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1 Introduction to New Zealand’s international
accounts user guide
1.1 Purpose
This publication is primarily for the technical user of balance of payments (BoP) and
international investment position (IIP) statistics and aims to provide a substantial guide to
how we at Statistics New Zealand compile these statistics.
This document aids our customers by:
 detailing key concepts and components of the statistics
 discussing the various data sources and methods
 including notes on the common characteristics of New Zealand’s BoP and IIP.
Due to the constantly changing economic environment and the need for frequent
evaluation of data sources and methods, this publication will become dated over time.
Although we update this publication periodically, customers should also keep abreast of
changes to data sources and methods announced in the quarterly BoP and IIP
information releases (on Statistics NZ’s website).

1.2 Feedback
We encourage user feedback about what other information on concepts, sources, and
methods are needed. This feedback will help us target future updates.
Please email info@stats.govt.nz, with ‘International accounts user guide’ in the subject
line, to give us feedback on how your information needs are/are not met by this guide.

1.3 Our customers
A wide range of people require information about where the BoP data comes from and
how we use it to compile the accounts.
As for other economic statistics, New Zealand has both domestic and international users
of our BoP and IIP statistics.
Domestic users include:
 those engaged in financial market operation, policy development, and providing
advice and analysis, including New Zealand government agencies
 the domestic information media, particularly the financial media
 the New Zealand public, for whom receiving independent financial performance
indicators for the nation is an important feature of the democratic process.
International users include:
 the OECD with an emphasis on direct investment data, and the International
Monetary Fund (IMF) in its international financial surveillance role
 agencies engaged in financial risk assessment (eg credit rating agencies)
 those engaged in financial market operation
 the international news and information media, particularly the financial media.
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1.4 Scope
With this publication we provide, for New Zealand’s BoP and IIP statistics, a
comprehensive understanding of the:
 underlying conceptual framework
 classification of data items
 data sources and methods
 data quality.
Other items of interest to users within this document include:
 a summary of the key changes between the Balance of Payments Manual fifth
edition (BPM5) and the sixth edition (BPM6) – chapter 4
 the relationship between balance of payments and national accounts – chapter 20
 the key users and uses of BoP and IIP data – chapter 21
 our goal to become an ‘administrative data first’ organisation and the consequence
this has on data sources for the international accounts – chapter 23.

1.5 Background on conceptual framework
The BoP and IIP statistics are based on an international framework, with standards
agreed to, published, and promoted principally by the IMF in close association with other
international agencies such as the United Nations, World Bank, OECD, and Eurostat.
This framework allows cross-country comparison, but also allows countries to measure
things in different ways, according to their available data.
Periodically, the standards are revised to reflect new agreements on long-standing
aspects, and responses to changes in global economies.
The IMF has issued the Balance of Payments Manual (BPM) to help facilitate consistency
between countries’ BoP and IIP statistics. There are strong linkages between the BPM
and the System of National Accounts (SNA). These linkages include consistency in the
definitions, concepts, principles, and recommended practices for compiling each set of
statistics.
A globalised economy needs a highly integrated and harmonised set of economic
accounts to develop coherent policy responses to economic challenges.
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2 Conceptual framework
This chapter outlines the basic conceptual framework of the BoP and IIP, including
essential concepts for compiling the statistics. This chapter contains an overview, with
further detail being discussed in the relevant subsequent chapters.
Topics discussed in this chapter are:
2.1 Overview of the international accounts
2.2 Essential concepts used in compiling the international accounts
o Residence
o Accounting principles; the double-entry recording system
o Valuation
− valuing transactions
− valuing financial assets and liabilities
− foreign currency and New Zealand-dollar equivalence
o Time of recording
− in the current account
o

goods

o

services

o

primary income

o

secondary income transfers

− in the financial account.

2.1 Overview of the international accounts
The international accounts comprise the BoP, the IIP, and the reconciliation statement.
These international accounts measure transactions (BoP), financial positions (IIP), and
non-transactional changes in financial assets and liabilities (in the reconciliation
statement), occurring between New Zealand residents and non-residents.
International account transactions are composed of exchanges and transfers, defined
below.
Exchanges occur where one party provides economic value to another party in
exchange for equivalent economic value. For example:
 goods or services supplied in exchange for cash payment
 a document acknowledging a legal obligation to repay in exchange for cash (eg
debt instruments such as loans, debt securities, deposits, and trade credits).
Transfers occur where economic value is provided by one party without receiving
equivalent economic value in return. Examples include:
 payment of taxes
 gifts of aid
 debt write offs
 grants.
14
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We measure transactions between residents and non-residents in the BoP accounts,
which are made up of the current account, capital account, and financial account – as
defined below.
The current account measures resource transactions over a defined period. These
transactions include exports and imports of goods and services, primary income in its
various forms (including dividends, reinvested earnings and interest), and secondary
income such as providing foreign aid.
The capital account measures inflows and outflows of non-produced, non-financial
assets, and providing resources for capital purposes without a return of equivalent value
to the provider.
The sum of the current account and capital account balances for a given period
determines New Zealand’s net lending or borrowing requirement for that period. The
financial account shows how this net lending or borrowing requirement is financed, by
recording the economies net acquisition and disposal of financial assets and liabilities
with non-residents over the specified period. These transactions result in financial asset
and liability positions with non-residents – which are presented in the IIP.
The IIP is New Zealand’s balance sheet with the rest of the world, presenting
international financial assets and liability positions. The changes in financial asset and
liability positions from one point in time to another arise from transactions in financial
instruments measured in the financial account, as well as other changes in the volume
and value of the financial assets and liabilities. These ‘other’ changes arise from the
effects of variation in exchange rates, market prices, and other changes such as writeoffs.
The reconciliation statement in our quarterly tables show, for each quarter:
 the IIP opening position at the start of the quarter
 the net acquisition and disposal of financial assets and liabilities
 other changes in the values of those financial assets and liabilities
 the IIP closing position at the end of the quarter.
Figure 1 illustrates the relationships between the BoP transactions and the IIP positions.
The BoP accounts are displayed in the horizontal row and the IIP is displayed in the
vertical column; with the opening position at the top, and the closing position at the
bottom. The financial account is common to both the row and the column.
Imbalances in the current account are financed by capital and financial account
transactions, and theoretically the accounts should balance, offsetting each other. In
reality the offsetting balance is usually not achieved. The difference is called the net
errors and omissions (residual).
Residuals arise for a number of reasons – these are discussed later in this chapter, and
in more detail in chapter 17.
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Figure 1
Relationship between BoP and the IIP
1 Relationship between BoP and the IIP

2.2 Essential concepts used in compiling international
accounts
Key concepts that guide the compilation of BoP and IIP statistics allow for consistency
from one period to another in New Zealand’s statistics, and globally. Table 2.1 shows the
key concepts, which are described in further detail below.
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Table 2.1
Key concepts used in compiling BoP and IIP statistics
2.1 Key concepts used in compiling BoP and IIP statistics

Concept

Basis of recording

Residence

Transactions and positions are recorded between
residents of NZ and residents of other countries
(referred to as non-residents)

Double-entry recording system

Two corresponding entries for each transaction to
ensure an accounting balance

Valuation

Transactions and positions are recorded at their
market value, with foreign currency converted to
local currency at the rates of exchange at the time
of the transaction or at the balance date

Time of recording

Transactions are recorded at the time ownership
changes, or for services, when the service is
performed

Residence
Residence is the central concept in compiling the international accounts. These accounts
are about economic transactions and financial positions between residents and nonresidents. Therefore defining and identifying residents and non-residents is essential to
compiling the accounts.
An economy generally comprises the territory under the effective economic control of a
single government. In compiling New Zealand’s BoP and IIP statistics, the country’s
territory is defined to include that lying within its political frontiers and territorial seas, and
in the international waters over which it has exclusive jurisdiction. By definition, New
Zealand economy comprises institutional units that are resident in the New Zealand
territory.
Institutional units that have a closer association with New Zealand’s territory than any
other territory are described as residents of New Zealand. Any institutional unit not
regarded as a resident of New Zealand is described as a non-resident.
Table 2.2 summarises residents of New Zealand, and we summarise special cases of the
concept of residency in table 2.3.
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Table 2.2
Residents of New Zealand
Type of
Criteria for residency
institutional unit
2.2 Residents of New Zealand

General
government
agencies

Financial and
trading
enterprises

Residents include all government departments, local government
bodies, and New Zealand embassies, consulates, and military
establishments located overseas. Conversely, we consider the
embassies and consulates of foreign governments in NZ to be nonresidents
Residents include all enterprises engaged in production within the
territory of NZ. Enterprises may be incorporated or unincorporated;
privately or government owned and/or controlled; and locally or
foreign owned and/or controlled
Unincorporated entities such as branches are not legally separate
from the institutional unit of their head office. Where the head office
is resident in one economy and the branch is located in another,
we treat the branch as an institutional unit resident of the economy
in which it is located. A branch is identifiable if it engages in
production, and has or can produce financial accounts of its
operations. Where a branch has little or no physical presence, we
base its existence on its legal status for tax or other authorities
Therefore, in NZ’s statistics, we treat a branch located here that
has an offshore head office as a NZ-resident entity. All
transactions and financial positions between the NZ branch and its
offshore head office and offshore group entities, are in the
measurement scope of BoP and IIP

Non-profit bodies

Households and
individuals

Residents include individuals and/or enterprises combined, as
owners, to produce goods and services within NZ for purposes
other than providing a financial return for themselves. Examples
are: churches, charitable organisations, and representative
business organisations such as chambers of commerce
Residents include, broadly, people residing in the territory of NZ for
one year or more, whose general centre of economic interest is
NZ. We also treat the following as residents: NZ’s official diplomatic
and consular representatives, NZ’s armed forces, other NZ
government personnel stationed abroad (and their dependants),
and NZ students studying abroad. Their centre of economic
interest is considered to be NZ even though they may be abroad
for one year or more
Generally, we consider the centre of economic interest of people
visiting NZ for less than one year to be outside NZ. Therefore, we
regard them as non-residents. However, if they stay for one year or
more they are considered to be residents for BoP purposes.
Irrespective of their length of stay, we regard foreign diplomatic,
consular, military, and other government personnel, their
dependants, and foreign students studying in NZ as non-residents.

18

New Zealand’s international accounts statistics: user guide

Table 2.3
Special cases for applying the residency criteria
Special case
Details
2.3 Special cases for applying the residency criteria

Land ownership
In the BoP
framework, land
can only be owned
by a resident of the
country where the
land is located
Exception – land
purchased or sold
by a foreign
embassy

Where New Zealand land is owned directly (no actual NZ-based
corporate structure is involved) by a non-resident, the land is
deemed to be owned by a notional resident enterprise. We treat
this enterprise as being owned by a foreign direct investor (the
landowner). This means that foreign ownership of NZ land is
treated as foreign direct investment in NZ

We treat this as transactions in land, and record it in the capital
account. Land acquired by a foreign embassy in NZ is treated
as the territory of the country of the embassy
If the equipment enters NZ as an outright purchase or as a
financial lease by a NZ-resident entity, then we treat the
equipment as a current account goods import

Aircraft, ships, and
any other mobile
equipment is
attributed to the
institutional unit that
owns or financially
leases the
equipment

− A financial lease is one in which all of the risks and benefits
associated with owning an asset are transferred to the lessee,
whether or not title to the asset is actually transferred
Equipment owned by a non-resident entity that enters NZ under
an operational lease arrangement is not an import; lease
payments by the NZ lessor to the non-resident owner are
recorded as a services item
− An operational lease is one in which there is an agreement
to use assets for a specified period of time in exchange for rent.
The risks and benefits remain with the lessor. No change of
ownership occurs and none is imputed. We record the lease
payments in 'other business services'.

Accounting principles – the double-entry recording system
We use the double-entry system to account for transactions recorded in the international
accounts. This system accounts for the two sides of an economic transaction – where
providing economic value is matched by receiving an equivalent economic value in
exchange.
For example, in the current account we record an export of goods as a credit, denoting
the provision of economic value to a non-resident. The corresponding entry is a debit in
the financial account, denoting the receipt of payment for the goods supplied. An
economic value in one form (physical goods) has been exchanged for economic value in
another form (a financial asset in the form of foreign exchange or currency).
In the current account, credit entries arise from exports of goods and services, income
and transfers receivable, and disposals of non-produced, non-financial assets. These are
sources of foreign currency for an economy. Conversely, debit entries denote imports of
goods and services, income payable, transfers payable, and the acquisition of nonfinancial non-produced assets. These resources are acquired in exchange for payment,
and use an economy’s foreign currency resources. Payment is made by reducing
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holdings of foreign currency (a negative debit, reducing asset entry), or by incurring
liabilities (a credit entry).
In the financial account, providing a document denoting a legal obligation to repay, for
example a debt security, is recorded as a credit entry (incurrence of a liability) and is
matched by a receipt of the funds borrowed. We record the receipt as transacting through
the bank settlement system (financial asset, debit entry, currency). The funds borrowed
are a source of foreign currency for an economy. In compiling New Zealand’s
international accounts, the corresponding entry (eg the receipt of funds from an export of
goods) is indirectly measured. We achieve this by collecting from banks the net flows
from their settlement transaction accounts.
When something of economic value is provided without something of economic value
being received in exchange, the double-entry system requires us to impute an offset (a
transfer entry) of equivalent value.
Using the double-entry system ensures the transactor’s accounts balance. However, at
the national level, the accounts frequently do not balance in the accounting sense (total
credits equal total debits), which results in a residual we refer to as the net errors and
omissions. (See chapter 17 for more detail about net errors and omissions.)

Valuation
Market price is our basis for valuing transactions and financial positions in the
international accounts. Market price is the amount of money that a willing buyer pays to
acquire something from a willing seller.
A uniform valuation approach that utilises market price for valuing transactions facilitates:
 the credit and debit entries of each transaction (which in practice may be derived
from independent sources) being valued at the same price
 the summing of different types of transactions on a consistent and comparable
basis
 international comparison of BoP and IIP statistics from different countries
 consistency with national accounting principles.

Valuing transactions
Generally, the market price, or a very close approximation to it, is the price at which we
record a transaction in the accounts of the transactors (or in the administrative data we
use as a source). This valuation is the ‘transactions price’. Transactions prices are good
approximations of market prices.
Key features of transaction prices we use in compiling our international accounts are:
Goods – we use values declared for customs purposes. This is taken as close enough to
actual market values. In the case of consignment goods, we use the actual sale price
rather than the versus customs value, which could be an insured value, or based on last
sale. For large value items (eg planes or ships), we may make separate enquiries to
establish transaction prices.
Services, primary income, and secondary income – we use transaction prices as
reported in our surveys by transactors, and as supplied in administrative data.
Transactions at transfer prices do not reflect market prices. Transfer pricing involves
shifting resources between entities. This can occur by charging at prices that are
significantly different to prices that would apply in arms-length transactions. This practice
is usually associated with entities in a ‘direct investment’ relationship. It is not practical for
us to test extensively for transfer pricing occurring. We rely on transactors reporting
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transactions at the values they record in their accounts, and that these transaction prices
more or less reflect market values. If we identify exceptions, then our practice is to adjust
the transaction price to an estimated market price, and record a shift of resource from
one party to another.
For example, if a ‘direct investment’ entity sold goods to its ‘direct investor’ at artificially
low or high prices, then:
 we treat the difference between a low transfer price paid and an estimated market
price as a distribution to the direct investor (dividend)
 we treat the difference between a high transfer price and an estimated market price
as an injection of equity by the direct investor.

