangible and intangible non-financial assets are recorded under either goods (financial leasing) or services (operative
leasing, rent) or the relevant item of the capital account (acquisition and disposal of non-produced, non-financial assets) and not under income.

° In 2000 and 2002 due to the changes related to recording financial derivatives the BPM5 published in 1993 was amended. The amendment of 2000 con-
tains the general rules of recording and classification of financial derivatives, while the supplement of 2002 contains the recording of derivative transac-
tions and positions between companies involved in direct investment. Year 2000 supplement: http://www.imf.org/external/pubs/ft/fd/2000/finder.pdf, year

2002 supplement: http://www.imf.org/external/np/sta/fd/2002/fdclass.pdf.

EXTERNAL ACCOUNTS STATISTICS HUNGARY - 2006

15



16

MAGYAR NEMZETI BANK

accordingly and not at the time of actual payment. In terms
of accounting it means that until the interest or dividend is
actually paid, the same amount is recorded as increase in
assets or liabilities of the given instrument in the financial
account as an offsetting item to the income."

® In most transactions recorded in the balance of pay-
ments, for a certain value (goods, services, financial or
non-financial assets) goods, services, financial or non-
financial assets with identical value are given in
exchange. In these cases it is easy to register both
sides of the transaction in the statistics in accordance
with the principle of double-entry system, since the
instruments that change ownership are known.
However, there are events when we cannot speak
about exchange in connection with a transaction,
because the transfer of a given value is not related to
any offsetting. Transactions of this type are recorded
under transfers in the balance of payments. The bal-
ance of payments methodology before 1993 interpreted
every unrequited transfer as a current account item,
irrespective of whether the economic value involved in
the transaction was goods (e.g. food aid), service (e.g.
technical assistance free of charge), some kind of
financial assets (e.g. debt forgiveness). In BPM5 unre-
quited transfers are distinguished by their economic
character into two parts: current and capital transfers.
The latter became reclassified and recorded under
capital account. (The sub account of the balance of
payments which used to be called capital account
before 1993 is now called financial account.) All unre-
quited transfers which directly affect the disposable
income are classified under current transfers. Current
transfers reduce the disposable income and the possi-
bility of consumption in the country which provides the
transfer, and increase the disposable income and the
possibility of consumption in the country which receives
the transfer.

1.2.2. Capital and financial account

In the capital and financial account all those transactions
vis-a-vis the rest of the world are recorded that are related

to the accumulation in the national economy. Its two sub
accounts are the capital account and the financial
account.

® The capital account has changed completely com-
pared to the balance of payments methodology before
1993. Based on the structure harmonised with the sys-
tem of national accounts, the capital account, which is
clearly distinguished from the current account and
which constitutes a part of the accumulation accounts,
contains the capital transfers in one hand, and the
receipts and expenditures related to the change of
ownership of non-produced, non-financial assets, on
the other hand.

Figure 4

Standard components of the capital account

II. Capital account (5+6)
5. Capital transfers

6. Acquisition/disposal of non-produced, non-financial assets

A capital transfer can be a unrequited transfer provided
either in cash or in kind. When it is in cash, it is a capital
transfer, if the money given without compensation is relat-
ed to some kind of fixed or financial assets (e.g. investment
aid). Capital transfer can also be provided without actual
cash-flow, e.g. by transferring the ownership of fixed
assets or by debt forgiveness." As opposed to current
transfer, where the disposable income changes as a result
of the unrequited transfer, capital transfer changes the
stock of real or financial assets (wealth) of the parties
involved in the transaction.

The changes in financial assets and liabilities related to
migration between countries, i.e. migrants’ transfers must
also be recorded under capital transfers.

Receipts and expenditures resulting from the acquisition
and disposal of non-produced, non-financial assets (e.g.
patent, royalty etc.) also must be recorded in the capital
account.”

" If, for example, interest on bond holdings, actually not yet received, is recorded in the current account (credit), an offsetting item is recorded under the
portfolio investments, bonds and notes in the financial account (debit) as an increase in assets. When interest is actually paid, only the last part of inte-
rest (accured in the reporting period) has to be recorded under income in the current account, while, against the money received (other investment, cur-
rent account [debit]), the claim in bonds has to be reduced in the financial account (credit).

"' Debt forgiveness, as opposed to write off, means the cancellation of a part of or all the outstanding liabilities without compensation, as a result of a vol-
untary mutual agreement between debtor and creditor. In this case, the transfer is opposed to the remitted part when the transaction is recorded: the

creditor, who forgives the debt, is the provider of the transfer.

" The methodology before 1993 distinguished property income as a separate category in the current account related to all receipts and expenses derived
from non-produced, non-financial assets, such as patent, license, royalty etc., regardless of the form of the revenue. BPM5 terminated this separate item,
and the part of receipts and expenditures which derives from the use of intangible assets is now recorded under services (royalty, license fee etc.), sep-
arating it from receipts and expenditures from purchase and sale of them which are now recorded in the capital account.

EXTERNAL ACCOUNTS STATISTICS HUNGARY - 2006
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Sale and purchase of land and real estate must be record-
ed in the capital account only if it is acquired by a foreign
state or international organisation for purposes related to
its own operation. The underlying reason is that in this
case, in statistical terms, the given area ceases to belong
to the economic territory of the country within the adminis-
trative borders of which it is located. It becomes a part of
the acquiring country’s economic territory, and thus the
resident status of the given territory changes in statistical
terms. However, apart from this case, the resident status of
land and real estate cannot change as a result of a sales
transaction. As these assets are bound to their location,
they can only be involved into production, produce profit
for their owners, i.e. economic interest can only be related
to them and they can only be residents where they are
physically located. Accordingly, when a non-resident
acquires the ownership of a real estate or a piece of land,
the related transaction is recorded in the balance of pay-
ments statistics as if the non-resident owner acquired a
financial claim vis-a-vis a notional resident unit.
Consequently, this transaction must be recorded as finan-
cial investment under direct investment in the financial
account, and not in the capital account as a transaction
affecting non-produced, non-financial assets.

e The financial account reflects in the changes of which
financial assets and liabilities due to transactions the
combined current and capital account balance, the net
external financing capacity® becomes embodied. Fol-
lowing from the balance of payments identity, the value
of the above balance is identical with the opposite-sign
balance of the financial account. Re-arranging the finan-
cial instruments (e.g. switch between sight and fixed
deposits) and the interrelated transactions of assets and
liabilities (e.g. increase in assets on current account due
to borrowing) are also reflected in the composition of the
financial account. However, the transactions which affect
only the financial account (both legs of the transaction
are recorded in this sub-account), do not change its bal-
ance, and thus the country’s net external position, i.e. the
value of assets less liabilities.

In the financial account, the primary criterion for classifying
the investments is the investors’ motivation and the form of
investments. Accordingly, in the financial account there
are direct investment, portfolio investment, financial deriv-
atives and other investment, and the liquid assets of the
monetary authority, the reserve assets. There are further

breakdowns based on assets and liabilities, according to
the resident sectors, taking account of the original maturi-
ty, and based on the direction of investment in case of
direct investment.