Valuing financial assets and liabilities
Valuing financial assets and liabilities generally uses the same market value principles –
the value at which an asset or liability would have been acquired at the date of recording.
Financial instruments that are traded on markets can be valued directly from their traded
prices. This applies to instruments such as equity and debt securities. We value nontraded financial instruments (such as loans and deposits) at nominal values in the
international accounts; that is, the amount outstanding at balance date that is owed by
the debtor to the creditor, which comprises principle and accrued interest.
Our financial surveys request that tradable financial assets and liabilities be reported at
market value, and non-tradable instruments be valued at nominal value. The following
valuation principles apply.
 Valuation of equity – for listed companies, listed price is the usual valuation
method. For unlisted entities and unincorporated entities (branches) net asset value
is the usual method.
 Valuation of debt securities – we request market value. For liabilities, reporting is
likely to be on a nominal value basis (ie the face value of the security outstanding),
plus any accrued interest. Debt security assets are likely to be reported at a mix of
nominal and market values. Market value reporting is likely where the New Zealand
holder is a portfolio investor. Debt securities held as reserve assets are reported at
market values, and New Zealand government debt security liabilities are recorded
at market values.
 Non-traded debt instruments (eg loans and deposits) – we request nominal values
(ie the outstanding principle, plus accrued interest).

Foreign currency and New Zealand-dollar equivalent
Transactions (BoP) and financial positions (IIP) originally denominated in foreign
currencies need to be converted to New Zealand dollars. Our requests for data use the
following guidelines:
 transactions are converted at the mid-point of the buying/selling, using market rates
of exchange prevalent at the time of the transaction
 positions are converted at the mid-point of the buying/selling, using market rates of
exchange at the beginning and at the end of the period.

Time of recording
The time of recording of individual transactions in BoP and IIP statistics is, in principle,
the time ownership changes (either actual or imputed). This is consistent with the
principal of accrual accounting, which requires that transactions be recorded when
economic value is created, transformed, exchanged, transferred, or extinguished.
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In the double-entry system, recording both sides of a transaction in the same period is
very important. For example, if a loan liability is incurred and recorded in the current
period but is not actually drawn down until the next period, a residual value arises. This is
because the corresponding entry, the actual receipt of the loan proceeds, will not transact
through the system until the next period. As a result, both the subsequent and following
periods will record a residual value – the amount of the loan.
Where a change of ownership occurs in one period, but payment is agreed to occur later,
then a financial claim arises. For example, if goods are acquired in period one, but
payment will occur in period two, then the delayed payment results in a financial liability
(a trade credit). In this case, we source the goods data from Customs documentation,
and the trade credits data from surveys. However, misreporting, or undercoverage in
surveys can result in residual values being captured in the net errors and omissions. (See
chapter 17 for more detail on net errors and omissions).

Time of recording in the current account
In the current account, a change of ownership occurs when legal ownership of goods
changes, when services are rendered, and when primary income (compensation of
employees, investment income, and other primary income) accrues.
Goods exports and imports
Our goods data source is Customs records. These record goods imports and exports at
the time the relevant documentation is processed. This is the best practical approximation
of the change in ownership. For large value goods (eg ships, aircraft, military equipment)
and for some classes of goods exported on consignment (eg kiwifruit), we obtain
additional data to more specifically determine the time of actual ownership change (and
transactions value). We use this additional information to record these goods as being
exported/imported at the time ownership actually changes, and adjust the Customs data
accordingly.
Services
Services are generally recorded when the service is supplied or consumed.
 Travel services – we measure expenditure of foreign travellers in New Zealand
(travel credits) at the end of their visit to New Zealand. Therefore, the data can
represent expenditure spread across the current and previous quarters. Base data
about New Zealanders expenditure while travelling overseas is on the same basis.
 Transport and other business services data is collected in surveys, and consists of
revenue and expense as recorded in the transactors’ accounts.

Primary income
Primary income is recorded when the amounts payable are recognised as becoming
payable (accrue). During the period between income being accrued and actually paid, we
enter a corresponding item as a financial claim.
We request:
 dividends on a declared basis. For example, when dividends to foreign
shareholders are declared, with payment in a later period, an income debit entry is
recorded. The corresponding entry is a credit entry in the financial account, under
other accounts payable. When paid, a transaction is recorded to eliminate the
accounts payable (negative credit); the corresponding entry is an outflow of foreign
currency (negative debit)
 profits of unincorporated enterprises (branches) when paid
 interest data on a continuous earnings basis – income and expense.
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Secondary income transfers
Secondary income transfers that are imposed by one party on another (such as taxes
and fines) should be recorded at the time the underlying transactions or other flows that
give rise to the liability to pay occur. However, because of lags between the liability
arising and actual payment, or final determination of liability, these transactions are
recorded at the time when the final determination is made. Other transfers should be
recorded when the goods or services change ownership.
Time of recording in the financial account
The financial account records the net acquisition of financial assets, and the net
incurrence of financial liabilities with non-residents.
We take the time that ownership of financial claims changes to be the time when claims
are entered in the transactors’ accounts. That is, the time when an international financial
asset or liability is acquired, relinquished by agreement, sold, or repaid. Committing to or
pledging of an asset does not constitute an economic transaction, and should not be
shown. Likewise, entries for loan drawings should be based on actual disbursements and
not on commitments or authorisations. Entries for loan repayments should be recorded at
the time they are due rather than on the actual payment date. Overdue repayments result
in ‘at call’ amounts to pay.
In our financial surveys, we request data for transactions in financial instruments for
repayments, draw downs, and raising of new debt. We exclude contingent assets and
liabilities.
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3 Classifications
This chapter describes the standard, and a number of ancillary classifications, in the New
Zealand BoP and IIP statistics.
The BoP and IIP statistics are arranged in a hierarchal structure that allows the user to
understand the multi-tiered dimension of the various components and how they interact
across the different accounts. The structure of the BoP and IIP statistics helps facilitate
their use for policy formulation, analytical studies, projections, bilateral comparisons, and
regional and global aggregates.
Topics covered in this chapter are:
3.1 Balance of payments accounts
3.2 Current account classifications:
o goods
o services
o primary income
o secondary income
o capital account
3.3 Financial account and IIP classifications:
o investment by functional type
o relationship
o instrument of investment
o institutional sector
o residual maturity profile
o additional classifications of data:
− currency
− industry
− country.

3.1 Balance of payments accounts
The standard BoP classification comprises these main accounts:
 current account
 capital and financial account.
The classifications within BoP’s main accounts are displayed in table 3.1 below. We
record transactions in all three accounts on a gross basis (ie inflows and outflows
recorded separately). All of the classifications used in New Zealand’s BoP and IIP
statistics are based on international classifications.
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Table 3.1
Classifications in balance of payments two main accounts
3.1 Classifications in balance of payments two main accounts

Current account

Capital and financial account
Capital account

Goods

Capital transfers

Services

Acquisition or disposal
of non-produced, nonfinancial assets

Primary income

Financial account
Transactions in
international financial
assets and liabilities

Secondary income

In the BoP accounts, the current account transactions are funded/financed by
transactions in the capital and financial account. In theory, the balances of the two
accounts should offset each other (ie a zero balance is achieved). In reality the balances
don’t offset each other. We identify the difference between the two balances as ‘net
errors and omissions,’ an item recorded within the BoP statement. (See chapter 17 for
further information on net errors and omissions.)

3.2 Current account classifications
Table 3.1 above shows the standard classifications of the current account. We describe
each of the broad categories briefly below, while individual component items are
described in more detail in subsequent chapters.

Goods classifications
Goods transactions capture physical, produced items over which ownership rights can be
established and whose ownership can be passed from one person to another. We
classify goods into:
 general merchandise
 goods under merchanting
 non-monetary gold.
(See chapter 6 for detailed information about goods.)

Services classifications
Services result from production activity that changes the conditions of the consuming
units, or makes the exchange of products of financial assets possible. Services involve a
provider and a consumer of the intangible goods. Examples are: accounting services,
consulting services, education services, and legal services. Services can result from
production activity that changes the condition of the consuming units, or makes
exchanging products or financial assets possible.
In some instances it is not practical to separate goods associated with certain services
(eg goods purchased by travellers, goods used in construction). We include the value of
these goods within the services item.
At the highest level, our services classifications are:
 manufacturing services on physical inputs owned by others
 maintenance and repair services not elsewhere included
 transportation
 travel
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 construction
 insurance and pension services
 financial services
 charges for the use of intellectual property not elsewhere included
 telecommunications, computer, and information services
 other business services
 personal, cultural, and recreational services
 government goods and services not elsewhere included.

Primary income classifications
Primary income (the ‘income account’ under BPM5) captures returns for the providing
labour and financial assets. At the highest level, the primary income transactions are
classified into:
 compensation of employees
 investment income
 other primary income.
Compensation of employees comprises wages, salaries, and other benefits earned by
individuals from economies outside those in which they are resident. Earnings from extraterritorial bodies (eg foreign embassies), which often employ staff from the economy in
which they are located, are also included.
Investment income captures earnings from providing capital (eg dividends received from
owning shares, reinvested earnings, interest received from lending money, or income
attributable to policyholders in insurance, standardised guarantees, and pension funds).
Investment income mirrors the functional and instrument classification of assets and
liabilities in the financial account and the IIP.
The functional classifications are: direct investment, portfolio investment, other
investment, and reserve assets. We discuss these further in the ‘Investment by functional
type classifications’ section. Within each functional classification, we make a secondary
classification based on financial instrument.
Table 3.2 shows the classifications of investment income.
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Table 3.2
Investment income classifications
3.2 Investment income classifications

Functional
classification
Direct
investment
income

Classification
based on
instrument
Income on equity
and investment
fund shares

Subset of
classification
based on
instrument
Dividends and
distributed
branch profits

Relationship
classification

Reinvested
earnings
Interest income

NZ direct
investor
lending to
foreign direct
investee
NZ direct
investee
lending to
foreign direct
investor

Investment
income from
New Zealand
investment
abroad &
foreign
investment
in NZ

Income flows
between
fellow
enterprises
Portfolio
investment
income

Income on equity
and investment
fund shares

Dividends
excluding
investment fund
shares
Investment
income
attributable to
investment fund
shareholders

Interest income
Other
investment
income
Reserve assets
income (NZ
investment
abroad only)

As table 3.2 shows, ‘Direct investment, interest income’ has an addition layer of
relationship classification that captures the relationship between the investor and the
entity receiving the investment (see ‘Relationship classifications’ section below).
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Other primary income classification includes income earned from rent, taxes, and
subsidies on products and production.

Secondary income classifications
Secondary income (the ‘current transfer account’ under BPM5) captures redistribution of
income from New Zealand residents to non-residents, and vice versa, through current
transfers. Transfers represent offsets to resources provided between residents and nonresidents with no economic value provided in return (eg providing food aid).
We classify secondary income transactions by the institutional sector of units receiving or
providing the transfers:
 general government sector
 financial corporations, non-financial corporations, households and non-profit
institutions serving households (NPISHs) sector
See ‘Institutional sector classifications’ section below for more details.

Capital account classifications
The capital account comprises both capital transfers receivable and payable between
New Zealand residents and non-residents, and the acquisition and disposal of nonproduced, non-financial assets between New Zealand residents and non-residents (eg
copyrights). We require capital transfer entries when there is no financial exchange to
offset the transfer of ownership of fixed assets, or the transfer of funds linked to fixed
assets, or the forgiveness of debt. We present capital account transactions as outflow
(debits) and inflow (credits) without any subset classifications.

3.3 Financial account and IIP classifications
The financial account comprises transactions in international financial assets and
liabilities between New Zealand residents and non-residents over a period of time. The
IIP measures New Zealand’s position for the same international financial assets and
liabilities at the end of the period. The classifications we use for financial assets in the
financial account and the IIP are consistent. They use the following hierarchical structure:
 functional type (in some cases further classified ‘by relationship’)
o instrument of investment
− sector.
Classifications help by separating the intention and purpose of the investment type,
financial instruments that exhibit different economic behaviours, and the relationship
between investor and investee.
Table 3.3 shows the financial account and IIP main classifications in conjunction with the
IIP reconciliation items. The table illustrates, across the functional classifications, how the
financial account transactions affect the IIP, along with the reconciliation items, for a time
period.
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Table 3.3
Financial account and IIP classifications
3.3 Financial account and IIP classifications

Assets/
liabilities

Beginning
period IIP

Financial
account
transactions

Reconciliation item
Market
price
changes

Exchange
rate
changes

Other
volume
changes

End
period
IIP

Financial assets (functional category)
Direct
investment
Portfolio
investment
Financial
derivatives
& employee
stock
options
Other
investment
Reserve
Assets
Financial liabilities (functional category)
Direct
investment
Portfolio
investment
Financial
derivatives
& employee
stock
options
Other
investment

Investment by functional type classifications
The functional investment classification we use in the financial account and the IIP has
five broad categories:
Direct investment – investment that involves a New Zealand resident having
control or a significant degree of influence in managing a non-resident enterprise,
or vice versa (ie a non-resident having control or a significant degree of influence
in managing a New Zealand-resident enterprise). A direct investment relationship
exists if the investor has an equity interest in an enterprise of 10 percent or more
of the ordinary shares or voting stock – it extends to branches, subsidiaries, and
to other businesses where the enterprise has significant shareholding. As well as
equity, direct investment also includes some borrowing and lending between
related parties.
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Portfolio investment – transactions in equity and investment fund shares, and
debt securities not included in direct investment and reserve assets. We include
borrowing and lending of debt securities between related depository corporations
(eg banks) under portfolio investment. Under portfolio investment the investor is
assumed to not have any influence in operating the enterprise, which is indicated
by having less than 10 percent ownership of the voting shares of a company.
Financial derivatives – secondary instruments linked to, but separate from, a
specific financial instrument, or indicator or commodity through which specific
financial risk can be traded in its own right.
Other investment – borrowing and lending using loans, trade finance, and
deposits, where the transactors are unrelated or have less than 10 percent
ownership interest in each other. Depository corporations (eg banks) are an
exception. We record intercompany borrowing and lending of these entities in the
form of loans and deposits under ‘other investment’.
Reserve assets – foreign financial assets that are available to, and controlled
by, monetary authorities such as the Reserve Bank of New Zealand (RBNZ) for
financing or regulating payment imbalances.

Relationship classifications
We further classify investment by relationship for selected components. This additional
classification helps users understand the relationship between the investor and investee
within direct investment, and in the external debt releases.
 Direct investors – entities (individuals, enterprises, or groups of related
enterprises) that hold 10 percent or more of the ordinary shares or voting power of
a company.
 Direct investees – entities (subsidiaries, associates, branches, joint ventures,
partnerships, trusts) that a company holds 10 percent or more of the ordinary
shares or voting power in.
 Fellow enterprises – a new relationship defined in BPM6. Fellow enterprises have
the same immediate or ultimate overseas parent (direct investor); however, there is
no direct ownership link between the two companies.
 Unrelated – a counterparty with no ownership links or the ownership is less than
10 percent.
(See ‘Deposit-taking corporations’ within section 18.6 for further relationship
classifications we use in the external lending and debt series.)

Instrument of investment classifications
Financial assets and liabilities are classified across primary income, the financial account,
and the IIP functional investment types by these instruments:
 equity and investment fund shares
 debt securities
 loans
 trade credits and advances
 other accounts receivable/payable
 insurance, pension, and standardised schemes
 currency and deposits
 reserve position in IMF
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 monetary gold
 special drawing rights.
Some instruments apply to only one type of investment or capital. Monetary gold, special
drawing rights, and reserve position in the IMF are associated with reserve assets only.
The rest of the instruments may apply to one or more investment categories.
See Financial assets and liabilities on Statistics NZ’s website for a full list of instrument
classifications.

Institutional sector classifications
The BoP statistical framework recommends presenting financial account and IIP data on
an institutional sector basis. We assign a unit to an institutional sector by reference to
their economic objectives, function, behaviour, control, and ownership attributes.
Assigning an institutional sector allows units to be grouped together on the basis of the
role they play in how a modern market economy functions.
We use the New Zealand Standard Institutional Sector Classification (NZSIC 96), which
at the highest level has:
 producer enterprises
 financial intermediaries
 general government
 private non-profit organisations serving households
 households
 rest of the world.
BoP and IIP uses a condensed version of the above classification. Table 3.4 breaks down
the institutional classification we apply for BoP and IIP data.
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Table 3.4
BoP sector classifications in concordance with NZSIC 96 categories and
descriptions
3.4 BoP sector classifications in concordance with NZSIC 96 categories and descriptions

High-level
sector
Deposit taking
corporations,
except the
central bank1

Equivalent
NZSIC 96
category
(2) Financial
intermediaries
subset (22)
Depository
organisations
only

Description
Deposit-taking
corporations (except the
central bank) have
financial intermediation as
their principle activity and
have liabilities in the form
of deposits

What is included
Banks (commercial,
savings, and
development banks
licensed under the
Banking Act, or which
are created under
government legislation)
and other depository
institutions (saving and
loan associations, credit
unions or co-operatives,
and building societies)

General
Government

(3) General
government

General government units
whose principal function is
to assume responsibility
for providing goods and
services to the community
or individual households,
and to finance this from
taxation or other incomes.
They may also redistribute
income and wealth
through transfers, and
engage in non-market
production.

Government units that
exist at each level of
government, social
security funds operated
at each level of
government, and nonprofit institutions that are
majority financed and
controlled by
government units.
Note: state-owned
entities are excluded

Central bank2

(2) Financial
intermediaries
subset (21)
Central bank
only

The central bank is the
financial institution that
exercises control over key
aspects of the financial
system. Often these units
are subject to varying
degrees of government
control and engage in a
different set of activities

Reserve Bank of New
Zealand
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Table 3.4 continued
High-level
sector
Other sectors

Equivalent
NZSIC 96
category
(1) Producer
enterprises,
(2) Financial
intermediaries
subsets (23)
Other
financial
organisations
except
insurance and
pension funds
and (24)
Insurance and
pension
funds, (4)
Private nonprofit
organisations
serving
households
and (5)
Households

Description
Captures all transactors
that do not belong in the
above-mentioned sectors

What is included
Non-financial
corporations,
households, non-profit
institutions serving
households, money
market funds, nonmoney market funds,
other financial
intermediaries, financial
auxiliaries, captive
financial institutions and
money lenders,
insurance corporations,
and pension funds

1 Previously, ‘deposit-taking corporations’; central bank sector was ‘banks sector’ under BPM5.
2 The central bank sector was the ‘monetary authorities sector’ under BPM5.

We release the following statistics utilising the BoP sector classifications above.
 Financial account statistics for financial derivatives and all instrument classifications
within 'portfolio investment’ and 'other investment’ are released quarterly and
annually.
 Positions of New Zealand ‘non-equity financial instrument assets and liabilities’ are
released quarterly and annually.
 External lending and debt statistics (in addition to the four BoP sector
classifications, these series include an external-debt-specific sector classification
‘direct investment inter-company lending’) are released quarterly and annually.
 Current account investment income is released annually.
 Hedging of foreign-currency-denominated external debt (currently produced for
deposit-taking corporations, with the remaining sectors grouped together and
labelled all other sectors) is released annually.
Classifying BoP and IIP data by institutional sector strengthens the link with the System
of National Accounts (SNA) and the other related statistical systems, such as banking
system, the government finance system, and the institutional sector balance sheet within
national accounts.
BPM6 adopts a condensed version of the 2008SNA institutional sector classification for
the standard BoP financial account and IIP components. Statistics NZ has not adopted
the new institutional sector classification for data produced as part of our BPM6 series.
The financial account and the IIP series reflect institutional sector statistics that concord
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to the existing classification. We don’t expect the change to the new classification to have
a major effect on the institutional sector breakdowns of the financial account and IIP
statistics.

Residual maturity profile
The residual maturity is also known as the time remaining to maturity. It provides
information on the liquidity of non-equity assets and liabilities. The liquidity position
highlights an economy’s financial risks and exposure.
BPM6 encourages reporting of residual maturity profile of non-equity assets and liability
positions. At Statistics NZ we publish residual maturity for non-equity financial instrument
assets and liabilities. We use nine distinct categories in the presentation, ranging from
assets and liabilities at call to over five years. These categories reflect users need for this
information in New Zealand.

Additional classifications of data
We provide further classifications of BoP and IIP data to aid analysis and understanding.
These additional classifications of data are:
 currency
 industry
 country.

Currency classifications
We present the BoP and IIP statistics in New Zealand dollars to ensure consistency with
other macroeconomic statistics. For risk analysis purposes, we also disaggregate the end
value non-equity claims and borrowings by the currency in which those assets and
liabilities are to be repaid.
We publish non-equity financial instruments data quarterly – by a select number of
currencies.

Industry classifications
Industry classifications identify groupings of businesses that carry out similar economic
activities. We use the Australian and New Zealand Standard Industrial Classification
(ANZSIC) 2006 in the BoP and IIP statistics. International comparability is maintained by
aligning ANZSIC with the International Standard Industrial Classification of all economic
activities (ISIC).
We allocate industry classifications based on the overall activity of the consolidated group
of the New Zealand-reporting enterprise. An ANZSIC industry classification at the fourdigit level is determined for foreign investment in New Zealand. We do this by
aggregating the ANZSIC classification within the group for the enterprise with the most
employees. This industry classification is then used to represent all transactions with nonresidents by all companies within the group of enterprises. We use the same ANZSIC
classification selection criteria for investment abroad.
For confidentiality reasons, certain industries are sometimes aggregated together to allow
us to publish the data. We currently produce the following statistics on an industry basis
for a selected number of industries:
 investment income
 stock of direct investment
 stock of total investment.
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Country classifications
We also produce BoP and IIP data on a country basis – annually. The country represents
the country of residence of the non-resident counterparty. Information by country helps to
understand trade and financial transactions between countries. The data is also used to
formulate trade and investment policies on a bilateral and multilateral basis.
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4 Move from BPM5 to BPM6
This chapter provides context on the key changes between BPM5 and BPM6 and how we
implemented them in the BoP and IIP statistics.
Topics covered in this chapter are:
4.1 BPM6
4.2 Work to implement BPM6 changes
4.3 Proposed memorandum and supplementary items
4.4 BPM6 changes across each component and the rationale
o Goods
− manufacturing services on physical inputs owned by others
− merchanting
− migrants’ personal effects
o Services
o Primary income
− reinvested earnings of investment fund
− other primary income
o Secondary income
o Capital account
o Financial account
− asset and liability presentation of direct investment
− Permanent debt capital removed from direct investment
− fellow enterprises within direct investment
− reinvested earnings of investment funds
o BPM6 changes affecting the IIP statement
4.5 Upgraded classifications
4.6 Backdating the BPM6 series
4.7 Items implemented before BPM6 implementation.

4.1 BPM6
Under BPM6 the basic framework for compiling BoP and IIP statistics remained
unchanged from BPM5. BPM6 reflects changes that have occurred in the global economy
since 1993 when BPM5 was introduced. The past two decades have seen significant
growth in cross-border economic activity and the associated financial transactions
resulting from globalisation and financial innovation. Therefore, globalisation, financial
innovation, and balance sheet presentation of data, were major drivers for implementing
BPM6 in New Zealand.
BPM5 had focused on changes affecting the financial account and development of the IIP
statement. For us, the move to the BPM5 compilation had coincided with our developing
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a full set of quarterly financial account and IIP statistics. This was a big leap forward in
the producing New Zealand’s BoP & IIP statistics from June 2000 onwards.

4.2 Work to implement BPM6 changes
The BPM6 project implemented key changes which were deemed to be significant and
feasible for New Zealand. The project was split into two phases.
Phase one involved identifying significant changes within each standard component,
assessing the likely effect on the New Zealand accounts, and investigating possible
sources of data needed to implement them.
The second phase of the project involved changing survey collections, developing
systems and processes, and backdating data on a BPM6 basis. Implementing BPM6 was
closely coordinated with the implementation of 2008SNA.
As part of our communication with our customers, we prepared two papers about the
BPM6 changes and held workshops with key users.
See Improving New Zealand’s macro-economic accounts: Methodological and conceptual
reviews (released December 2013) on Statistics’ NZ website.
See Preview of 2014 balance of payments (released August 2014) on Statistics’ NZ
website.

4.3 Proposed memorandum and supplementary items
A key feature of BPM6 outputs is the extensive list of data items designated as being
memorandum and supplementary items.
Memorandum items are part of the standard presentation within BoP and IIP but do not
add to the total. Data items we deem significant for New Zealand, and where data is
easily available, were included within the scope of the implementation project.
Supplementary items are outside the standard presentation and are compiled depending
on a country’s circumstance. The extensive list of supplementary items proposed
reflected the different dimensions of the BoP and IIP data that are of interest to policy
makers. A key aspect of the supplementary items is their analytical usefulness in times of
financial and economic stress. We deemed these items out of scope for BPM6
implementation.
In New Zealand’s case not all the supplementary items are of interest to domestic data
users and collecting some of these data items would have added extra burden on
respondents. It was also highly likely that some would end up confidential in the
information releases. From time to time, we will do studies and produce information
papers on such items. We will also reassess the relevance and significance of these
items in future, with a view to compiling data wherever possible.

4.4 BPM6 changes across each component and the
rationale
This section describes the main BPM6 changes recorded for each component in the BoP
statement. Where appropriate the rationale behind the changes is highlighted.

Goods
The main BPM6 change affecting the goods component is our applying the strict ‘change
of ownership’ rule for recording goods – to ensure consistency with the financial account
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transactions. Table 4.1 below identifies key changes for the goods component within
BPM6.
Table 4.1
Goods: Changes from BPM5 to BPM6
4.1 Goods: Changes from BPM5 to BPM6

BPM5

BPM6

Description of change

Manufacturing services on
physical inputs owned by
others

-

Reclassified to services

Repair on goods

-

Reclassified to services

-

Net exports of goods under
merchanting

Reclassified from services
to goods

Migrants’ personal effects

-

No longer reported within
the goods component

Symbol: - not included

Manufacturing services on physical inputs owned by others
These are goods that move from one economy to another for further processing.
Throughout the process, the goods remain in the ownership of the economy that requires
further processing to be done. In BPM5, we automatically imputed a change of ownership
for these goods, which was recorded in the goods component. In the owner’s economy,
the export entry included the value of goods sent abroad for processing and the
subsequent return of the processed goods was recorded as an import. The import value
included the value of the goods plus the cost of processing.
BPM6 recommends applying the ‘change of ownership’ principle in recording these
goods. Therefore, if goods being sent abroad for processing do not change ownership,
only the processing fee is recorded in BoP (as a manufacturing service) and the flows of
associated goods are excluded from exports and imports of goods.
We have not yet implemented this change, due to lack of source data. This change is
unlikely to be significant for New Zealand.

Merchanting
Merchanting is the purchase of goods by a resident from a non-resident, combined with
the subsequent resale of the same goods to another non-resident, but without the goods
being present in the compiling/ purchaser’s economy.
In BPM5, we recorded merchanting on a net basis (sales less purchases) within services.
In BPM6, merchanting is reclassified from services to goods. Acquiring the goods is
classified as a negative goods export of the economy of the merchant, and the sale is
classified as a positive goods export. We record the difference between sales and
purchases in goods exports as ’net exports of goods under merchanting’. This change
now aligns with the way we record transactions in merchanting across all parties.
Under BPM5, the country of the merchant recorded the transactions in services, while the
other two parties to the transaction recorded transactions in goods.

Migrants’ personal effects
Migrants’ personal effects covers the personal items of people changing residency.
When people move, they ship or freight their physical belongings to their new economy.
In BPM5, we imputed transactions whenever a person changed his/her residency – we
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recorded an import entry to account for the movement of the migrant’s personal effects in
the new economy.
In BPM6, the personal effects and assets and liabilities that a person changing residency
holds in their former economy, or in a third economy, are no longer imputed as
transactions. Instead, they are recorded as an ’other volume change’ in the IIP – in the
period the movement takes place. The rationale behind this is that when individuals
change their residency, it is only the residence of the owner that changes and not the
ownership of the underlying personal effects or assets and liabilities. As a result, we do
not need to impute a transaction.

Services
The services component has undergone some changes to reflect the growing importance
and contribution of cross-border service transactions to global trade. In particular, the
main changes include introducing ’manufacturing services on physical inputs owned by
others’ and reclassifying merchanting to goods. Other changes reflect realigning service
items to relevant categories. Table 4.2 illustrates the changes to services.
Table 4.2
Services: Changes from BPM5 to BPM6
4.2 Services: Changes from BPM5 to BPM6

BPM5
Not included
Transportation

Computer and
information

Communication

BPM6
Maintenance and
repair services

Description of change

Transport

Now includes postal and courier services

Telecommunication,
computer, and
information

Reclassified to services from goods

The new categorised services item
includes:
 Telecommunication services
 Licence fees for the use of computer
software & multimedia & sales and
purchases of related intellectual
property ownership rights
No longer exists as a separate category.
Its BPM5 component parts are recategorised as follows:
 Postal and courier services now
categorised under Transport

Not included

 Telecommunication moves to
Telecommunication, computer, and
information services
Royalties

Charges for the use
of intellectual
property

Now excludes licence fees for the use of
computer software and multimedia.