Those foreign investments belong to the category of direct
investment™ which satisfy the criterion that a resident enti-
ty of an economy aims at obtaining a lasting interest in an
enterprise resident of another economy. It is primarily not
the short-term yield expectations that determine the size
and form of direct investment, but longer-term strategic
plans and owner's considerations, which very often opti-
mise investment and financing decisions on the level of the
whole group of companies operating in a multinational
framework. Lasting interest refers to the time horizon of the
investment in one hand, and to the effective voice in the
management of the created direct investment enterprise,
on the other hand. Based on the internationally agreed
methodology, as a rule of thumb, investments resulting in
an at least 10 per cent share in ownership must be record-
ed in this category. If this is the case, in addition to the ini-
tial equity transaction between the investor and the enter-
prise, other indirect and direct capital, credit and other
financing transactions are also recorded under this item in
the balance of payments statistics. Accordingly, those
capital transactions which are related to debt-type finan-
cial instruments and do not necessarily represent long-
term financial resources for the enterprise also must be
recorded as direct investment. For example, short-term
money (cash-pooling, zero balancing) moving within the
framework of daily cash settlement system of an enterprise
group belongs here. The link between these various types
of investment and financing which justifies their classifica-
tion in the same statistical category is that the participants
in the transaction are related parties, there is a lasting indi-
rect or direct ownership relationship between them.
Accordingly, it is the investor’s relationship which is perma-
nent between the economic entities, the result of which is
that the conditions of financial and capital relations
between the parties might be different from normal market
conditions. ™

The primary classification of direct investment is related to
the direction of investment. As opposed to the asset - lia-
bility principle typical of financial instruments, in the bal-
ance of payments statistics resident investors’ direct
investments abroad and non-resident investors direct
investments in the reporting economy are shown. Within

“ Its value is positive, if the combined current and capital account balance shows a surplus, while it is negative, if the balance shows a deficit.

' Often referred to as FDI.
** See more details on direct investment in the MNB’s March 2005 publication:

http://www.mnb.hu/Resource.aspx?ResourcelD=mnbfile&resourcename=mukt en.
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this, both the equity and other capital transactions follow
the usual breakdown according to assets and liabilities.
Within other capital transactions the interpretation of assets
and liabilities might not cause difficulties, since in the
financing relationship between the parent company and
the subsidiary both claims and liabilities may be created.
However, the same is true for the equity, as in case of
reverse investment below 10 per cent® the subsidiary’s
claim on the parent company appears in the statistics as
equity investment opposing the main direction of the
investment (liability of the parent company).

The recording of in-kind contributions and reinvested earn-
ings also indicate that it is not only the transactions which
involve cash-flows that must be shown in the balance of
payments statistics.

Liability and debt are not synonyms. According to the gen-
erally accepted definition, gross external debt comprises
disbursed and outstanding contractual liabilities of resi-
dents of a country to repay principal, with or without inte-
rest, or to pay interest, with or without principal, to non-res-
idents. Based on this definition, equity capital in FDI do not
qualify as debt. Similarly, equity securities in portfolio
investment does not mean debt-type financing either.
Equity financing, as a non-debt creating financing, does
not add to the country’s net external debt.

Portfolio investment comprises financial instruments that
are traded or tradable in organized or other financial mar-
kets, excluding those which are classified under foreign
direct investments or reserve assets. The major compo-
nents of portfolio investment are equity and debt securities,
the latter further subdivided into bonds and notes and
money market instruments. For portfolio investment the
original maturity is not a significant factor affecting the
behavior of the investor (a bond of several years’ maturity
can be sold and bought every day, if the investor so wish-
es and it has a liquid market).

Within financial” derivatives two major types are distin-
guished: forward type derivatives (including swaps), and
option type derivatives. In a forward type derivative transac-
tion, the parties agree to exchange a specific quantity of a
real or financial assets (underlying item) at the specified
time and contractual price (strike price); or, in the case of
certain swap transactions, they agree in the exchange of
cash-flows at a value determined on the basis of deviation

Figure 5

Standard components of the financial account

II1. Financial account (7+8+9+10+11)
7. Direct investment
7.1. Abroad
7.1.1. Equit capital
7.1.2. Reinvested earning
7.1.3. Other capital
7.1.3.1. Claims on affiliated enterprises
7.1.3.2. Liabilities to affiliated enterprises
7.2. In reporting economy
7.2.1. Equity capital
7.2.2. Reinvested earnings
7.2.3. Other capital
7.2.3.1. Claims on affiliated enterprises
7.2.3.2. Liabilities to affiliated enterprises
8. Portfolio investment
8.1. Assets
8.1.1. Equity securities
8.1.2. Debt securities
8.1.2.1. Bonds and notes
8.1.2.2. Money market instruments
8.2. Liabilities
8.2.1. Equity securities
8.2.2. Debt securities
8.2.2.1. Bonds and notes
8.2.2.2. Money market instruments
9. Financial derivatives
9.1. Assets
9.2. Liabilities
10. Other investment
10.1. Assets
10.1.1. Trade credits
10.1.2. Loans
10.1.3. Currency and deposits
10.1.4. Other assets
10.2. Liabilities
10.2.1. Trade credits
10.2.2. Loans
10.2.3. Currency and deposits
10.2.4. Other liabilities
11. Reserve assets
11.1. Monetary gold
11.2. Special drawing rights
11.3. Reserve position in the Fund
11.4. Foreign exchange
11.4.1. Currency and deposit
11.4.2. Securities
11.4.3. Financial derivatives
11.5. Other claims

from a reference price (interest or exchange rate) as calcu-
lated according to previously specified rules. At inception
the value of a forward type position is zero. This category
includes interest rate and currency swaps, forward rate ag-
reements (FRA) and various forward transactions.

In an option type derivative, upon payment of the premium,
the purchaser of the option obtains the right — without the

" If the economic entity into which the initial investment was directed obtaines a share in the investor, we speak of reverse investment. Should its extent
also reach or exceed 10 per cent, it appears in the statistics as independent direct investment, under the appropriate item, according to the direction of

the investment.

' Since the amendment made in 2000, financial derivatives have constituted a separate standard component in the balance of payments statistics. Earlier,
derivatives were included in the goup of portfolio investments as a sub-group (see also footnote 9).
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obligation — from the writer of the option to sell (put option)
or buy (call option) a specific real or financial asset at or by
a specified time. At inception, the value of option is equal
to the premium specified in the contract (generally, but not
necessarily equal to the premium actually paid upon con-
tracting). The fundamental difference between forward and
option type derivatives is that in the previous case any of
the parties may have a claim or a liability until the position
is closed, depending on changes in the price of the under-
lying item, while in the latter, the writer of the option
remains indebted and the purchaser has a claim all the
time up to the expiration of the option.

A financial instrument not qualifying as a direct investment,
a portfolio investment, a financial derivative or a reserve
asset is classified as other investment. This category
includes, among others, trade credits, bank loans, syndicat-
ed loans, currency and deposits etc. In the financial account
this is the only heading which comprises assets and liabili-
ties broken down by original maturity — short-term (up to one
year) or long-term (over one year or without maturity).

The last but one of the most important components in the
financial account comprises reserve assets, a key

REVIEW OF INTERNATIONAL METHODOLOGY

aggregate in the analysis of the external position. In the
balance of payments reserve assets are liquid assets

controlled by and readily available to monetary authori-

ties. In the case of payments imbalances they can be
used for direct financing or indirectly regulate the mag-
nitute of these imbalances by influencing the currency
exchange rate through an intervention —, or for any other
purposes.

The Mexican and Asian financial crises of the 1990s high-
lighted the fact that the definition of reserve assets in the
balance of payments statistics did not necessarily express
the actual intervention potential that the monetary authori-
ties had in a financial crisis. In order to assess the actual
liquidity conditions, additional information is needed, like
the value of open derivative and forward positions, the
stock of guarantees undertaken and other conditional obli-
gations (most of which are off-balance sheet items under
the applicable accounting regulations), short-term debt to
the rest of the world by residual maturity instead of origi-
nal maturity, debt denominated in the national currency
but indexed to foreign currency etc., none of which can-
not be obtained from the standard balance of payments
statistics.™

" These correlations came to the focus of interest during the Asian crisis. Right after the Mexican crisis, in 1996 IMF elaborated a Special Data
Dissemination Standard — SDDS in order to provide investors and the general public with reliable and up-to-date information on the most essential macro-
economic and financial statistics (GDP, consumer and producer price indices, monetary aggregates, balance of payments, reserve assets etc. amount-
ing altogether to 17 categories) of the economies active in the capital and money market. The information collected and published on the statistical
methodology and practice of the individual countries enable anyone to assess the reliability of the published statistics. However, the 1997 financial cri-
sis brought the attention to the fact that the originally developed system needed completion, especially with regard to reserve assets and external debt.
For further details of the SDDS, see http://dsbb.imf.org/Applications/web/sddshome/.
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1.3. International investment position

The flow-oriented balance of payments is closely related to
the stock-oriented international investment position. In
combination, these two kinds of statistics provide for a
coherent accounting of the transactions and positions of
an economy vis-a-vis the rest of the world.