Not included

Manufacturing
services on physical
inputs owned by
others

Reclassified from services to goods

Merchanting

Not included

Reclassified to goods

Insurance

Insurance

Adjustment for claims volatility is explicitly
acknowledged
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As table 4.2 shows, a number of items within BPM6 are reclassified to better align the
service categories.
BPM6 allows non-life insurance claims to be calculated by reflecting a longer term view of
claims behaviour. It also allows exceptionally large claims, such as those following a
catastrophe, to be recorded as capital transfers rather than as normal current transfers.
BPM5 had no specific discussion of adjustments for claims volatility. Calculating
insurance transactions under BPM6 is more sophisticated than under BPM5. The BPM6
treatments resolve some problems that occasionally arose under BPM5, including
negative services and erratic time series that were not well justified conceptually.
BPM6 uses ‘charges for the use of intellectual property’ instead of ‘royalties and licence
fees’ that BPM5 used. Charges for the use of intellectual property include:
 charges for the use of proprietary rights, such as franchises and trademarks, as in
BPM5
 charges for licences to reproduce and/or distribute intellectual property embodied in
produced originals or prototypes and related rights.
BPM5 was not explicit on recording these transactions. In BPM6, as in BPM5, outright
purchases/sales of franchises and trademarks are recorded in the capital account.
Charges for using intellectual property include licences to reproduce and/or distribute
intellectual property embodied in produced originals or prototypes that involve:
 software
 audio-visual and related products.
Examples are licences to reproduce products subject to copyright (eg books, computer
software, cinematographic works, and sound recordings).

Primary income
A noticeable BPM6 change for ‘income’ is the renaming of this component as ‘primary
income’, to ensure consistency with 2008SNA. Table 4.3 summarises all primary income
changes.
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Table 4.3
Primary income: Changes from BPM5 to BPM6
4.3 Primary income: Changes from BPM5 to BPM6

BPM5

BPM6

Description of change

Income

Primary income

Component’s name changes to
align with 2008SNA

Directional basis of
presentation of direct
investment income

Assets and liability
presentation of income
transactions on direct
investment

Presentation of direct
investment income follows the
presentation of direct
investment in IIP and financial
account

Income on permanent
debt transactions
recorded under direct
investment income

Income associated with
permanent debt no
longer recorded under
direct investment.

Recording of income on
permanent debt follows that of
transaction and position

-

Reinvested earnings of
investment funds

Income retained in investment
funds is recorded as income
and attributed to households

Other investment income

Income on reserve
assets

Reserve asset income has its
own separate category

Other investment income
now includes insurance
premium supplements

Investment income earned on
assets designated to meet
insurance company liabilities to
policyholders now expressly
recognised

Other primary income

Includes data items such as
taxes, subsidies on products
and production, and rent

-

-

Symbol: - not included

Reinvested earnings of investment fund
Reinvested earnings is a fundamental change within BPM6 and 2008SNA. BPM6
expands the imputation of reinvested earnings from undistributed foreign direct
investment income to include undistributed earnings in both resident and non-resident
investment funds. We impute the undistributed portion of earnings (excluding capital
gains) of the investment fund as an income flow to the investor, with an equivalent capital
investment back into the fund.
Previously we recorded this data item as a revaluation and therefore the savings
(reinvested earnings) were attributed to the fund, rather than the investors. The rationale
for this change is that any earnings, whether distributed or retained, belong to the
investor and not the fund. This new treatment aligns with that we apply to other collective
investment schemes (eg life insurance and pension funds).
We have not yet implemented this particular BPM6 change in New Zealand’s BoP
statistics. However, relevant changes have been made to the RBNZ’s Managed Funds
Survey, a major source of data for this item. The redesigned survey has collected data for
one period only and not all respondents provided this particular data. Once further data is
available, we will assess it for quality, then derive the estimates for this item in BoP and
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other related statistics. We expect that reinvested earnings on investment funds will not
significantly change the investment income levels we currently report.

Other primary income
BPM6 has expanded the income component to include taxes on production and imports,
subsidies, and rents between residents and non-residents. Note: we include taxes on
income and wealth in the secondary income account.
A tax on products is a tax that is payable per unit of goods or service, and may be added
to the price of the goods or service sold. In most countries, taxes and subsidies
receivable from and payable to non-resident producers are non-existent or negligible.
In BPM5, all taxes paid by residents to foreign governments, and taxes received by the
government from foreign residents, are recorded as government transfers within the
secondary income component (and called current transfers).

Secondary income
The term ‘secondary income’ is introduced in BPM6 and corresponds broadly to ‘current
transfers’ in BPM5, making BPM6 consistent with national accounts.
Table 4.4
Secondary income: Changes from BPM5 to BPM6
4.4 Secondary income: Changes from BPM5 to BPM6

BPM5

BPM6

Current transfers

Secondary income

Description of change
Name change to the
component

BPM6 introduces the concept of ‘personal transfers’ which includes all current transfers in
cash or in kind between resident households and non-resident households, independent
of the source of income and the relationship between the households. In BPM5, workers’
remittances were a standard component that consisted of current transfers by migrants
who are employed in new economies and considered resident there.

Capital account
A key change within the capital account is to exclude migrants’ transfers.
Table 4.5
Capital transfers: Changes from BPM5 to BPM6
4.5 Capital transfers: Changes from BPM5 to BPM6

BPM5

BPM6

Migrants’ transfers

-

Description of change
Reclassified to other volume
changes in the reconciliation
item within IIP.
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Financial account
Table 4.6 outlines the changes for BPM6 within the financial account.
Table 4.6
Financial account: Changes from BPM5 to BPM6
4.6 Financial account: Changes from BPM5 to BPM6

BPM5
Direct investment
presentation – on a
directional basis

BPM6
Direct investment
presentation primarily on a
balance sheet basis

Description of change
Data presented on an asset or
liability basis rather than on
directional basis

Permanent debt

-

No longer recorded as direct
investment (is part of portfolio
or other investment).

Direct investment categories
- direct investor
- direct investment
enterprise
- fellow enterprises

Additional subcategory within
direct investment to capture
data on fellow enterprises

Reinvested earnings of
investment funds

Recorded as an increase in
investment (assets or liability)
depending on circumstances –
is a counter-entry to primary
income item

-

Assets and liabilities of
migrants changing residence
now included as other changes
in volume (other changes in
IIP)

Direct investment
categories
- direct investor
- direct investment
enterprises

Other investment –
increasing assets and
liabilities of migrants
Symbol:

- not included

Asset and liability presentation of direct investment
BPM6 recommends direct investment be presented on an asset and liability basis. In
contrast, BPM5 recommended a directional basis for recording direct investment. The
directional presentation organises data according to the direction of the direct investment
relationship. Under the directional principle, some liabilities get recorded on the assets
side of the account and some assets on the liabilities side. As a result a net position is
presented. This also applies to the related income transactions.
Data on an asset and liability presentation records all assets and liabilities on their
respective sides, with the flow-on effects for the associated income transactions. While
this changes the IIP asset and liability positions, the net position remains the same as
that under the directional principle. The same applies to transactions in financial account
and investment income transactions. The assets and liability recording basis is consistent
with monetary, financial, and other balance sheet information, which enables comparison
between datasets.

Permanent debt capital removed from direct investment
Permanent debt capital is a form of capital intended between affiliated deposit-taking
institutions. In BPM5, permanent debt between financial institutions was classified as
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direct investment. BPM6 recognises there is difficulty in properly classifying this type of
capital for many countries and recommends that permanent debt between affiliated
deposit-taking institutions no longer be recorded as direct investment. Instead, this type
of capital is recorded either as portfolio or other investment, depending on the instrument
of the underlying capital.

Fellow enterprises within direct investment
BPM6 introduces a new category within direct investment to record transactions between
fellow enterprises. Fellow enterprises have the same ultimate parent company, but no
direct ownership linkage between each other. Transactions between fellow enterprises
were in scope of BPM5 but were not explicitly identified.
Reinvested earnings of investment funds
As noted under changes relating to income, reinvested earnings of investment funds are
to be separately identified as income and financial transactions.

BPM6 changes affecting the IIP statement
The BPM6 changes we’ve identified within the financial account flow through to the IIP
statement. The most significant change relates to presenting direct investment away from
a directional to an ‘assets and liability’ basis.
A key feature of BPM6 is the importance given to producing the IIP statistics, and their
link to associated national accounts statistics (eg the balance sheet and the flow of
funds). BPM6 designates the IIP as being an integral part of the BoP framework.
The IIP is the main channel through which we recognise the effects on the domestic
economy from exposure to the rest of the world. This may happen through transactions,
either in the current or financial accounts, or via revaluations – through changes in market
prices, exchange rates, or other non-transactions, such as debt write-offs.
BPM5 and earlier versions of the BoP manuals traditionally focused on current and
financial accounts. However, the recent global financial crisis highlighted the role of
valuation changes, particularly foreign security prices, in transmitting the crisis across
borders. The IIP structure, combined with currency composition and maturity profile of
assets and liabilities, can give warning signs of vulnerability – such as the growing
foreign-currency debt exposure of non-financial corporations, and rising levels of shortterm debt. Such data can help us estimate the likely impact of a currency appreciation or
depreciation on net external debt.

4.5 Upgraded classifications
BoP and IIP statistics have two key underlying classification frameworks – the institutional
sector classification and the financial assets and liabilities classifications. Both
classifications have been upgraded and harmonised with 2008SNA. Both play a pivotal
role within the new standards. We have incorporated the financial assets and liabilities
classifications in the BPM6 data series to the extent they are applicable and relevant for
New Zealand.
BPM6 adopts a condensed version of the 2008SNA institutional sector classification for
the standard BoP financial account and IIP components, but we are not yet using it for
data produced as part of our BPM6 series. The financial account and the IIP series reflect
institutional sector statistics that concord to the existing classification. We don’t expect
that changing to the new classification will have a major effect on the institutional sector
breakdowns of the financial account and IIP statistics. (See section 3.3 for further
information on institutional sector classifications.)
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4.6 Backdating the BPM6 series
Each BPM6 data series was backdated as far back as source data would allow. This
resulted in different start dates for some series. Generally more aggregated series are
available for a longer period, while the more detailed series are shorter due to availability
of detailed data. For example, some of the financial account and IIP account series begin
from 1993 (this is when the detailed data is available from).
In all cases, the series are carried back as far as possible. Note: before June 2000, our
IIP statistics were available on a March-year basis – the series only goes back to 1989.

4.7 Items implemented before BPM6 implementation
We had already implemented a number of BPM6 prescribed items into our data series in
periods before the June 2014 quarter’s official move. These items include:
 financial intermediation services indirectly measured (FISIM)
 allocating SDRs as a liability
 refinements to measuring the operating surplus of deposit-taking institutions (taking
capital gains and losses out of our calculation of operating surplus)
 recording the risk portion of insurance premiums on exceptional events in the
capital account instead of in secondary income
 applying the concept of superdividends.
Because other countries have implemented some or a different combination of these
items as part of their official move to BPM6, comparing the effect of the BPM6 change for
New Zealand against other countries cannot be reliably done.
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5 Current account overview
This chapter introduces the current account, and its links to the financial account and IIP.
We briefly describe the various components of the account, with detailed descriptions
following in subsequent chapters.
Topics covered in this chapter are:
5.1 What is the current account?
5.2 Goods
5.3 Services
5.4 Primary income
5.5 Secondary income.

5.1 What is the current account?
The current account measures resource transactions between economies over a defined
period of time. These transactions include exports and imports of goods and services,
primary income in its various forms (including dividends, reinvested earnings, and
interest), and secondary income such as providing foreign aid.
In the current account, sources of foreign exchange are exports of goods and services,
and primary and secondary income receivable. We record all these transactions as credit
entries.
Foreign exchange is used through imports of goods and services, and primary and
secondary income payable, which we record as debit entries.
We present transactions in goods, services, primary income, and secondary income as
inflows and outflows (measured gross) and a balance (inflows-credits less outflowsdebits). The sum of the balances for goods, services, primary income, and secondary
income is the current account balance. While we do use the term ‘balance’, these
accounts are normally in either surplus or deficit.
When an economy’s current account debit entries (uses of foreign exchange) are more
than the credit entries (sources of foreign exchange), there is a deficit balance on the
current account. Therefore, the economy has a saving/investment gap that implies that
an economy’s use of its resources is greater than its generation. Conceptually, this deficit
has to be ‘offset’ in BoP by inflows through the acquisition accounts – the capital and
financial accounts.
The main components of the capital account are the acquisition and disposal of nonproduced, non-financial assets, and debt forgiveness. The financial account records the
economy’s net acquisition of financial assets and liabilities.
We often express the current account balance as a percentage of the country’s GDP. The
higher this ratio, the greater the economy’s reliance on external resources to meet its
saving investment shortfall. The current account and its balances, and the effects on the
country’s external financial position, are a key focus for users of the international
accounts.
See chapter 21 for more about our customers and uses of the statistics. See chapter 20
for linkages to the national accounts.
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New Zealand’s current account characteristics
New Zealand has a long history of current account deficits. The country has mainly
financed the deficits by the net acquisition of financial liabilities, measured in the financial
account (and the resulting financial liability positions recorded in the IIP). Transactions in
the capital account are usually not significant in New Zealand’s international accounts.
See chapter 11 for more about our international financial accounts, and chapter 10 for
more about the capital account.
On a quarterly cycle, New Zealand’s current account balance is heavily influenced by
seasonal factors – such as travel patterns, and peaks and troughs in agricultural
commodity exports. The March quarter is usually when a current account surplus is
recorded, which is often due to the March quarter being the peak season for foreigners
travelling to New Zealand, and which usually coincides with relatively low imports of
goods. Deficits are often recorded in September quarters, which is traditionally the low
season for agricultural commodity exports, and the ‘high’ season for New Zealanders
travelling abroad.

5.2 Goods
Goods are physical items, whose ownership can be transferred from one party to
another. On a gross basis, the value of goods exports and imports makes up a large
proportion of the aggregate transactions (inflows and outflows) we record in the current
account. New Zealand’s most significant goods exports include agricultural products (eg
dairy products and meat). The most significant import items are usually petroleum and
petroleum products, and transportation items.
We further disaggregate the goods component in the current account into: general
merchandise, net exports of goods under merchanting, and non-monetary gold.
General merchandise makes up New Zealand’s predominant export and import
statistics. We source data for this item from Customs records – all goods crossing New
Zealand’s border require documentation for Customs purposes. From these records, we
produce overseas merchandise trade (OMT) statistics each month. These statistics
provide data about goods exports and imports at detailed classification of goods by type,
and country of source and destination.
To produce the BoP ‘goods exports and imports’ statistics, we use OMT data at an
aggregate level, and make adjustments to meet BoP concepts. These adjustments are
for coverage, classification, valuation, and timing differences between the Customs
records and BoP’s requirement.
Non-monetary gold is gold that is not held by monetary authorities as reserve assets.
An example is gold mined in New Zealand, and sold and shipped abroad as gold bullion.
It is a relatively small item in the statistics.
Net exports of goods under merchanting is the purchase and sale of goods without
these goods crossing a country’s customs frontier. This is also a relatively small item in
the statistics.
See chapter 6 for more information about ‘goods’ in the BoP statistics.
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5.3 Services
Services have no physical object over which ownership rights can be established, and a
service cannot be traded separately from its production.
Production of a service is linked to an arrangement made between a producer in one
economy and a consumer in another economy before production time. Services are
recorded in BoP when the service is delivered or received.
Travel services is the single most significant item within the services component of our
statistics. Travel services comprises about half our services revenue (exports) and is our
second largest export after dairy products.
Travel services covers the expenditure of foreigners while travelling in New Zealand
(travel exports), and the expenditure of New Zealanders while traveling abroad (travel
imports).
Transport services is the next largest services item. The main transport services are
freight on New Zealand‘s goods exports and imports, and passenger airfares.
The remainder of the services component consists of service types that include:
insurance, construction, financial, telecommunications, and a wide mix of professional
services collectively presented as ‘other business services’. We also record charges for
the use of intellectual property (eg patents, licenses) in the services component.
See chapter 7 for more information about services.

5.4 Primary income
Primary income covers income from labour services, taxes on production, providing
financial assets, and renting natural resources. Secondary income which measures
income redistribution using transfers, is discussed in section 5.5.
Primary income is presented in three categories:
 compensation of employees
 investment income
 other income.
Compensation of employees (COE) – payments for labour services, and wages and
salaries. In our statistics, we only measure COE for debits (income earned by nonresidents working temporarily in New Zealand). We do not have COE data for residents
working temporarily offshore (COE credits).
Investment income – earned by holders of financial assets, and payable by those who
incur financial liabilities. The investment income earned and payable includes dividends
and other distributions from entities such as branches, retained earnings, and interest.
We record the corresponding financial asset and liability positions in the IIP, and
transactions in those assets and liabilities in the BoP financial account.
Recording the assets and liabilities and the associated income uses the functional
classification of capital – direct investment, portfolio investment, other investment, and
reserve assets.
See chapter 8 for more about primary income, and chapters 11 to 16 for more about
financial investment.
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Other income – items such as income for rent of natural resources, and some taxes and
subsidies on production transacted between a resident tax authority and a non-resident.
We do not currently have this data.

5.5 Secondary income
Secondary income comprises current transfers between residents and non-residents.
Transfers are transactions where goods, a service, or a financial or other asset is
provided by one party to another without a corresponding return of economic value.
A current transfer directly affects the level of disposable income and savings and
influences the consumption of goods and services in both the donor and the recipient
countries. Capital transfers include items such as the acquisition and disposal of nonproduced non-financial assets like patents, and debt forgiveness (see chapter 10).
In our statistics, the main contributors to secondary income are non-resident withholding
tax paid and received, estimates of remittances by individuals, international aid, and
insurance transfers.
Insurance transfers cover claims, and the risk element of premiums. We treat claims for
exceptional insurance events, such as the 2010/11 Canterbury earthquakes, as capital
transfers.
See chapter 9 for more about secondary income, and chapter 19 for insurance.
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6 Goods
This chapter describes the goods component of the current account. We discuss the
various types of goods, and our data sources, methods, and adjustments.
Topics covered in this chapter are:
6.1 What are goods?
6.2 General merchandise
o Valuation
o Coverage adjustments:
− classification
− timing
− valuation
o Typical adjustments for goods in New Zealand’s BoP
6.3 Merchanting
6.4 Non-monetary gold
6.5 Seasonal adjustments
6.6 Data sources
6.7 Data quality.

6.1 What are goods?
In the BoP context, goods are physical items with ownership rights that can be
exchanged between institutional units through transactions. The production of goods can
be separated from its subsequent sale or resale.
We divide goods into three sub-components:
 general merchandise
 net exports of goods under merchanting
 non-monetary gold.
We record transactions in goods (ie exports and imports) in the international accounts in
the period in which ownership of the goods changes. This may differ from the period in
which goods cross a customs frontier. Transactions are recorded at market value.

6.2 General merchandise
On a BoP basis, general merchandise includes goods exported to or imported from nonresidents by residents, and that undergo a change in ownership (actual or imputed). The
overseas merchandise trade (OMT) statistics are the main data source for general
merchandise in BoP. OMT statistics, which are compiled according to the International
Merchandise Trade Statistics Manual, record the physical movements of goods across an
economy’s customs frontier.
We make adjustments to the OMT data to align it with BoP concepts. Coverage
adjustment is needed to comply with the change of ownership principle for recording
transactions in BoP. Other adjustments we make include classification, valuation, and
time of recording.
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Table 6.1 and the subsequent paragraphs discuss these key adjustments in detail.
Table 6.1
Adjustments to merchandise trade data to align with BoP concepts
6.1 Adjustments to merchandise trade data to align with BoP concepts

Conceptual adjustment
Coverage

Description of when applied
OMT statistics include or exclude items that should be
treated differently according to BoP’s change of ownership
principle

Classification

Where Customs import and export entries include goods
that should be classified elsewhere in BoP

Valuation

Where the value declared for goods at the customs frontier
is clearly not appropriate as a proxy for market value

Timing

Where the change of ownership time is other than the
period in which the transaction was entered in OMT
statistics

Valuation
Goods should be valued at market prices. In practice, we value goods at transaction
prices as they are the closest approximation of market prices.
Transaction price is the total cost of the goods at the time it is at the customs frontier of
the exporting country. This is the free on board (fob) value, which is the value of the
goods and any costs of delivering it to the customs frontier from which it’s exported.
Exporters or their agents report values in customs documentation as fob values. Where
the value of the goods is not known, the fob value is assessed on the basis of prices
current at the time of export. Goods sold on consignment are an example of this, as the
selling price is not known until the goods are sold abroad. Therefore, we include goods
sold on consignment as valuation adjustments within conceptual adjustments (see
‘Valuation adjustments’ section below).
Import values are recorded in customs declarations as both cost, insurance, and freight
(cif) and value for duty (vfd). The vfd value is a reasonable approximation for imports fob.
In BoP we show the value of goods in New Zealand dollars (NZD) and carry out currency
conversion for both imports and exports. Customs converts foreign-currency values into
NZD using foreign-exchange rates that are calculated fortnightly. At Statistics NZ, we
covert export values given in foreign currency into NZD using weekly foreign-exchange
rates.

Coverage adjustments
Transactions in goods are recorded when ownership of the goods changes for BoP. This
principle is common to all components in BoP and ensures consistency of treatment
across the accounts. This differs from OMT data where items are recorded when they
cross the customs frontier.
Examples of goods that do not cross the customs frontier (so not recorded in OMT
statistics) but whose ownership has changed (so should be included in BoP) are:
 ships, aircraft, and oil rigs operated by a New Zealand resident outside New
Zealand’s economic territory
 goods consumed on off-shore resident installations (eg ships, aircraft and oil rigs)
 fish caught by New Zealand residents and sold abroad directly
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 goods lost or destroyed after ownership is acquired by a New Zealand resident but
before they cross the customs frontier.
Examples of goods that cross the frontier without a change of ownership (so are excluded
from BoP) include:
 returned exports and imports
 machinery, drilling, and transportation equipment shipped under an operational
lease arrangement (eg leased aircraft or oil-rigs)
 direct transit trade (goods in transit)
 goods lost or destroyed after crossing the customs frontier, but before being
delivered by the exporter
 goods temporarily exported and imported that are not for sale (eg display
equipment for trade shows or stage and circus equipment).

Classification adjustments
Examples of goods we make classification adjustments for are:
 goods bought by travellers for personal use, which we include in the travel item
within the services component
 devices such as disks, with stored computer software or data, that are customised
to order. We include these under computer services within the services component.

Timing adjustments
Merchandise trade data sourced from Customs serves as an appropriate source for
timing of the change of ownership of goods. However, sometimes the time the goods
cross the customs frontier and time of change of ownership are not in the same reporting
period. In these cases, we make a timing adjustment.
Valuation adjustments
There are instances where the value of goods included in the OMT statistics may not
reflect its true value. We make a valuation adjustment for these goods. An example is
goods on consignment – goods that leave a country but are sold at a later data. When
these goods leave the customs frontier we record an estimated value. The estimated
value is replaced with the actual market value when the goods are sold.

Typical adjustments for goods in the New Zealand BoP
The following are examples of how we implement the coverage adjustments detailed
above in New Zealand’s goods account.
For exports of goods, the principal conceptual adjustments we make are:
 timing and valuation adjustments for goods on consignment leaving New Zealand
(eg for kiwifruit). We source data from exporters on actual sales and use this to
adjust the values recorded in the customs export entries
 timing adjustments for significant goods that leave New Zealand in one period but
which have in a previous, or will in a subsequent, period change ownership
 coverage adjustments for goods that are operationally leased – there is no change
of ownership we only adjust for large items valued at more than $1 million.
For imports of goods, the principal conceptual adjustments we make are:
 coverage adjustments for goods that are operationally leased – we only adjust for
large items valued at more than $1 million
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 to adjust for reclassification of non-resident freight and insurance, to transportation
and insurance, respectively, under services – we remove insurance and freight
from imports by deducting imports vfd from imports cif
 timing adjustments for significant goods that enter New Zealand in one period but
which have in a previous, or will in a subsequent, period change ownership
 timing and valuation adjustments for the value of oil stocks held overseas by New
Zealand-resident oil companies.

Goods under NZ$1,000
We exclude imports of goods in general merchandise trade that are valued under $1,000
because they require less detailed customs documentation. As imports of consumer
goods purchased directly from overseas by New Zealanders have grown strongly in
recent years, this has become an issue of undercoverage in the goods component. From
Customs, we collect an estimate of the value of goods under $1,000 imported each
quarter and include this as a coverage adjustment. There is currently no estimation of
exports of goods under NZ$1,000.

6.3 Merchanting
Goods under merchanting are defined as ‘the purchase of goods by a resident from a
non-resident combined with a resale of the same goods to another non-resident without
the goods ever being present in the compiling economy’. The acquisition of goods by
merchants is shown as ‘goods acquired under merchanting’ as a negative export, and the
sale of goods is shown as ‘goods sold under merchanting’ as a positive export.
We represent merchanting as ‘net exports of goods under merchanting’. That is, the
difference between the goods’ selling price and the purchase price. Valuation is
determined at transaction prices agreed to by the parties.
We include goods that undergo some form of transformation by a manufacturing process
in general merchandise rather than merchanting.

6.4 Non-monetary gold
Non-monetary gold includes the export and import of gold such as unrefined gold, bullion,
and coins. We show non-monetary gold separately from other goods because of the
special role of gold in financial markets and because gold sales and purchases largely
relate to existing stocks. Non-monetary gold may be held as either a store of value or for
industrial purposes.
Non-monetary gold does not include gold held as a reserve asset (monetary gold) by the
RBNZ. Monetary gold transactions only occur between monetary authorities and their
counterparts in other countries, or with international monetary organisations. We record
these transactions in the ‘reserve assets’ component within the financial account.

6.5 Seasonal adjustments
Agricultural commodities such as dairy products, meat, and fruit still dominate New
Zealand’s goods exports. These commodities are seasonal. New Zealand’s imports show
fewer seasonal attributes. However, imports do peak in time for the Christmas holiday
season.

53

New Zealand’s international accounts statistics: user guide

Along with the actual series, we publish a seasonally adjusted goods series to remove
seasonal influences on the data. Additionally, we publish a quarterly trend series, which is
the smoothed seasonally adjusted series.

6.6 Data sources
Overseas merchandise trade (OMT) statistics are the main data source for the goods
account. This data is sourced from customs documentation completed by exporters,
importers, and their agents. Items that need conceptual adjustments are sourced from the
OMT data and from a survey of goods on consignment.
Table 6.2 summarises our data sources.
Table 6.2
Summary of data sources for goods
6.2 Summary of data sources for goods

Component

Data source(s)

General merchandise

OMT statistics are the main data source –
New Zealand Customs Service is the
source for OMT statistics

Conceptual adjustments

Consignment Survey, information from
national accounts, and OMT statistics

Net exports of goods under merchanting

Quarterly International Trade in Services
and Royalties Survey

Non-monetary gold

OMT statistics

See the data quality section of an Overseas Merchandise Trade information release (on
Statistics’ NZ website) for further information on this data source.

6.7 Data quality
Goods is the largest component within the current account. General merchandise is the
largest item within the goods component. As we source data on general merchandise
from Customs export and import documentation, it is of high quality.
We source merchanting data from the quarterly International Trade in Service and
Royalties Survey – a sample survey of known businesses in New Zealand that are
primarily engaged in services activity (exporting, importing, or both) with non-residents.
We include questions relating to buying goods from abroad and selling those goods,
which provide gross data on merchanting.
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7 Services
This chapter describes the services component of the current account. At a high level, we
define the service types and also discuss the data sources and the quality of these data
within BoP statistics.
Topics covered in this chapter are:
7.1 What are services?
7.2 Services classifications
o Manufacturing services on physical inputs owned by others
o Maintenance and repair services not elsewhere included (nei)
o Transportation services
o Travel services
o Construction
o Insurance and pension services
o Financial services
o Financial intermediary services indirectly measured (FISIM)
o Charges for the use of intellectual property
o Telecommunication, computer, and information services
o Other business services
o Government goods and services not elsewhere included
7.3 Data sources
7.4 Data quality
o Data sourced via the quarterly ITSS
o Travel credits
o Travel debits
7.5 Manual on Statistics of Trade in International Services.

7.1 What are services?
Two key features that differentiates services from goods are:
 there is no physical object over which ownership rights can be established
 a service cannot be treated separately from its production.
Exceptions occur for some intellectual property products, such as computer software and
audio-video recordings, that can be traded separately from their production.
Production of a service is linked to an agreement between a producer in one economy
and a consumer in another economy before the time of production. We record services
when they are delivered, or received. In BoP, we do not include labour services in the
services account. These are included in the primary income account under compensation
of employees.
There is a close association between goods and services. We include cross-border
transport and insurance services for goods in services. Certain services include the value
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of goods, such as travel, construction, and government goods and services not
elsewhere included (nei). Moreover, some services, particularly manufacturing services,
repairs, and freight transport, are closely related to the production or transport of new and
used goods.
In principle, services should be valued at market prices. In practice, we use transaction
prices as they are the closest approximation of market prices.
New Zealand exports and imports different service types. For exports, travel and
transportation together make up approximately 70 percent of total services exports. For
imports, again travel and transportation (combined) contribute about half of New
Zealand’s services imports. Like items in the goods account, certain components of
services (eg travel) exhibit a seasonal pattern.
In addition to BPM6, we use the Manual on Statistics of International Trade in Services
(MSITS) to compile services data. BPM6 and MSITS are consistent in their frameworks
for reporting international trade in services. However, MSITS extents the classification of
reporting of services into Extended Balance of Payments Services Classification
(EBOPS), and prescribes that we collect services data on the modes of supply. MSITS
was developed by international agencies and the data produced is used as an input into
General Agreement on Trade in Services (GATS) negotiations.

7.2 Services classifications
Services are generally classified on a product basis, but are transactor-based for travel,
construction, and government goods and services. Classifications are based on the type
of services being provided rather than the entity providing it.
This list breaks down services in a way that is consistent with the 12 high-level
classifications EBOPS provides:
 manufacturing services on physical inputs owned by others
 maintenance and repair services nei
 transportation
 travel
 construction
 insurance and pension services
 financial services
 charges for using intellectual property nei
 telecommunications, computer, and information services
 other business services
 personal, cultural, and recreational services
 government goods and services nei.