The international investment position is a statistical state-
ment of the composition and changes of an economy’s
stock of financial assets and liabilities vis-a-vis the rest of
the world at a specified date on the preceding period.

The difference between stock of assets and liabilities,
equals to an economy’s net external position or net worth
derived from its financial position vis-a-vis the rest of the
world. Calculated from the assets and liabilities without
equity capital and securities, this difference yields the net
international creditor or debtor position.

Changes in stocks are due to (1) transactions, as record-
ed in the balance of payments financial account; (2) reval-
uations as a result of changes in exchange rates, and mar-
ket prices; and (3) other volume changes or other adjust-
ments (e.g. write-offs).

In a breakdown of financial instruments, the international
investment position and the balance of payments financial
account are identical in structure and correspond to the
classification of the current account according to income
categories. This serves the reconciliation of flow and stock

EXTERNAL ACCOUNTS STATISTICS HUNGARY - 2006

data, and the consistent accounting of the earnings relat-
ed to the individual investment categories.

As positions have to be valued at current market prices and
foreign exchange rates effective at the reference dates are
to be applied to convert different currencies to the unit of
account, the outstanding stock for two different dates may
differ due to the revaluation even if no transactions have
been performed in the observation period. In addition to
transactions and revaluations, stocks may also change as a
result of other factors, e.g. write-offs of doubtful assets. (A
write-off is the creditor’s unilateral measure and as such it
should not be confused with debt forgiveness, performed
pursuant to a voluntary and mutual agreement of the debtor
and creditor in the case of capital transfers.) The re-classifi-
cation of certain items due to changes in their correspon-
dence to the applicable classification criteria also triggers
other changes in stocks. An example of this is the case
when the 10 per cent limit between direct investments and
portfolio investment is exceeded. If an investor falling below
this limit in a specific period makes additional investments
and exceeds this limit in the next period, the current trans-
action is recorded among direct investments in the financial
account (although no retrospective revisions are required in
the financial account), however, in the international invest-
ment position, the stock recorded as portfolio investment in
the preceding period must be re-classified as direct invest-
ments. Such re-classifications must be recorded under other
volume changes.
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Figure 6

Standard components of the international investment position

Changes in position reflecting
Position at exchange rate | price other Position at
beginning | ransactions changes adjustments end of
of period period
1. Assets
1.1. Direct investment®
1.1.1. Abroad

1.1.1.1. Equity capital and

reinvested earnings
1.1.1.2. Other capital
1.1.1.2.1. Claims on affiliated enterprises
1.1.1.2.2. Liabilities to affiliated enterprises
1.2. Portfolio investment
1.2.1. Equity securities
1.2.2. Debt securities
1.2.2.1. Bonds and notes
1.2.2.2. Money market instruments
1.3. Financial derivatives
1.4. Other investment
1.4.1. Trade credit
1.4.2. Loans
1.4.3. Currency and deposit
1.4.4. Other assets
1.5. Reserve assets
1.5.1. Monetary gold
1.5.2. Special drawing rights
1.5.3. Reserve position in the Fund
1.5.4. Foreign exchange
1.5.4.1. Currency and deposit
1.5.4.2. Securities
1.5.4.3. Financial derivatives
1.5.5. Other claims
2. Liabilities
2.1. Direct investment®
2.1.1. In reporting economy
2.1.1.1. Equity capital and
reinvested earnings
2.1.1.2. Other capital
2.1.1.2.1. Claims on affiliated enterprises
2.1.1.2.2. Liabilities to affiliated enterprises
2.2. Portfolio investment
2.2.1. Equity securities
2.2.2. Debt securities
2.2.2.1. Bonds and notes
2.2.2.2. Money market instruments
2.3. Financial derivatives
2.4. Other investment
2.4.1. Trade credits
2.4.2. Loans
2.4.3. Currency and deposit
2.4.4. Other liabilities

* Because direct investment is classified primarily on a directional basis, sub-items do not strictly conform to the overall headings of assets and liabilities.
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1.4. The balance of payments and the System of

National Accounts

The System of National Accounts (SNA) is one of the most
essential contributions in the 20th-century to the tools of
economic analysis. In an integrated system of economic
accounts — current accounts, accumulation accounts and

balance sheets — it presents production, income genera-
tion, distribution and use, accumulation and the net worth
separately for the various institutional sectors as well as for
the total economy.

Figure 7
Major accounts and balancing items in the SNA
CURRENT ACCOUNTS
PRODUCTION ACCOUNT
GO
GDP
INCOME ACCOUNTS
GDhP
S
BALANCE SHEET ACCUMULATION ACCOUNTS BALANCE SHEET
OTHER CHANGES
IN THE VOLUME REVALUATION
OPENING BS CAPITAL ACCOUNT OF ASSETS ACCOUNT ACCOUNT CLOSING BS
S
NL dNW 1
FINANCIAL ACCOUNT
NL
NW o dNW2 dNW3 NW
OUTPUT = GROSS OUTPUT
GDP = GROSS DOMESTIC PRODUCT
S = SAVINGS
NL = NET LENDING
NW (O = OPENING LEVEL OF NET WORTH
NW C = CLOSING LEVEL OF NET WORTH

dNW 1 = CHANGES IN NET WORTH DUE TO SAVINGS AND CAPITAL TRANSFERS
dNW 2 = CHANGES IN NET WORTH DUE TO OTHER CHANGES IN VOLUME
dNW 3 = CHANGES IN NET WORTH DUE TO REVALUATION
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The SNA is a closed system: each transaction is shown in
four places: on the current accounts as a resource and a
use for both parties, and as increase or decrease in assets
and liabilities in the accumulation accounts.

In order to meet the criteria of a closed accounting system,
the national accounts have a segment that shows transac-
tions and stock of assets and liabilities vis-a-vis non-resi-
dents. This segment is called the rest of the world account.
The rest of the world account records transactions from the
perspective of non-residents.

The rest of the world account relies on the balance of pay-
ments and the international investment position as its most
important source of information. With the revision of both
the SNA and balance of payments manual completed by
1993 the methodologies were further harmonised. The
standard structure (current account, accumulation account
and balance sheet account), the basic concepts (resi-
dence, economic territory etc.), the principles of valuation
(market price, conversion to aggregate foreign exchange)
and time of recording (accrual-based accounting) are
basically identical. The differences are merely in presenta-
tion due to the different needs the two systems should
meet. Thus for instance, the balance of payments and the
international investment position record transactions and
positions from the perspective of the compiling economy,
while they show the financial assets and liabilities in a func-
tional classification; and resident institutional sectors are
presented in a more aggregated form than in the rest of the
world account in the SNA.

The equations formulate necessarily fulfilled identities
following from the accounting principles rather than rules
of conduct. Consequently, they are inappropriate for the
description of causality between macroeconomic aggre-
gates. The establishment of causality between these
variables is a task that falls within the scope of the
macroeconomic theory presenting the linkages between
the SNA and BOP. However, by their very nature, identi-
ties are essential in setting up consistency between the
published data, and the analysis of harmony between
the individual partial indicators when projections are
made.

REVIEW OF INTERNATIONAL METHODOLOGY

Figure 8

The linkages between key national account aggregates and
the balance of payments

GDP = C+G+1+(X-M) M
GNI = GDP +NY )
GNDI = GDP +NY +NCT (3a)

C+G+I+(X-M)+NY+NCT (3b)
C+G+1+CAB 3c)
CAB = (X - M)+ NY +NCT (4a)
GNDI-(C+G+T)=GNDI-A  (4b)
s = GNDI-C-G (5a)
I+ CAB (5b)
CAB = S-1 (6a)
(SH—TH) + (SE—IE) + (SG—IG)  (6b)
S-T+NKT-NPNNA =  CAB+NKT-NPNNA=NFI  (7)

where

GDP = gross domestic product

C = private consumption expenditure

G = government consumption expenditure

I = gross domestic investment

X = exports of goods and services

M = imports of goods and services

GNI = gross national income

NY = net income from abroad

NCT = net current transfers from abroad

CAB = current account balance in the balance of payments

GNDI = gross national disposable income

A = domestic absorption

S = gross savings

(SH-IH) = households’ net financial savings

(SE-IE) = net financial savings by corporations

(SG-IG) = net financial savings by government

NKT = net capital transfers from abroad

NPNNA = net purchases of non-produced, non-financial assets

NFI = net foreign investment (or net lending/net borrowing) vis-a-vis the
rest of the world

The current account balance reflects the economy’s sav-
ings position vis-a-vis the rest of the world (6a), in other
words, if the value of gross savings relative to gross invest-
ments results in borrowing (current account deficit) or lend-
ing (current account surplus). Any amount of the dispos-
able income not used within an economy is automatically
shows up in the balance of payments as funds allocated
abroad and any domestic absorption in excess of the dis-
posable income is reflected as borrowing (4b). In order to
establish if an economy was a net lender or a net borrower
in a specific period, the combined balance of the current
and capital accounts is needed (7). The interrelationship
between the net financial positions of the individual sectors
and the current account balance is shown in equation (6b).
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1.5. Revision of the balance of payments

methodology (BPMS)

At its October 2000 meeting, the IMF Balance of Payments
Committee (BOPCOM) placed the revision of the interna-
tional balance of payments methodology on its agenda.
Although the currently effective international standard was
published in 1993, the developments seen up to 2000 jus-
tified preparations for adjustment.” Among others the
financial crises of the 1990s (in 1994, 1997 and 1998)
enhanced the role of statistical information included in the
financial account and the international investment position,
especially debt and reserve assets, in analysis.

The issues addressed in the course of revision were divid-
ed into three major groups:

e the first group consisted of general, conceptual issues
(e.g. harmonization between the different macroeconom-
ic statistics, application of extended sector and financial
instrument classification, the statistical interpretation of
income etc.)

the second group includes new or newly emerged prob-
lems (e.g. the relationship between external debt and the
international investment position — breakdown according
to remaining maturity, domestic and foreign currency —,
the correlation between the balance of payments and
monetary statistics, covering specificities of the econom-
ic and currency unions in the statistics, monitoring
changes in the international accounting standards, the
recording of repurchase agreements etc.)

the third group consists of the demanded clarifications of
BPM5 (e.g. definition and statistical accounting of
reserve assets, theoretical and practical issues related to
the accounting of direct investments etc.).

It was repeatedly confirmed that, as the balance of pay-
ments and the other macroeconomic statistics formed an
integral part of the overall macroeconomic statistical sys-

tem, revision had to be performed with a view to the
methodologies of these statistics and their envisaged
changes. This is especially true to the system of national
accounts, which was made subject to revision simultane-
ously with the methodology of the balance of payments
statistics.

BOPCOM discussed the list of issues to be tackled, the
overall structure of the manual on a new methodology, and
the time schedule for the methodological revision at its
October 2002 session.”

At its meeting held next year, the Committee decided to set
up three technical expert groups (TEG) for the perform-
ance of a technical survey of the emerging methodological
problems and the formulation of proposals for their solu-
tion. Issues related to direct investment were assigned to
the competence of the Direct Investment Technical Expert
Group (DITEG), special topics on the economic and cur-
rency union to the Currency Union Technical Expert Group
(CUTEG), and all other remaining issues to the Balance of
Payments Technical Expert Group (BOPTEG).

The three expert groups submit their proposals to the BOP-
COM, and the DITEG also reports to a working group of
OECD (Workshop on International Investment Statistics).”

In July 2005, BOPCOM decided to set up another team of
experts to discuss issues related to reserve assets, the
RESTEG (Reserve Assets Technical Expert Group).

The issues reviewed, the documents prepared, and the
proposals made by the expert groups are available at
IMF’'s website.”

According to the work program by the end of 2006, the first
draft and by one year later the second draft of the manual
will be completed. This draft will be published on the IMF

* Towards a Sixth Edition of the Balance of Payments Manual http://www.imf.org/external/pubs/ft/bop/2000/0021.pdf.

* See Updating BPM5: Compendium of Issues hitp://www.imf.org/external/pubs/ft/bop/2002/02-25.pdf and Updating BPM5: A Proposed Timetable and

Structure http://www.imf.org/external/pubs/ft/bop/2002/02-26.pdf.

* The reason is that OECD is also concerned in the statistics on direct investment on account of its revision of the 3rd edition of its manual entitled OECD
Benchmark Definition of FDI. hitp://www.oecd.org/datacecd/10/16/2090148.pdi. Regarding the revision, see the documents published by the OECD at:

http://www.oecd.org/document/33/0,2340.en 2649 34529562 33742497 1 1 1 34529562,00.html.

* DITEG: http://www.imf.org/external/np/sta/bop/diteg.htm;
CUTEG: http://www.imf.org/external/np/sta/bop/cuteg.htm;
BOPTEG: http://www.imf.org/external/np/sta/bop/bopteg.htm;
RESTEG: http://www.imf.org/external/np/sta/bop/resteg.htm.
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website electronically for comments. In the period up to the ion of the BPM6 is expected to be released in early 2009.
completion, work is performed with the involvement of the  The information related to the methodological review (the
wide professional public through the expert groups. The structure and content of the new manual, the issue, back-
final version of the new manual is scheduled to be pub- ground and outcome papers, etc.) are available on the IMF
lished in late 2008 in electronic form, and the printed vers-  website.”

* hittp://www.imf.org/external/np/sta/bop/bopmans.htm.
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2. Country specific details for Hungary







2.1. General remarks

1. In Hungary the central bank is responsible for the com-
pilation of Balance of Payments (BoP) statistics and the
International Investment Position (11P).

As their most important sources of information, balance
of payments statistics rely on the reports of monetary
institutions (commercial banks and the MNB).

Separate reports are provided by exchange offices
(other than credit institution), resident enterprises direct-
ly borrowing/extending loans from / to non-residents,
enterprises holding accounts abroad or having offset-
ting arrangements with non-residents, and FDI compa-
nies and resident direct investors. Trade in goods is
compiled on the basis of data received from the Hun-
garian Central Statistical Office (HCSO). Since 2004 bu-
siness services data have been derived from enterprise
questionnaires, while travel data from border surveys,
both collected by the HCSO. In addition to these
sources, the balance of payments statistics also rely on
reports from security custodians, the Hungarian State
Treasury (MAK), and the Government Debt
Management Agency (AAK) to the MNB.*'

2. An overall statutory framework is provided for data col-
lection in the Central Bank Act (Act LVIII of 2001 on the
Magyar Nemzeti Bank) and the Act on Statistics (Act
XLVI of 1993).

The reporting requirement of other monetary institutions,
exchange offices and security custodians is specified in
orders by the President of the MNB. Data provision by
the HCSO, the reporting obligation of the Hungarian
State Treasury, the Government Debt Management
Agency, residents holding bank accounts abroad, the
provision of balance of payments data on residents’

borrowing from and lending to the rest of the world, resi-
dents’ direct investments abroad, and non-residents’
direct investments in Hungary are prescribed by the
relevant government decree on the current annual
National Statistical Data Collection Programme pursuant
to Act XLVI of 1993 on statistics.”

3. The MNB publishes its external statistical data in HUF

and EUR in the press and on its website (www.mnb.hu)
according to its advance release calendar. The advance
release calendar is updated twice a year: in June and
December.

4. The MNB publishes balance of payments statistics on a

quarterly basis, on the 90th day following the end of the
reference quarter.