Manufacturing services on physical inputs owned by others
This service item includes the fees paid to manufacturers for turning raw material into
finished products. It also covers fees for assembly, labelling, and packing goods. The
entity undertaking the manufacturing and/or other related activities (eg labelling) do not
own the goods. The manufacturer earnS a fee by providing a service.
We do not record a value for this particular item in New Zealand’s service account.
Currently, we record any New Zealand-owned raw materials shipped overseas for
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manufacturing as an export in merchandise trade, and the finished goods returning into
New Zealand are recorded as imports. There are no mechanisms for identifying these
goods within merchandise trade. Customs is due to implement the Joint Border
Management System in 2015, which we expect to provide a way to identify companies
engaged in this activity. Once identified, we can source information from these
companies, either directly or by estimating from data provided to Customs.

Maintenance and repair services nei
This category includes maintenance and repair work done by residents on goods owned
by non-residents, and vice versa. It includes repairs on ships, aircraft, and transport
equipment. Services not included are cleaning of transport equipment (transport
services), construction repairs and maintenance (construction), and maintenance and
repairs of computers (computer services).

Transportation services
Transportation services measures the value of transactions between residents of the
compiling economy and non-residents – for carrying people and objects from one location
to another, and related supporting and auxiliary services (eg stevedoring, airport and
harbour fees, pilotage, and towage fees). Postal and courier services, which covers the
pick-up, transport, and delivery of items, and post office counter and mailbox rental
services, are included within transportation services.
Transportation services is primarily classified by the mode of transport (ie sea, air, and
land) and each mode is then further classified into passengers, freight, or other. This
secondary classification identifies the object being carried.
In New Zealand, only air and sea transport, and postal and courier data is relevant. Other
modes of transport include: rail, road, internal waterway, pipeline, space transport, and
electricity transmission.
Related items we do not include in transportation services are:
 insurance on freight, which is included in ‘insurance and pension services’
 goods procured in ports, which is included in the goods account
 rentals and charters of carriers without crew, included as ‘operational leasing
services’.
In New Zealand, the largest component of transportation services exports is air
passenger transport, which contributes around 60 percent to total transportation exports.
For imports, sea freight is the largest, at about 50 percent, followed by air passenger
services at about 30 percent of total transportation services imports. For confidentiality
reasons, we publish transportation services at the total level on a quarterly basis, and by
sea transport and air transport annually.

Travel services
‘Travel’ includes spending by people who travel to the non-resident economy and stay for
less than one year. It covers spending on goods and services (eg accommodation,
meals, entertainment, and transportation within the economy visited, gifts, and souvenirs)
residents acquire for their own use, or to give away when visiting a non-resident
economy.
Exceptions to this rule include:
 diplomatic and military personnel and their families – we include their expenditure
in government services nei
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 recording students and medical patients within travel regardless of their length of
stay – we consider their centre of economic activity to be their home country, not
the one they currently reside in.
The expenditure of employees who are temporarily working abroad (less than one year)
is also included within travel. Travel does exclude some types of expenditure, such as
spending on high-value consumer durable items, which include cars and consumer
electronics, and jewellery items. Conceptually, these items should be included in general
merchandise.
Travel, like other BoP components, follows the accrual principle of measuring
transactions. We include goods and services acquired during the visit, even if they are
paid for before or after the actual travel. For example, booking and paying for hotel
accommodation before travelling is included as travel expenditure in the period that this
accommodation is used. At a practical level, the time travel is recorded may depart from
the conceptual basis.
We disaggregate travel into business travel and personal travel. Business travel covers
all business-related travel expenditure of international organisations’ employees on
official travel, and employees doing work for enterprises that are not resident in the
economies in which the work occurs. We break down personal travel into health-related
travel, education-related travel, and other personal travel.
‘Health-related travel’ relates to all expenditure by medical patients (eg accommodation
and living expenses), as well as hospital charges and physician fees. Currently, we do
not collect data on health-related travel – these transactions are implicitly included in
other personal spending.
‘Education-related travel’ covers all expenditure by international students regardless of
their length of stay. This includes spending on tuition fees and living expenses.
‘Other personal travel’ includes people travelling for reasons such as: holidays, sports,
recreation and cultural activities, and visiting family and friends.
In the New Zealand context, expenditure on goods and services by New Zealanders
abroad are travel debits, and expenditure by overseas visitors and international students
in New Zealand are travel credits. Travel expenditure is the largest component of
services exports and imports, at around 55 percent of services exports and 30 percent of
services imports. ‘Other personal travel’ is by far the largest component of both travel
debits and travel credits in New Zealand.
Travel services or tourism
Tourism as an economic concept is much broader than travel services. Tourism
expenditure includes spending by students in New Zealand for less than 12 months, as
well as spending on international airfares. We exclude these expenditures from our
measurement of travel. Expenditure by seasonal workers is excluded from tourism
spending.
See Tourism Satellite Account 2014 (on Statistics NZ website) for more information about
tourism spending.

Construction
Construction services cover work performed on construction projects by employees of an
enterprise in a non-resident economy. This includes creating and repairing fixed assets,
installation and assembly work, and project management.
Note: when construction activity is on a large scale and for a longer duration (more than a
year) and is undertaken by entities in a foreign economy, often a branch is established in
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that economy. In these instances a direct investment relationship exists between the
parent entity and that branch. We record all financial flows between these two entities,
including revenue from construction, under direct investment in the financial account.
Construction does not feature significantly in the services component of New Zealand’s
BoP statistics. Imports of construction are rare except for specialised activity, while for
exports, much of the construction activity falls within the scope for direct investment (ie a
New Zealand company sets up subsidiary or a branch overseas to undertake the activity).

Insurance and pension services
In the statistical framework, non-life insurance premiums comprise two distinct elements
– service and risk. For international insurance transactions, we record the service
element in this item, and the risk element is recorded in the secondary income
component (see chapter 9). For life insurance, in addition to the service charge, we
record the remainder of the premium as an investment item in the financial account. This
reflects the saving function of life insurance.
At Statistics NZ, we calculate the insurance services item – it constitutes the estimated
output of the insurance industry. This is the value of the services provided to policy
holders that represents the cost to the insurer of provision plus an operating surplus. We
calculate the service element of the premium by applying the domestic service charge
(DSC) ratio to premiums. Therefore, when estimating New Zealand‘s insurance service
imports, this ratio is applied to insurance premiums paid to overseas insurers. For New
Zealand insurance services provided to non-residents, the same process applies – the
DSC ratio is applied to premiums earned by New Zealand insurers. We record the
resulting service and risk elements in their respective components.
For more about insurance, see chapter 19.

Financial services
Financial services cover financial intermediary and auxiliary services, except insurance
and pension services. Financial services that may be charged for:
 explicit charges
 margins on buying and selling transactions
 asset management costs
 margins between interest payable and the reference rate on loans and deposits
(FISIM – see below for more information).
In New Zealand, the main contributors are to this category are: financial underwriting,
asset management fees, financial advisory services, financial transactions processing
fees, and other financial services.

Financial intermediary services indirectly measured (FISIM)
Lenders and deposit-takers operate by offering rates of interest to their depositors that
are lower than the rates they charge to their borrowers. The difference in these rates (or
interest margin) gives rise to FISIM. FISIM payable by each depositor and borrower are
calculated by using the concept of a ‘reference’ rate of interest. We deem the reference
rate to not include any services and to reflect the risk and maturity structure of deposits
and loans.

Charges for using intellectual property
This classification covers all payments and receipts between residents and non-residents
for the authorised use of intellectual property, such as: patents, trademarks, copyrights,
industrial processes, and designs. We also include licences to reproduce or distribute

59

New Zealand’s international accounts statistics: user guide

intellectual property embodied in produced originals (eg copyrighted books, software,
films, and music recordings).

Telecommunication, computer, and information services
This service component covers telecommunication, computer, and information service
transactions between residents and non-residents.
Telecommunication services – broadcast and transmission of sound, images, data, or
other information by any telecommunication method. It excludes the value of the
information transmitted. We also exclude installation of telecommunication infrastructure
(included in construction) and database services (included in information services).
Computer services – hardware and software-related services, and data-processing
services. This includes: sales of customised and non-customised software, consultancy
services, installation, maintenance and repair, data recovery; analysis, design and
programming of systems, data processing and hosting services.
Information services – news agency services (eg providing news media). It also
includes database services, data storage and dissemination, search engine services, and
services related to providing periodical subscriptions, library, and archive services. We
also include downloaded content that is not software, video, or audio.

Other business services
‘Other business services’ covers a cluster of commercial services categorised into three
groups:
 research and development services
 professional and management consulting services
 technical, trade-related, and other business services.
A large variety of services make up the last two groups.
Research and development services – services associated with basic research,
applied research, and experimental development of new products or processes.
Professional and management consulting services – the following:
 legal, accounting, management consulting, managerial and public relations
services
 advertising, market research, and public opinion polling services.
Technical, trade-related, and other business – the following types of service activities
between residents and non-residents:
 architectural, engineering, and other technical services
 waste treatment, agricultural and mining services
 operating leasing services
 trade-related services
 other business services.
Operational leasing is the activity of renting out produced assets, under agreement to
provide the use of a tangible asset to the lessee, but without the transfer of risks and
rewards of ownership to the lessee. The lessor normally maintain and repair the asset
and may provide other specialist services. An operational lease differs from a financial
lease, where the lessee does acquire the risks and benefits of the asset.
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Operational leases in New Zealand are usually for aircraft and oil rigs. Due to the ad hoc
nature of these transactions, we make some operational leasing time series confidential.
Management fees charged by parent companies to their wholly owned subsidiaries
and/or branches are currently recorded within other business services. This item makes a
sizeable contribution to both exports and imports of ‘other business services.’
Management fees charged between related entities are not a separately identified service
item within BPM6, because items recorded under management fees should be able to be
identified and recorded within their own categories (eg accounting, auditing, management
consulting).
New Zealand continues to maintain a separate category for management services
between affiliated enterprises, for practical reasons. A significant proportion of our survey
respondents are unable to disaggregate values into appropriate service categories.

Personal, cultural, and recreational services
Personal, cultural, and recreational services consists of:
 motion picture and other audio-visual and related services
 other cultural and recreational services.
Audio-visual and related services covers services and fees related to producing motion
pictures, radio, television programmes, and music recordings. We also include fees for
equipment rentals, fees for actors, directors, producers, and fees for distribution rights.
We include content for perpetual use (ie delivered electronically), but exclude content
delivered on physical media, which is included in general merchandise.
Other cultural, and recreational services includes services associated with: museums,
libraries, and sporting, cultural, and recreational events. Health and education services
are also included.
In the New Zealand context, export of film production services is the largest contributor to
the exports of ‘personal, cultural, and recreational services’.

Government goods and services nei
The transactions making up this item are:
 the supply of goods and services to foreign governments’ embassies, consulates,
military bases by the compiling economy (services exports)
 acquisition of goods and services by the compiling economy’s embassies,
consulates, military bases from non-residents (services imports).
We include all types of goods and services except construction activity, which we include
within construction services.
For New Zealand, revenue earned from immigration fees makes up the largest item for
government goods and services exports. The largest import transactions are from goods
and services acquired abroad by New Zealand embassies.
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7.3 Data sources
Table 7.1 summarises the data sources for each service item in our BoP statistics.
Table 7.1
Data sources for trade in services
7.1 Data sources for trade in services

Service item (includes both
exports and imports unless
otherwise stated)
Manufacturing services on
physical inputs owned by others

Data source(s)

No data source for this item (unlikely to be significant
for New Zealand).

Maintenance and repair services
nei

Quarterly International Trade in Services and
Royalties Survey (ITSS) and Quarterly Transportation
surveys

Transportation

Quarterly Transportation surveys

Travel exports (credits)

We estimate other personal travel credits from
International Visitors Survey (IVS), compiled by
Ministry of Business, Innovation, and Employment
(MBIE). A sample of international visitors complete an
online questionnaire about the amount spent while
travelling in NZ. This survey data is rated up to get an
estimate for total spending in NZ by all short-term
travellers. Estimates are made for spending by country
of overseas visitor.
See IVS (on MBIE website) for more information
We derive education-related travel credits from export
education levy data compiled by Ministry of Education

Travel imports (debits)

Derived using a data model. The model uses, for
example, the average spend per day by different types
of travellers (from Survey of Returned Travellers,
2004), short-term resident departures from migration
data, and credit-card data from RBNZ
We estimate education-related travel debits from
purpose of visits and spending data
We plan to review this data model

Construction

Quarterly ITSS
Surveys include:
- Quarterly International Investment Survey (QIIS)
– Insurance sector form
- Insurance brokers/agents survey
- Survey of NZ companies insuring directly offshore

Insurance and pension services

We use data from these surveys to derive estimates
for the insurance service charge and transfers
See appendix 2 for more on the data model used to
estimate this item
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Service items (includes both
exports and imports unless
otherwise stated)
Financial services – those
explicitly charged
Financial services – FISIM

Data source(s)
Quarterly ITSS
We estimate exports and imports of FISIM using
interest data sourced from the QIIS and applying the
appropriate average domestic margin information
derived from RBNZ data

Charges for use of intellectual
property nei

Quarterly ITSS

Telecommunications, computer,
and information services

Quarterly ITSS

Other business services

Quarterly ITSS

Personal, cultural, and
recreational services

Quarterly ITSS

Government goods and services
nei

Government agencies

7.4 Data quality
We source services data from both surveys and data models. Both types of data sources
have specific quality issues relating to coverage and measurement of service
transactions. We discuss these below.

Data sourced from the quarterly ITSS
We capture data for a number of service categories through the quarterly ITSS. Issues
that affect the quality of the data reported in the survey include:
 the rapidly changing nature of the survey population and the diverse range of
service activities, which affect the overall survey coverage and coverage of
individual service categories
 bundling of services, where different service categories may be bundled together
and reported under one service category, or in other instances, services may be
bundled together with goods
 service transactions may be reported at the time when payment is made or
received rather than when the service is provided.

Travel exports (credits)
We source travel exports data from the Ministry of Tourism’s International Visitors Survey,
an online survey of departing travellers. The accuracy of the expenditure reported on the
goods and services travellers consume is based on information available to them from
banking records, and from their recall. We attempt to ensure outliers reported are
removed from the estimation process. Also, that the travel expenditure accrues to the
period in which the traveller leaves New Zealand. Where travel spans multiple quarters,
we allocate all expenditure to the quarter in which the traveller leaves New Zealand.

Travel debits
We use a data model to estimate travel debits. The model is based on the number of
returning New Zealand travellers, as recorded by New Zealand Customs from arrival
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cards. Expenditure data is obtained from the Survey of Returned Travellers, last carried
out in 2004. We plan to review this data model.