Simultaneously with the publication of quarterly data,
the two quarters immediately preceding the reference
period are revised. The MNB publishes annual balance
of payments data for the reference year + 9 months, this
publication includes final data on trade in goods and
preliminary data on reinvested earnings.

Annual data are revised for the first time for reference
year + 15 months. By that time the detailed foreign
direct investment statistics have been prepared on the
basis of enterprise questionnaires in a sector and coun-
try breakdowns. These March publications serve the
express purposes of revealing detailed FDI statistics.”
Final balance of payments data (including reinvested
earnings and FDI stocks) are published for the refer-
ence year + 21 month.

. For statistical purposes, every natural person and legal

entity, who/which has a center of economic interest

* The description of data and tables provided by the banking sector and the detailed methodological instructions are available at the MNB's website (only
in Hungarian) under item Statistics/Data provision at http://www.mnb.hu/engine.aspx?page=taj adatszolg _hu. Information related to the separately sub-

mitted reports are available at the relevant sites of the statutory regulations that order data collection as well as the National Statistical Data Collection

Programme (OSAP).

*In the European Union, the European Central Bank shares responsibility with Eurostat, the Statistical Service of the European Union. While the ECB is
responsible for the compilation of the balance of payments and international investment position of the euro area, and focuses primarily on the financial
account and the related investment income and stock-oriented statistics, the Eurostat prepares the balance of payments for the European Union, with
primary focus on the current account, with special reference to services. The ECB’s requirements to the Member States of the euro area are specified in
the statutory regulation entitled Guideline of the European Central Bank of 16 July 2004 on the statistical reporting requirements of the European Central
Bank in the field of balance of payments and international investment position statistics, and the international reserve assets template (ECB/2004/15),
found at http://www.ecb.int/ecb/legal/pdf/l 35420041130en00340076.pdf, while the Eurostat’s data requirement from the EU Member States are speci-
fied in Regulation (EC) No 184/2005 of the European Parliament and of the Council of 12 January 2005 on Community statistics concerning balance of
payments, international trade in services and direct foreign investment, available at
http://europa.eu.int/eur-lex/lex/LexUriServ/site/en/oj/2005/l 035/l 03520050208en00230055.pdf.

* The balance of payments time series published on the website are, naturally, corrected in line with the changes due to direct investment.
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(dwelling, place of production, or other premises etc.)
within the economic territory of Hungary qualifies as a
Hungarian resident. The criteria applicable to non-natu-
ral persons to establish residence is whether the HCSO
has assigned a uniform identification code to them or
not. Pursuant to the provisions of the MNB order
16/2005. (VII. 27.) on the legal title obligation related to
the central bank information system:

e irrespective of citizenship, any natural person not
engaged in business activity, who has been staying — or
intends to live — in the territory of the Republic of Hunga-
ry for no less than a year, excluding the non-Hungarian
citizen staff members of diplomatic corps, consular rep-
resentatives and international organisations active in
Hungary, their family members, and any person arriving
at or staying in Hungary for the purposes of study or
medical treatment;

¢ the Hungarian citizen staff members of Hungarian diplo-
matic corps and consular representations active abroad,
and their family members;

e any natural person, legal entity or unincorporated organi-
sation who/which has a registered office or place of bu-
siness, or otherwise conducts business activity in the ter-
ritory of the Republic of Hungary, including free trade
zones and transit areas

shall be considered as a resident.

6. The monthly flow data reported in an aggregated form
by currencies are converted to HUF at the workday
weighted monthly average of the official daily MNB'’s
exchange rates and then aggregated for the total eco-
nomy. The cumulative and quarterly flow data are calcu-
lated by summing the individual monthly data. The stock
data, also reported by currencies, are converted to HUF
at the end-period (month or quarter) MNB's official daily
exchange rates. The data published in EUR are conver-
ted from the HUF data at the average monthly (flows) or
end-quarter (stocks) HUF/EUR rates (in the statistics pri-
or to 1999, ECU is equal to EUR).

7. Two kinds of off shore companies are distinguished for
the purposes of accounting in the balance of payments
statistics. One of them includes companies functioning
as passive financial intermediaries or pass-through
companies, which generally promptly allocate funds
from equity investment as loan to non-residents. The net
cash-flow of these companies are recorded as direct
investment. The other group comprises companies
engaged in actual real economic activity. In their case

EXTERNAL ACCOUNTS STATISTICS HUNGARY - 2006

transactions in the service or capital account — related to
the purchase/sale of a non-produced, non-financial
asset — are recorded in the balance of payments.

. Four institutional sectors are distinguished in the pub-

lished balance of payments statistics: the MNB as a
monetary authority, the general government, other
monetary institutions and other sectors.

The general government sector comprises central and
local governments, extra-budgetary funds and social
security funds managing their budgets in compliance
with the applicable fiscal rules. The Hungarian
Privatization and State Holding Company (APV Rt) also
belongs to this sector.

The sector of other monetary institutions comprises cre-
dit institutions (commercial banks), specialised credit
institutions, co-operative credit banks and home sav-
ings banks.

In addition to the above sectors, the other sectors
include non-financial corporations (companies subject
to the payment of corporate tax; with the exception of
companies engaged in financial intermediation activity
as a core activity), other financial corporations (GIRO
Rt., factoring companies, brokerages, securities deal-
ers, insurance companies, pension, health and mutual
funds, as well as investment funds, whether trading
open or closed end securities or real properties), house-
holds (natural persons and self-employed private entre-
preneurs) and non-profit organisations assisting house-
holds (incorporated non-profit institutions like founda-
tions, parties, associations, churches, public service
companies, trade unions and other interest representa-
tions, and public bodies).

. The MNB processes reports from about 40 credit institu-

tions and co-operative credit banks, and approximately
600 corporations  holding  accounts  abroad.
Approximately 800 companies are required to fill in the
quarterly, and about 2,000 the annual direct investment
questionnaire.

10 Irrespective of the denomination of a transaction, every

monitored transaction between residents and non-resi-
dents is published in the balance of payments.

11. Following Hungary’s accession to the European Union

in May 2004, the MNB and the other monetary institu-
tions report their clients’ payments below EUR 12,500
only in a breakdown of currencies, as the single
European cash-flow rules exclude the application of



12.

13.

the legal code requirement needed for the compilation
of the balance of payment statistics.”” The breakdown
by transaction codes from the aggregated flows report-
ed under the EUR 12,500 threshold is estimated by the
MNB.

Up to April 2004, trade in goods was monitored on the
basis of the customs statistics provided by the HCSO.
Since Hungary’s accession to the European Union, tra-
de within the EU has no more been recorded in cus-
toms statistics, thus from May 2004, for the purposes of
this flow, data are taken directly from company reports
(via the Intrastat system operated by the HCSO). For
the economies outside the EU, customs statistics (the
Extrastat system) provides data. Data are received for
the compilation of the trade in goods on a monthly
basis.

Since 2004, cash-flow data for business services in the
balance of payments have been replaced by data
taken directly from corporate questionnaires on a quar-
terly basis. Travel is made of data provided by con-
tinuously conducted border surveys. These data are
collected by the HCSO as well. Data are transferred to
the MNB on a quarterly basis. The quarterly service
questionnaire is filled by 3,500 and the annual by fur-

COUNTRY SPECIFIC DETAILS FOR HUNGARY

ther 4-5,000 companies. In the course of travel data
collection, altogether 12,000 persons are asked per
month, no less than 2,000 of them being Hungarian
tourists arriving home and no less than 8,000 are for-
eign tourists leaving Hungary.

For the services not included in the enterprise question-
naire of the HCSO, statistical data are collected from
reports by the monetary authority, monetary institutions,
exchange offices, companies holding accounts abroad
and enterprises reconciling assets with liabilities.

14. The companies having accounts abroad and those

reconciling assets with liabilities provide information
for the balance of payments statistics by filling in a
questionnaire that follows the structure of the bal-
ance of payments. The questionnaire contains the
monthly transactions in an aggregated form and in a
breakdown by currencies. Instead of a detailed bal-
ance of payments report, companies with a foreign
bank account turnover below HUF 200 million per
year are only required to report the total amount of
their revenues and expenditures. In this case the
MNB makes estimates for the breakdown of the
reporting companies’ turnover among the balance of
payments items.

*" Regulation (EC) No 2560/2001 of the European Parliament and of the Council of 19 December 2001 on cross-border payments in euro
http://europa.eu.int/eur-lex/pri/en/oj/dat/2001/l 344/ 34420011228en00130016.pdf.
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2.2. Current account

15.

16.

Goods: Settlement data are replaced by data from the
Intrastat/Extrastat system through the incorporation of
external trade statistics published by the HCSO. Due to
the methodological differences between external trade
and balance of payment statistics the following adjust-
ments are to be made®;

e Trade in goods data in the balance of payments are
valued f.0.b. (i.e. the value at the customs frontier of
the exporting economy) thus the c.i.f. value of imports
(i.e. the value at the Hungarian frontier) recorded by
the HCSO should be replaced by the f.0.b. value in
the balance of payments. This parity adjustment dif-
ferential is recorded under transportation services. So
this adjustment does not influence the combined bal-
ance of trade in goods and the related transportation
services.

Certain items of trade in goods (e.g. trade in goods
not crossing the Hungarian borders, 'bunker’ fuel in
vehicles) are not included in the external trade statis-
tics: therefore the MNB continues to gather informa-
tion on these from the reports of credit institutions on
settlements.

Financial leasing recorded among goods is recorded
at the market value of the leased goods. The differ-
ences between paid leasing fees and the financial lea-
sing shown in the external trade statistics of the HCSO
are recorded among other investment in the financial
account as a financing item related to financial leasing.
The current account does not include related interest
payment estimates.

In accordance with international methodology gross
transactions in goods for processing and net repairs
are also recorded under goods although they are not
shown separately in Hungarian publications.

Services: Since 2004 the MNB has been compiling its
travel data based on the border survey results con-
ducted by the HCSO. In the course of these surveys
Hungarians returning from abroad and foreigners leav-
ing Hungary are asked about their expenses related to

travelling. Prior to 2004 the MNB compiled its travel
data from cash-flow data (reports by the MNB, com-
mercial banks, exchange offices and companies hol-
ding accounts abroad) in the course of which it esti-
mated the direct receipts to households (exchanged
on private FX accounts or at exchange offices) and
their use in travel as well. At the same time the MNB —
based on the results of these border surveys — made
adjustments to cash-flow data retrospectively going
back to 2000.

Also since 2004 data from the HCSQO's direct surveys
of companies have replaced cash-flow data under bu-
siness services in the balance of payments (communi-
cations services, construction services, computer and
information services, royalties and license fees, other
business services and personal, cultural and recre-
ational services).

The cash-flow reports remain the main source of infor-
mation for the other service items (transportation, insur-
ance, financial and government services).

Transactions under the code for transportation services
include the actual receipts and expenditures by resi-
dent economic participants arising from international
trade in goods and conveyance. The adjustment to this
item is equivalent to the balance of the trade in goods
parity adjustment but with the opposite sign. The esti-
mation of the parity adjustment balance and its alloca-
tion between the credit and debit sides of transporta-
tion services is based on the HCSO'’s data.

In the case of a legal entity tenant the rent for residents’
real estate in Hungary paid by non-residents and for
non-residents real estate abroad paid by residents is
recorded as fechnical and cultural services, while in
the case of a natural person the same is recorded as
fravel.

Any rent paid by resident tenants for real estate owned
by non-residents in Hungary and any rent paid by non-
resident tenants for real estate owned by residents out-
side Hungary is recorded as direct investment income.

* For more details on the methodological notes on the integration of external trade statistics see Point 1.2 of Notes to the methodological changes to the

balance of payment statistics implemented in February 2003 and the new data release and revision methods to be introduced in 2003.
http://english.mnb.hu/Resource.aspx?ResourcelD=mnbfile&resourcename=fm modszertan 2003 en.
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17.

Merchanting is recorded on a net basis under other bu-
siness services.

Under insurance services the total premiums are
recorded as a service as opposed to a service charge
included in the total premiums.

Income: Labour income (compensation of employees
employed for less than one year) and investment
income are recorded separately.

Labour income includes the amount of wages of resi-
dents for work abroad and wages of non-residents for
work in Hungary estimated from households’ foreign
currency cash transactions as well.

Investment income is recorded in accordance with the
structure of the financial account. From 2004 income
is recorded on an accrual basis in the balance of pay-
ment statistics. Accordingly, income on debt is
recorded progressively in the current account inde-
pendently from actual payments. The present data
collection system monitors directly only the accrual-
based interest on monetary financial institutions’ own
stocks, while in the case of the rest of sectors the
accrual-based interest for a given period is estimated
by the MNB.

Since 1995 income on equity has also included
reinvested earnings. Reinvested earnings are
derived from yearly direct investment surveys and
corporate tax returns. Until these information is
available the missing data are estimated by the
MNB.*

COUNTRY SPECIFIC DETAILS FOR HUNGARY

18. Current transfers: The published balance of payments

includes the balance of credits and debits broken
down by the general government and other sectors.

Claims payable by resident insurance companies to
non-residents and claims paid by non-resident insurers
to residents are recorded under current transfers. (Prior
to 1999 these items were shown as business services.)

Dividend withholding tax payable by foreign investors
after their profit is recorded under the Current transfer
— General government, credit.

Current transfers of the other sectors include the
amount of current transfers, received by residents and
paid to non-residents as estimated from households’
foreign currency cash transactions.

Since the EU-accession Hungary’s contribution to the
EU-budget (GNI own resources, UK correction, cus-
toms duties, etc.) are recorded as the general
government's current transfer debit, while current
transfers creditincludes — as a rule of the thumb if the
MNB has no other information available on the given
transaction — transfers received under the PHARE
programme, from the European Social Fund, and
from the Guarantee section of the European
Agricultural Guidance and Guarantee Fund. The
transfers from the Guidance section of the latter fund,
from the cohesion funds, from the European Regional
Development Fund, and under the SAPARD (special
accession programme for agriculture and rural develop-
ment) programme are recorded as capital transfers
credit.

* On recording reinvested earnings see the related methodological description:

http://english.mnb.hu/Resource.aspx?ResourcelD=mnbfile&resourcename=fm hatteranyag 2004en.
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2.3. Capital account

19. Capital transfers: Net capital transfers is published 20. Non-produced non-financial assets: This item is pub-
separately for the general government sector and the lished in net terms with no sectoral breakdown.
other sectors.
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2.4. Financial account

21. In addition to the primary data sources of the BoP for
certain items of the financial account are supplemented
with reports of enterprises directly borrowing / lending
from / to non-residents (other investment), reports of FDI
companies and resident direct investors (direct invest-
ment), as well as depositories. Since 1999 the
Government Debt Management Agency (AKK) has
directly reported the general government sector's FX-
denominated liabilities vis-a-vis non-residents monthly.
The Hungarian State Treasury reports on the general
government’s external claims monthly. Non-resident
transactions and stocks relating to forint-denominated
government bonds issued by the general government
are recorded in the balance of payments on the basis of
the securities statistics report of the Keler Rt.

In accordance with the methodology of accrual
accounting, interest accrued, but not paid in the given
period must be recorded also on the appropriate
instrument. When the interest is paid a transaction with
the opposite sign appears on the instrument in ques-
tion.

22. Direct investment®. The quarterly questionnaires for
transactions are mainly used to control the settlement
data coming from the banking sector, to collect more
detailed data for transaction and to supplement settle-
ment data with non-cash transactions, while yearly
questionnaires are used to obtain information on exact
capital stocks and the size of reinvested earnings in
particular.