7.5 Manual on Statistics of International Trade in
Services
The manual sets the international framework for compiling and reporting statistics of
international trade in services. The MSITS manual conforms to both the 2008SNA and
BPM6. We use its extended classification in our presentation of services in BoP.
The manual also describes the modalities with which services may be delivered. Table
7.2 describes these different supply modes.
Table 7.2
Modes of supply for services
7.2 Modes of supply for services

Mode of supply
Cross-border

Description
Service is delivered from a supplier abroad

Consumption abroad

Service is consumed abroad (eg travel services)

Commercial presence

Service is provided by a foreign-owned enterprise
established in the consumer’s economy

Presence of actual people
present

Services are provided in the reporting economy by an
employee of a non-resident enterprise

All modes of supply, except ‘commercial presence’, conceptually align with the BoP
concept for compiling international trade in services statistics. The commercial presence
mode extends services data into foreign-affiliate trade statistics. Information on modes of
supply is important in developing trade negotiations.
We captured modes of supply data for three modes (1, 2, 4).
See Census of International Trade in Services and Royalties: Year ended June 2011 (on
Statistics’ NZ website) for the results.
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8 Primary income
This chapter discusses the primary income component of the current account. We outline
the classification of primary income, the items that make up the component, and data
sources and methods.
We cover the following topics in this chapter.
8.1 What is primary income?
8.2 Investment income
o Investment income classifications
o Equity
o Interest income
8.3 Conceptual bases for measuring investment income
o Valuation
o Treatment of holding gains and losses
o Time of recording
8.4 Data sources and methods
o Primary data sources
o Measuring direct investment equity earnings
o Special treatments for portfolio investments
o Income derived from Inland Revenue data
− income credits
− income debits – investment income
− estimating the Inland Revenue income data in the BoP series
o Compensation of employees estimate
o Financial intermediary services indirectly measure (FISIM)
8.5 Data quality.

8.1 What is primary income?
In economic statistics, ‘income’ refers to earnings from using the factors of production
(labour, capital), financial capital, and natural resources. In BoP, income presents the
transactions of these earnings between residents and non-residents.
BoP statistics distinguish between primary (‘income account’ under BPM5) and
secondary (‘current transfers’ under BPM5) income.
Primary income shows the return that accrues to institutions for their contribution to the
production process or from providing financial assets and renting natural resources.
Secondary income shows the redistribution of income through current transfers between
residents and non-residents.
Primary income affects both national income and gross national disposable income of an
economy, while secondary income affects only gross national disposable income. (See
chapter 9 for more information about secondary income.)
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In BoP statistics, we capture income earned by New Zealand residents as primary
income credits/inflow (a return on owning production factors located overseas), and
income payable to non-residents as income debits/outflow.
Primary income at the highest level is classified as:
 investment income – income associated with owning financial and other nonproduced assets
 compensation of employees – income associated with providing labour
 other primary income – income earned from rent, taxes, and subsidies on products
and production.
Our primary income account is mainly composed of earnings classified as ‘investment
income’. We do not produce statistics on ‘other primary income’, and only estimate the
outflow (debit) of ‘compensation of employees’.

8.2 Investment income
Investment income is the return on financial assets. ‘Investment income credits’ refers to
the income accruing to (earned by) New Zealand residents from providing financial
capital to non-residents (ie owning financial assets located overseas). ‘Investment income
debits’ refers to the income accruing to non-residents from providing financial capital to
New Zealand residents (seen in owning financial liabilities located in New Zealand).

Investment income classifications
We present investment income using functional and instrument classifications, which
allows customers to link the income with investment position for particular instrument
types.
Table 8.1 summarises the investment income hierarchy of classification.
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Table 8.1
Investment income classifications
8.1 Investment income classifications

Functional
classification
Direct
investment
income

Classification
based on
instrument

Classification
based on
instrument

Income on
equity and
investment fund
shares

Dividends and
distributed
branch profits

Relationship
classification

Reinvested
earnings
Interest income

Investment
income
from New
Zealand
investment
abroad &
foreign
investment
in New
Zealand

NZ direct
investor lending
to foreign direct
investee
NZ direct
investee
lending to
foreign direct
investor
Between fellow
enterprises

Portfolio
investment
income

Income on
equity and
investment fund
shares

Dividends
excluding
investment fund
shares
Investment
income
attributed to
investment fund
shareholders

Interest income
Other
investment
income
Reserve assets
income

Under the functional investment basis, we first classify investment income into direct
investment, portfolio investment, other investment, and reserve assets (see ’Investment
by functional type classifications’ in section 3.3 for more information).
Next, where applicable, we classify investment income on an instrument basis – as either
equity or debt (see ’Instrument of investment classifications’ in section 3.3 for a full list)
Direct and portfolio investment income are separated between income on equity and
income on debt. We only identify other investment income by debt instruments (see
chapter 15 on other investment).
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Direct investment income on equity and investment fund shares is divided into dividends
(includes distributed branch profits), and reinvested earnings (includes undistributed
branch profits). We further classify direct investment interest income by investor
relationship – into direct investees, direct investors, and fellow enterprises (see
‘Relationship classifications’ in section 3.3 for more information). Note: BPM6
classification of direct investment income matches with direct investment asset and
liability classification in the financial account and the IIP.
We divide portfolio investment income on equity and investment fund shares into
dividends excluding investment fund shares, and investment income attributable to
investment fund shareholders.
The details of equity and interest income are discussed below.

Equity
Equity income comprises dividends and distributed branch profits, and reinvested
earnings.
Dividends – earnings distributed to the shareholders of an incorporated enterprise. They
represent income that is declared payable without a binding agreement, between the
creditor (shareholder) and the debtor (owned-entity).
The following inclusions and exclusions apply to classifying dividends.
 Stock dividends (shares issued in lieu of cash) are included in dividends, with an
offsetting entry in equity investment in the financial account.
 Bonus shares issued, which represent substituting one type of equity for another
(eg paid-up capital for reinvested earnings), or simply the division of shares, are not
regarded as dividends.
 Income earned on non-participating preference shares, which we regard as debt
and not equity instruments, is excluded from dividends and included in interest.
 Liquidating dividends are regarded as a financial transaction and we do not record
them as dividends.
 Exceptional payments, sometimes known as ‘superdividends’ and that are paid
from accumulated reserves or sales of assets, are treated as a withdrawal of equity
and we capture them in the financial account.
Distributed branch profits – distribution of income of branches and other
unincorporated enterprises to their owners. As with dividends, income distributed in this
way is at the discretion of the owners.
Reinvested earnings and undistributed branch profits – the part of the undistributed
income of a direct investment enterprise that is attributable to direct investors in the
enterprise. We include undistributed income attributable to direct investors as investment
income in the current account, with a corresponding offsetting entry in the financial
account. This treatment is adopted because direct investors, through their significant
influence on the operations of the direct investment enterprise, are able to determine the
level of distributed income, and therefore the reinvested earnings of that enterprise.
For an incorporated direct investment enterprise, attributing reinvested earnings to the
direct investor is in proportion of: the direct investor's holding of voting shares to total
voting shares issued by the direct investment enterprise. If the direct investment
enterprise is unincorporated, the proportion we use is that represented by the ownership
interest of the direct investor.
Attributing reinvested earnings to shareholders is not extended to portfolio investors
because they are not able to influence the level of distributed or undistributed income.
However, attribution to investments is extended to those held in an investment fund.
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Interest income
We measure interest as the return to the providers of financial capital – seen in holdings
of debt (non-equity) instruments, such as non-participating preference shares,
debentures, bonds, bills, notes, loans, deposits, financial leases, and accounts
receivable. Interest is a non-discretionary payment because it accrues on a continuous
basis over the period capital is provided and is evidenced by a contractual agreement
between creditor and debtor.
Other investment income – measures interest earned by residents on claims on nonresidents and interest payable on borrowings from non-residents. It includes interest on
deposits, loans, and trade credits. Interest on loans includes the part of financial lease
payments seen to represent interest on loans. Other investment income also includes net
charges on holdings of special drawing rights (SDRs). (Net charges on SDR holdings are
the charges the IMF makes for allocating SDRs to New Zealand, less the interest earned
by New Zealand for the SDRs held.)
Financial derivatives – a type of financial instrument created by the issuers without
providing financial capital. Therefore in concept, no income accrues to using financial
derivatives. We record any realised capital gain or loss arising from financial derivatives
as a transaction in the financial account.
Reserve asset income – measures interest earned on external assets that are readily
available to and controlled by the monetary authority for:
 meeting balance of payments financing needs
 intervention in exchange-rate markets to affect the currency exchange rate
 other related purposes (eg maintaining confidence in the currency and the
economy, and as the basis or foreign borrowing).

8.3 Conceptual bases for measuring investment
income
This section covers some of the key concepts that guide our compilation of investment
income statistics. These concepts allows consistency from one period to another in New
Zealand’s statistics, as well as globally. The key concepts are valuation, treatment of
holding gains and losses, and time of recording.

Valuation
Investment income values for equity earnings (dividends and reinvested earnings) or
interest income use the transaction value.
Investment income is recorded gross, after deducting operating expenses but before
withholding taxes (which are treated as current taxes on income) are deducted.
When denominated in foreign currency, we convert investment income to New Zealand
dollars – at the mid-point exchange rate at the time the income is earned.

Treatment of holding gains and loses
Investment income statistics aim to capture income earned from normal business
operations, excluding holding gains or losses. Therefore, we don’t classify holdings gains
and losses as income.
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Holding gains and losses cover gains and losses due to:
 market price changes (eg realised gains from selling fixed assets)
 unrealised gains on revaluation of fixed assets – as a result of changes in market
price and the write-off of intangible assets
 gains and losses due to changes in the price of foreign currency exchange, and
other changes affecting the value of assets or liabilities (eg write-offs of bad debts).
We record any gain or loss on financial derivative instruments when realised as a
transaction in the financial account.

Time of recording
Investment income is measured on an accrual basis. We record the earnings of direct
investors from their owning direct investment capital in the period that the direct
investment enterprises earn their operating and other current income.
For direct and portfolio investment dividends, we consider three dates for the time of
recording:
 the date they are declared
 the ex-dividend date – the date the declared dividend is excluded from the market
price of shares. The holder of the security at the moment the shares go ex-dividend
is entitled to receive the dividend on the date payable
 the date they are settled.
Under BPM6, dividends are recorded at the moment they go ex-dividend. In the special
case that there is no ex-dividend date, 2008SNA states the dividends should be recorded
at the time they are declared. This approach may be adopted in the international
accounts in future, but our current practice is to record dividends on a declared basis.
We measure reinvested earnings in direct investment enterprises as the direct investors'
equity share of their current earnings, less dividends declared payable and distributed
branch profits (ie withdrawals by the head office).
Interest income is accrued in the period in which it is earned.

8.4 Data sources and methods
This section discusses the data sources we use and methods we apply:
 to compile primary income statistics
 to measure specifics of direct investment equity earnings
 for the special treatment for portfolio investment interest income
 to derive income data from Inland Revenue tax forms
 to compile the compensation of employees estimate
 to adjust for FISIM.
The income series do not exhibit sufficient seasonal pattern to adjust for seasonal factors,
therefore, the seasonally adjusted primary and secondary income balance we publish restates the actual unadjusted series. The trend series are smoothed values for the actual
series.
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Primary data sources
We compile investment income data mostly from the Quarterly International Investment
Survey (QIIS), supplemented with estimates we derive from Inland Revenue
administrative data.
The QIIS is the main source of data for direct investment income and other investment
income. Portfolio investment income is derived from several surveys, including:
 Quarterly Managed Funds Survey (RBNZ) and QIIS for income credits
 Quarterly Managed Funds Survey, QIIS, and the Quarterly Nominees Survey for
income debits.
We produce estimates for units not covered in the quarterly surveys. These include
estimates for resident small to medium-sized businesses, partnerships, trusts, and
individuals who earn income from non-residents or pay income to non-residents. Inland
Revenue administrative data is used for the estimates (see ‘Income derived from Inland
Revenue data” below for more information).

Measurement of direct investment equity income
A key component of direct investment equity income is reinvested earnings. We measure
this on the basis of the direct investor’s equity share of the current operating
performance, and other current income and transfers of the direct investment enterprise
retained after dividends are distributed.
Direct investment equity earnings are earnings derived from the enterprise’s normal
business operations and therefore do not include holding gains and losses. (See
’Treatment of holding gains and loses’ above for more information.)
We measure earnings of direct investment enterprises after deducting provisions made
for corporate taxes (considered to be payable by the enterprise and not the owners) for
the period, and depreciation of fixed capital. Depreciation is calculated at current
replacement cost – taking into account the expected life of the asset (based on normal
wear and tear and foreseen obsolescence).
We record the direct investor’s share of net losses, other than holding gains and losses,
of the direct investment enterprise, as negative income. That is, for New Zealand's
investment abroad, we record losses as a negative credit, and for foreign investment in
New Zealand, losses are reported as negative debit.

Special treatments for portfolio investments
For portfolio debt securities, we encounter difficulties in collecting interest income
accrued from liability issuers and asset holders. They occur because both issuers and
holders may adopt historical cost accounting or include holding gains and losses.
However, in economic statistics these are excluded from the measurement of income.
As a result, we derive income on long-term government debt securities on a full accrual
basis (ie we calculate income by applying current market yields to the market value of the
outstanding securities). The current yields are applied to the average stock of securities
for a quarter (ie half the opening plus half the closing stock), valued at market value. For
short-term securities, we assume reported income is a good proxy for accrued income
because the very short duration of the instruments means that yield changes can have
less impact.

Income we derive from Inland Revenue data
We use income data reported in Inland Revenue tax forms to address undercoverage
issues. The undercoverage represents income (receipts, payments, or both) of small to
medium-sized enterprises, partnerships, estates and trusts, and individuals who are in
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scope for BoP but captured through the quarterly or annual surveys. Using Inland
Revenue data for coverage adjustment only covers distributed income. Income that is not
distributed (retained earnings) for these entity types remains an undercoverage issue in
BoP statistics.
Table 8.2 summarises which Inland Revenue forms we use to derive the undercoverage
estimates for each side of the account.
Table 8.2
Primary income data sourced from Inland Revenue tax forms
8.2 Primary income data sourced from Inland Revenue tax forms

Credits/debits

Tax form type

Income type

Primary income
credits

• IR3 Individual return
• IR4 Companies return
• IR6 Estate and trust return
• IR7 Partnership return

Investment income

Primary income
debits

• Employer monthly schedule
(earnings of employees that are
subject to PAYE)

Compensation of
employees

• IR3NR Non-resident Individuals
• IR67A&S Interest and dividends
payments to non-residents

Investment income

Income credits
Each tax form listed in table 8.2 captures data on ‘overseas income’, representing income
received from an overseas source. However, this is not disaggregated into income types
(eg dividends, interest, royalties). As we have no credible information available to
distinguish the different income types, all income is currently classified as investment
income and recorded within the functional category ‘Other investment income’.
Overseas income from the IR3 tax form makes up the biggest contribution (around 46
percent) from the suite of tax data we use for the income credits coverage adjustment. As
the IR3 form applies to individuals, it is certain that some portion of the overseas income
relates to sources other than investment capital (eg wages and salaries).
The IR4 tax return makes an average yearly contribution of 25 percent of Inland Revenue
data added to investment income credits. The IR4 income data is from companies that
are not surveyed. Therefore, the IR4 data added to investment income credits
supplements existing survey data.
The overseas income estimates from the estates and trusts, and partnerships returns
(IR6 and IR7) together contribute an average of 29 percent of the Inland Revenue income
added to income credits each year. A large proportion of these entities do not identify
themselves as engaging financially with non-residents, and therefore are not well
represented in existing BoP surveys.