As data based on direct investment questionnaires
have only been available since 1999, data for preced-
ing periods have been estimated. Enterprise data from
the corporate tax returns (TASA) data base of the
APEH and public information on quoted companies
were used for the estimates on non-residents’ direct
investment in Hungary. In the absence of other data
sources on residents’ direct investment abroad the
MNB continued to use the former practice of deriving
stock data from cumulated settlements data.

In statistics published before September following the
year under review i.e. before the processing of data

derived from questionnaires (which can be filled in
after the adoption of balance sheets and profit and loss
accounts) estimates for corporate profitability and the
distribution of income substitute the data reported with
delay.

Since the dividend withholding tax of foreign investor is
paid by the resident enterprise into the state budget, a
claim arises vis-a-vis the investor which is recorded as
other capital. This claim is ceased when the dividend
(less dividend withholding tax) is paid.

Data on other capital are recorded following supervi-
sion and supplementation based on information from
direct corporate reports. (The method of the compila-
tion of the statistics on other capital flows is identical to
that of corporate loans recorded under other invest-
ment.)

Dividend distributed yet unpaid represent a short-term
liability vis-a-vis the investor which is also recorded as
a direct investment, other capital. This liability is only
ceased when the dividend is paid.

Since January 2002 financial transactions between
non-financial corporations and affiliated financial SPEs
(Special Purpose Entities) are also recorded as other
capital. These transactions (and the related statistics
on stocks) were recorded under other investment in the
periods before 2002.

Real estate investments by natural persons are also
recorded as direct investment by the MNB which
include the amount estimated on the basis of house-
holds’ foreign currency cash transactions relating to
real estate bought by residents abroad and by non-
residents in Hungary.

In the case of equity capital, if there is no cross-partici-
pation (reverse investment), it can be made a general
direct relationship between the direction of the invest-
ment and the asset-liability classification. In the course
of other capital however — regardless of the direction of
equity investment —, in either direction both the direct
investor and the direct investment company may

* For more details on recording direct investment see Direct investment statistics in Hungary 1995-2003:
http://www.mnb.hu/Resource.aspx?ResourcelD=mnbfile&resourcename=mukt en.
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23.

acquire claims or liabilities on each other. It is always
the direction of loans provided by the parent corpora-
tion which coincides with the direction of the equity
investment.

The compilation of the geographic breakdown of direct
investment equity for the period under review is made
on the basis of quarterly questionnaires. Similarly to the
sectoral breakdown of direct investment, these data
have been available since 1999.

The economic activity breakdown of direct investment
primarily relies on the sector codes within the 17-digit
statistical code numbers of businesses, it is identified
on the basis of the code of residents involved in the
transaction which are provided in banks’ transaction
reports. Transactions in real estate are shown under a
separate entry within the sectoral breakdown irrespec-
tive of the industry of the resident involved in the trans-
action. In the case of foreigners’ direct investment in
Hungary the sectoral breakdown, therefore, reflects the
economic activity of resident economic agent involved
in the transaction rather the industry in which the invest-
ment was made. Similarly in the case of direct invest-
ment by residents abroad the sectoral breakdown
shows the economic activity of the resident transactors
instead of the industry in which the investment was
made. Investments by resident households’ in foreign
enterprises are recorded in the non-allocated entry. The
sector of other services includes the L, M, N, O, P and
Q sectors of TEAOR (unified sectoral classification sys-
tem of economic activities).

The subordinated loan of other monetary institutions
received from their own direct investor has been
recorded under other capital since 1999, prior to that
time this capital element was shown as equity capital in
the statistics.

Portfolio investment: Investment in instruments with
secondary market turnover (securities, derivatives) are
recorded within this category.

Portfolio investment includes

1/ equity securities (below 10%),

2/ bonds and notes,

3/ money market instruments and

4/ financial derivatives

according to the assets/liabilities principles.

Apart from forint-denominated government bonds,
transactions reported by credit institutions’ and enter-
prises are shown in the statistics for all categories.

EXTERNAL ACCOUNTS STATISTICS HUNGARY - 2006

24.

Since July 1998 transactions of forint-denominated
government bonds has been calculated on the basis of
changes in stocks deposited for non-residents in the
following way: the change in stocks at nominal value
between two dates exceeding other volume changes is
equal to the balance of transactions in the financial
account. The transactions of discounted treasury bills
— which can be bought by non-residents from June
2001 — is estimated in a similar way.

When foreign exchange denominated bonds issued by
residents abroad are bought by residents (on a sec-
ondary market) a debit of the same value is shown on
the liability side.

In the financial account a transaction is recorded as
financial derivative assets in the following cases: pre-
mium paid on purchased option, amount paid/received
for acquisition/sale of the derivative position, transac-
tions related to derivative positions having positive net
present value at the time of transaction, closing deri-
vative position with net gains and the amount received
from the validation of the purchased option.

A transaction recorded as financial derivative liabilities
in the following cases: premium received on written
option, transactions related to derivative positions hav-
ing negative net present value at the time of transac-
tion, closing derivative position with net loss and the
amount paid for the validation of the written option.

In line with changes in international methodology all
transactions related to financial derivatives have been
recorded in the financial account since 1999 and thus,
in contrast to the practice of the previous period, inte-
rest payments related to interest rate swaps and cur-
rency swaps have also been recorded under this item.

Other investment: Other investment includes transac-
tions conducted with financial instruments not listed
under direct investment and portfolio investment (syn-
dicated loans, bank-to-bank loans, trade credits, etc.)
broken down by original — up to one year (short-term)
and over one year (long-term) — maturity.

In addition to the primary data sources the compilation of
assets and liabilities of other sectors is based on non-
cash payments derived from monthly reports of about
450 enterprises on their direct foreign loans. The balance
of payments includes the transactions reported by banks
—and checked with reports of enterprises — as loans, this
data is supplemented by the transactions reported by
companies not appearing in the banking system.



Corporate data reporting on foreign loans has been
carried out on request since 2004. (Prior to 2004 data
provision on direct borrowing/lending from/to non-resi-
dents was compulsory for every enterprise involved.)
The corporations requested to provide data was deter-
mined on the basis of information on stocks, transac-
tions and other data derived from reports on earlier
periods. The register is maintained with the help of the
cash-flow reports of commercial banks and directly
reporting companies. Data providers, however, must
continue to send their monthly reports on loans guaran-
teed by the government regardless of the amount of
the loan.

In the case of syndicated loans of residents only the
part provided by non-residents is recorded as an
external liability which means that the part provided by
resident credit institutions is deducted from the total
amount of the loans.

In the framework of incorporation external trade statis-
tics the difference between the general merchandise
as recorded in external trade statistics (excluding con-
tributions in kind but adjusting with net repairs) and net
settlement data (corrected with reported fees of pro-
cessing and repairs as well as goods procured in ports
by carriers) is offset by means of corresponding entries
under other short-term claims/liabilities in the balance
of payments. This means that the difference between
the balance of payment transactions and the balance
of exports and imports recorded in the course of the
physical flow of goods is financed by economic partici-
pants in the form of a trade credit. The difference is
shown on the appropriate side (assets/liabilities) with
the appropriate sign. Any additional difference is
recorded as statistical error (NEO) as unidentified tra-
de. In connection with the incorporation of external tra-
de statistics NEO may appear primarily due to the
recording problems associated with goods for pro-
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cessing. These assets and liabilities are not monitored
directly, but we can assume that economically their
magnitude may not differ significantly from the level of
the trade in goods over the long term. In contrast to
this, the experience of four quarters showed that main-
ly since the EU-accession (i.e. 2004 H2) trade credit
assets have been growing significantly and perma-
nently that cannot be explained by economic reasons.
Therefore, based on available information, the MNB
has decided on reviewing the financing side unilateral-
ly and since the indicated date it has been recording
asset growth exceeding the amount assumed on the
basis of estimates under errors and omissions as a sta-
tistical error in the balance of payments statistics.”'

When incorporating the data from the questionnaires
on business services the MNB uses the same method:
the difference from the payment transactions is shown
as trade credit.

The MNB'’s and the other monetary institutions’ foreign
exchange, current accounts and sight deposits trans-
actions and foreign exchange transactions of other
sectors are recorded under other investment in the
financial account as change in stocks net of valuation
and other volume changes.

Repurchase agreements (repos) are recorded as col-
lateralized loans under other investment (or under
change in international reserves). Prior to 2000 these
transactions were recorded as transactions in underly-
ing securities under portfolio investment (or under
change in international reserves) in the balance of pay-
ment statistics.

Change in international reserves: Transactions relating
to reserve assets are calculated on the basis of stock
changes of comprising instruments net of valuation
and other volume changes.

* For more details on the methodological notes on the incorporation of external trade statistics see Point 1.2 of Notes to the methodological changes to the
balance of payment statistics implemented in February 2003 and the new data release and revision methods to be introduced in 2003.
http://english.mnb.hu/Resource.aspx?ResourcelD=mnbfile&resourcename=fm_modszertan 2003 _en, on considerations of methodological changes of
recording see the press release related to the publication of September 2005:
http://www.mnb.hu/Resource.aspx?ResourcelD=mnbfile&resourcename=fizm05g2_en.
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2.5. International investment position

26.

27.

28.

29.

Data on external position includes the stock of exter-
nal assets and liabilities of residents vis-a-vis non-res-
idents. Net external debt is derived as the difference
between debt-related external liabilities and debt-
related external assets of residents. End-period deriv-
ative positions with negative net present value — liabil-
ities in the statistics — are recorded as debt. When
calculating net debt the MNB takes into account posi-
tions with a positive net present value in the same
way. But in the MNB'’s publication gross debt stocks
calculated without derivative positions are also pub-
lished.*

As a result of accrual accounting the stock (claim or lia-
bility) of the given instrument is increased with the
amount of interest recorded but not actually paid in the
given period. In contrast to this the corresponding
stock is reduced when the interest is paid.

Since 2004 stock data has also included accrued inter-
ests with the exception of equity capital and equity
securities.

The table on stock data published regularly shows
financial instruments by assets and liabilities in accor-
dance with the structure of the financial account:

e international reserves,

e direct investment® (equity capital and reinvested
earnings, other capital),

e portfolio investment (equity securities, bonds and
notes, money market instruments, financial deriva-
tives) and

e other investment broken down by original maturity.

30. International

31.

reserves: External claims of the MNB
deriving from financial derivative positions are classi-
fied as other investment rather than reserve assets.

Gold is evaluated at London fixing.

Securities in reserve were recorded at historic cost (net
of accrued interest) until 1999, and at net market price
from 2000 to 2003. Since 2004 these securities are val-
ued at market price.

In the table on stocks only gold is published as a sepa-
rate item. All other reserve assets are shown in a single
item.

Direct investment: Data reported in the yearly question-
naires on direct investment are used for defining stocks
that also contain reinvested earnings as well as reverse
investments.* Stocks of contributions in kind (whose
transactions derived from external trade statistics) and
other capital are calculated from cumulated flows. Until
the publication of data on stocks from the next ques-
tionnaires the value of stocks are calculated on the
basis of stock data derived from the last questionnaires
and the cumulated turnover in the given period.

Direct investment stocks of quoted corporations are
recorded at market value and in the case of unquoted
corporations the same data are based on the book
values of the foreign or the Hungarian enterprises.

Part of the reporting firms cannot provide information
on the equity capital of the non-resident direct invest-
ment enterprise. In these cases the value stated in the

% Gross external debt defined in the publication entitled External Debt Statistics: Guide for Compilers and Users (IMF 2003) does not include financial
derivative liabilities, similarly to equity capital: http://www.imf.org/external/np/sta/ed/guide.htm.

*In this table direct investment is not classified according to the generally applied direction of investment, but according to the breakdown by assets/lia-
bilities.

* Reverse investment (cross-praticipation) occurs when a resident economic agent acquires a share in its own non-resident direct investor. If this share
reaches or exceeds 10% it is recorded in the statistics as a separate direct investment, in the appropriate entry (according to the direction of the invest-
ment, i.e. direct investment in Hungary or abroad). These investments have already appeared in the balance of payments statistics. If, however, the size
of reverse investments does not reach 10%, the transaction and the stock is recorded in the entry according to the direction of the original investment
as a claim on the direct investor (i.e. the value of the original direct investment is reduced with the value of the reverse investment).
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books of the resident (respondent) enterprise is con-
sidered as stock. When calculating the whole-econo-
my stocks the results of the practically fully covered
questionnaire-based survey are supplemented with
data of sectors not surveyed with the help of question-
naires.

Equity capital as stated in the financial statement pre-
pared according to the Hungarian accounting princi-
ples does not include dividends declared payable by
the owners at the time of accepting the management'’s
report. However the balance of payments statistics
deducts this dividend from reinvested earnings and
thus the stock of investment only in the following year.
Thus these statistics show the value of the equity of the
foreign owners in direct investment enterprises
increased by the dividend declared payable (adjusted
equity) as stock at the end of the reference year. In the
case of enterprises preparing their financial statement
according to /AS and provide data on this basis reported
equity includes dividend declared payable: there is no
need for adjustment.

Since 1999 the subordinated loans of other monetary
institutions are recorded under other capital. Prior to
this subordinated loan was recorded as equity capital.

Since January 2002 assets and liabilities vis-a-vis the
affiliated SPEs (Special Purpose Entities) have been
recorded as other capital. Formerly these data on
stocks were shown under other investment.

Portfolio investment: In addition to a report on transac-
tions of portfolio investment abroad a report on stocks
is also available in the case of the MNB and credit insti-
tutions. Stock data on portfolio investment by other res-
ident sectors are calculated from accumulated flows in
the absence of a report on stocks. In these reports the
type of currency is defined by the currency used for the
investment as opposed to the actual denomination of
the security.

The stock of debt securities assets of credit institutions
and the MNB was shown at a historic cost (net of
accrued interest) until May 2001. From June 2001
depreciation was also recorded as an item reducing
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the historic cost. From 2004 published data on stock
are valued at a market price. In the case of other sec-
tors stocks derived from cumulated flows valued at
actual market price.

In the case of portfolio investment by non-residents in
Hungary the MNB, the credit institutions and the AKK
provide a report on stocks of their bonds issued
abroad in addition to a report on flows.

In the absence of a report on stocks (apart from the
report by KELER), data on stocks of shares issues by
other sectors and credit institutions are calculated from
accumulated flow data. Data aggregated and regis-
tered in forint are revalued monthly in line with the
changes in the BUX index.

Until the end of 2003 debt securities liabilities of other
monetary institutions, the MNB and the general gov-
ernment sector were recorded at face value. Since
2004 these securities are recorded at face value
increased with accrued interest. In the case of other
sectors stocks derived from cumulated flows valued at
the market price. Liabilities in securities issued in
foreign currency abroad are recorded in the statistics
as the difference of total stock and stock owned by
residents.

Since January 1999 credit institutions and the MNB
have been reporting their stock of financial derivatives
on the basis of the evaluation of the transactions at a
market value. From 2005 the AKK has been reporting
on the stock of financial derivatives of the general
government. In contrast with transactions there is no
information available on the derivative positions of
other sectors.

Other investment: It includes residents’ claims and lia-
bilities by original maturity. With the exception of other
sectors there are data based on reports on stocks. The
stock of trade credits recorded due to the incorpora-
tion of data on external trade and services under the
sector of non-financial companies is also calculated
from cumulated transactions. Due to its method of cal-
culation this entry can only be recorded either as
assets or liabilities.
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Useful links

Press releases of the MNB on balance of payments statistics
http://english.mnb.hu/Engine.aspx?page=mnben _fizetesi merleg&ContentID=0

Time series
http:/