Income debits – investment income
The main contributor to the Inland Revenue income data estimates for investment income
debits is the data on income payments to non-residents that we source from the IR67 tax
returns. On an average yearly basis, data from IR67 returns contributes approximately 92
percent of the Inland Revenue income data added to investment debits.
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The IR67 tax data includes:
 non-resident withholding tax deducted on interest and dividends paid to nonresidents (form IR67P)
 interest payments to non-residents, as declared in the approved issuer levy form
(IR67A).
The IR67 data includes interest paid abroad by all sectors of the economy that have
borrowed from non-residents. Payment of interest to non-residents, in particular by
resident individuals, estates and trusts, and partnerships, has been a gap in investment
income statistics.
We also include income declared in the IR3NR tax form by non-resident individuals, from
their investments in New Zealand, in our income estimate. Types of income declared
include interest, dividends, and distributions from estates and trusts. The dividends and
interest reported in the IR3NR return include income transactions on which the nonresident withholding taxes were not applied at the appropriate rates. As such, these
income transactions would not be reported in the existing surveys by resident entities that
make these payments to non-residents.

Estimating Inland Revenue income data in the BoP series
Inland Revenue data is, for the most part, available on an annual March year basis – with
a lag of about 15–18 months. The BoP publication cycle is for the current quarter’s
statistics to be published within 12 weeks of the end of the quarter. At the time we derive
the annual estimates from the tax data (ie around July), only a small proportion of forms
(except the EMS and the IR 67) for the current tax year are filed with Inland Revenue,
and approximately 95 percent of the previous year’s returns. We extrapolate the current
year’s estimates using historical series to present 100 percent of filed returns. Estimates
for the previous year, and sometimes for earlier years, are also updated to ensure full
coverage and to take account of changes in values due to refiling of tax forms.
Note: due to the long lag in finalising tax data, we may substantially revise the
extrapolated estimates later. Using past years’ data in the extrapolation model to estimate
future quarters may not produce high quality estimates, especially given the recent world
financial crisis.

Compensation of employees estimate
Compensation of employees (COE) occurs when a resident individual is employed by a
non-resident, or a non-resident is employed by a resident. We do not include the selfemployed in COE as they are classified as providing an output from their own
unincorporated enterprises – and are therefore classified as providing services.
Data sources for estimating COE outflow (debits) include the employer monthly
schedules (EMS) from Inland Revenue, and data from the Ministry of Foreign Affairs and
Trade on wages and salaries paid to non-resident workers of New Zealand’s embassies
and consulates overseas.
In general, we can disaggregate EMS data into taxpayers who do not have a valid IRD
number and those who do at the time PAYE is deducted from their earnings. The COE
debit estimate is based on taxpayers who have started work without an IRD number. We
assume these taxpayers are non-residents. Only taxpayers whose earnings equate to the
average quarterly earnings are selected for COE estimates. We make an adjustment to
this data to take account of resident taxpayers without a valid IRD number. Taxpayers
with earnings greater than the average quarterly earnings are excluded. Examining these
earnings showed that some large values reported were not earnings-related, while others
may have denoted earnings on contract services.
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Note: we include wages and salaries of recognised seasonal workers in New Zealand.
The estimates for these workers are included in the EMS data. The Recognised Seasonal
Employers scheme has been operating since 2007. It brings workers from designated
Pacific island countries to New Zealand for seasonal work in horticulture, and viticulture.
We also include wages and salaries paid to non-resident workers in New Zealand
embassies and consulates located overseas in COE.

Financial intermediary services indirectly measured (FISIM)
In BPM6, interest income on fixed price instruments (eg deposit and loan instruments), is
recognised as including a charge for the financial intermediation service by the debt
instrument’s provider. Respondents report gross interest income that includes both the
collection of the interest on the actual debt and a fee for the service provided. The
adjustments we make for FISIM involve identifying the financial intermediation service fee
and reclassifying it within the current account – by excluding the service fee from income
and including it as a service.
We identify deposit-taking organisations (registered banks) as the only institutions
providing financial intermediation services. Therefore we calculate the financial
intermediation service charges on all lending by deposit-taking organisations to nondeposit-taking organisations, but not on lending or borrowing between deposit-taking
organisations. This is because we deem borrowing and lending between deposit-taking
organisations to be carried out under wholesale market conditions – where financial
intermediation service charges do not exist or are near zero.

8.5 Data quality
Investment income is one of the key components that drive the current account balance
in New Zealand. The coverage and measurement of investment income depends directly
on the coverage of the stock and transactions of financial capital. The surveys we
currently use provide good coverage of the stock of international financial assets and
liabilities.
Income data reported by companies on their international financial assets and liabilities
are sourced from their quarterly management accounts. For some companies data
reconciliation is required between management and statutory accounts, which can lead
us to revise quarterly data (see chapter 22 for more information on our revision policy).
The income data we currently publish sometimes departs from the standard BoP
concepts, as outlined here.
Quality of the income data: We report dividends data on a paid basis rather than the
recommended ex-dividend basis. This is due mainly to the convenience of data collection
for this item. At present, we do not make any in-house adjustments to convert to the
recommended reporting basis.
BPM6 recommends measuring interest on debt securities on an accrual basis, using the
debtor principle. The debtor principle calculates the interest on tradable debt securities
from the viewpoint of the securities’ user. The interest rate we apply in the calculation is
the coupon rate. This differs from the creditor principle where the current market yield
rate is applied for the particular debt securities. Our current practice is to measure all
interest transactions (except government-issued debt securities held by non-residents) on
a debtor basis.
Two coverage issues exist for measuring investment income in New Zealand’s BoP
statistics – the current estimates exclude retained earnings of entities not surveyed, and
the reinvestment of earnings of investment funds.
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Retained earnings of non-surveyed entities: Currently the reinvested earnings of direct
investors includes data for entities in the QIIS. We do not measure or estimate data for
entities not surveyed. The published retained earnings is an imputed flow between
enterprises, from QIIS data. Inland Revenue data covers only distributed income, so
reinvested earnings are not part of the Inland Revenue dataset. We cannot derive an
estimate of the retained earnings of the non-surveyed entities because calculating the
earnings depends on a number of data variables.
Reinvestment earnings of investment funds: BPM6 extends the concept of retained
earnings of a direct investor in a direct investment enterprise to include amounts withheld
by an investment fund after distribution to its investors (classed either as portfolio or
direct). This new conceptual recording basis recommends that all the fund’s income
(either distributed or not) belongs to the investors and not the fund itself. Deriving the
reinvestment of earnings excludes capital gains and losses. We have not yet
implemented this particular change in New Zealand’s BoP statistics.
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9 Secondary income
This chapter describes secondary income and the component’s main characteristics in
the New Zealand statistics. We describe the sources of the data for compiling the
statistics, and assess the quality of the statistics.
Topics covered in this chapter are:
9.1 What is secondary income?
9.2 Current and capital transfers
9.3 Current transfers in New Zealand’s statistics
9.4 Recording transactions in secondary income
9.5 Data sources
9.6 Data quality.

9.1 What is secondary income?
The secondary income component records current transfers between residents and nonresidents.
Transfers occur when goods, services, or money are provided internationally, without an
equivalent economic value received in return. This relates to the double-entry principle on
which BoP is compiled (ie every transaction has two equal and opposite entries).
For example, if New Zealand provides food, medicine, and other supplies to another
country in response to a natural disaster, we record an export in the goods component of
the current account. Because there is no payment from the recipient country for the
goods supplied, we have no financial account transaction for the receipt of funds as
payment (the counter-entry in the double-entry system).
To make the accounts balance for this transaction, we record an amount equal to the
value of the goods supplied in the goods component of the current account as an export,
and in the secondary income account, we record a debit entry that is equivalent to a cash
receipt of the value of the goods.
Transfers of foreign aid in the form of cash result in our recording a debit entry in the
secondary income component; the other entry is a financial account entry, denoting a
decrease in currency and deposits assets (a negative debit entry). This represents the
funds being transacted to the recipient country through the banking settlement system,
which results in a reduction in New Zealand’s foreign exchange resources.

9.2 Current and capital transfers
Current transfers directly affect the disposable income of both the donor and recipient
by reducing the donor’s level of disposable income (or their ability to consume goods and
services), and increasing the recipient’s level of disposable income (or consumption
possibilities).
Capital transfers result in changes in the positions of assets of either or both parties
involved. Debt forgiveness is an examples of a capital transfer. Capital transfers are
discussed in the next chapter.
76

New Zealand’s international accounts statistics: user guide

9.3 Current transfers in New Zealand’s statistics
In New Zealand’s BoP statistics, the most significant sources of current transfer inflows
are non-resident withholding tax (NRWT) – paid to the New Zealand government by nonresidents on their earnings in New Zealand – and remittances sent to New Zealand
residents by family or friends living abroad. Our largest outflows of current transfers are
foreign aid payments and non-life insurance transfers.
See chapter 19 for an in-depth look at the treatment of insurance in our international
accounts.
Insurance transactions in secondary income
Insurance transactions in secondary income comprise net premiums and claims. Net
premiums is the portion of the premium paid to insurers to cover the risks insured. This is
calculated by deducting from premiums an estimate of the insurance service charge. The
service charge is recorded in the services component. In current transfers, the largest
contributor to non-life insurance outflows is the risk element of premiums paid by New
Zealand insurers to non-resident re-insurers. Business as usual re-insurance claims that
are recoverable from non-resident re-insurers are recorded as current transfer inflows.
We record re-insurance claims from exceptional events (eg 2010/11 Canterbury
earthquakes) in the capital account
Secondary income can be classified by the institutional sector within the compiling
economy. In New Zealand, we present secondary income as being to/from either the
general government sector, or other sectors (listed as financial corporations, non-financial
corporations, households, and non-profit institutions serving households (NPISH)).

9.4 Recording transactions in secondary income
This section explains what is included under each heading in the accounts, by each
contributing sector in New Zealand’s BoP statistics.
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Table 9.1
Transactions in secondary income by institutional sector
9.1 Transactions in secondary income by institutional sector

Secondary
income
balance
Institutional
sector
within the
compiling
economy

Sum of inflows less sum of outflows

Item

Current
taxes on
income,
wealth
General
government

Inflow transaction

Outflow transaction

Withholding tax paid by
non-residents to the NZ
government on their
earnings in NZ
Tax received from seasonal
and short-term non-resident
workers in NZ
Foreign aid payments

Miscellaneous current
transfers of
general
government

Benefits and pensions
received from overseas

Benefits and pensions
paid to people living
overseas
Membership fees paid to
international organisations
NZ belongs to
Remittances sent
overseas by NZ residents
to family or friends living
abroad

Personal
transfers
Financial
corporations,
non-financial
corporations,
households,
and NPISHs

Remittances sent to NZ
residents by family or
friends living abroad

Tax paid on NZ resident’s
overseas earnings
Foreign aid from
individuals (ie nongovernment foreign aid)

Other
current
transfers

Non-life insurance transfers
received by NZ insurers
from overseas policy
holders; net premiums

Non-life insurance
transfers paid to overseas
insurers and re-insurers;
net premiums

Non-life insurance claims
received from overseas
insurers by NZ
policyholders

Non-life insurance claims
paid by NZ insurers to
overseas policyholders
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9.5 Data sources
We source data for the secondary income component from a mixture of administrative
data, survey information, and estimates derived from data models. Government
departments provide data on general government sector secondary income, with Inland
Revenue and the Treasury providing most of this information. Data for secondary income
attributed to the remaining sectors is mostly modelled or surveyed, but also includes
some administrative tax information.
Table 9.2 summarises the data sources we use for the transactions in table 9.1.
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Table 9.2
Data sources of the secondary income account
9.2 Data sources of the secondary income account

Institutional
sector

Item
Current taxes
on income,
wealth

General
government

Miscellaneous
current
transfers of
general
government

Data source

Description

Inland Revenue

We estimate tax received from
seasonal and short-term workers in
NZ from wage and salary data for
these workers

The Treasury
Ministry of
Foreign Affairs
and Trade
Inland Revenue

Government departments provide
non-resident withholding tax data,
foreign aid payments, and data on
benefits and pensions
paid/received
Tax that NZ residents pay on their
overseas earnings is sourced
annually
We model remittances flowing into
NZ using data from the Household
Economic Survey, and movements
in long-term migration

Financial
corporations,
non-financial
corporations,
households,
and NPISHs;

Personal
transfers

Other current
transfers

Data models

We model remittances flowing out
of NZ using data from the
Longitudinal Immigration Survey of
New Zealand, and movements in
average weekly earnings and longterm migration

Council for
International
Development
(CID)

Private (non-government) foreign
aid sent overseas is from CID’s
annual report

Quarterly
surveys of
insurers, and
insurance
brokers

Quarterly insurance surveys collect
information on international
insurance premiums and claims

9.6 Data quality
Administrative data supplied by Inland Revenue, New Zealand Treasury, and MFAT is of
good quality.
The Inland Revenue data we use to estimate foreign workers’ income, tax transactions to
Inland Revenue from foreign residents, and tax transactions from New Zealand taxpayers
to foreign tax jurisdictions, is subject to time lags. Taxpayer returns take time to file and
finalise. As a result, we initially estimate figures for the latest period then revise them as
more complete tax data becomes available.
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The data we source about international insurance transactions is from quarterly surveys
of resident insurers and brokers, and is considered of good quality. Data about claims
lodged by resident non-insurance corporations directly against non-resident insurers is
requested in the QIIS survey, but suffers from gaps in coverage.
We consider the data about personal remittances to be of relatively low quality. The data
models used to produce the estimates require various assumptions to produce the
estimates. While we update the information used in these models periodically, the result
may not always accurately reflect changing circumstances over time.
Note: the nature of the models we use to estimate remittances data means we cannot
provide remittances by country.
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10 Capital account
This chapter outlines the capital account and we identify the sources of data contributing
to this account.
Topics covered in this chapter are:
10.1 What is the capital account?
10.2 Capital account transactions
10.4 Time of recording
10.5 Data sources.

10.1 What is the capital account?
The capital account in the international accounts is composed of capital transfers
receivable and payable between residents and non-residents, and the cross-border
acquisition and disposal of non-produced non-financial assets.
Capital account transactions differ from current account transactions in that capital
account transactions result in a change in the assets of one or both parties to the
transaction without affecting the income or savings of either party. Therefore, transactions
in the capital account do not affect measures of production, income, and savings of an
economy.
Note: removing migrants’ transfers (a BPM6 change) has reduced the magnitude of the
data we report in the capital account – for both inflows and outflows. However, from time
to time a transaction of a significant amount can arise and be recorded within the
account. The most significant recent capital account transactions were reinsurance
claims arising from the 2010/11 Canterbury earthquakes. (See ‘Exceptional events and
capital transfers’ section in chapter 19 for more information.)

10.2 Capital account transactions
Capital transfers are transfers in which ownership of an asset changes from one party to
another, or which obliges one or both parties to acquire or dispose of an asset, or where
a liability is forgiven by the creditor.
The types of transactions classified to the capital account are
 acquisition and disposal of non-produced, nonfinancial assets
 capital transfers.

Non-produced, non-financial assets
Examples include items such as land, or natural resources. Our practice is to always treat
these as being owned by a resident, actual or notional, and recorded as direct
investment. Sales and purchases of legal rights (eg contracts, leases, and licenses) are
included here. The right to use natural resources is included, but not ownership of the
resource itself.
Sales of assets (eg franchises and trademarks) are included, while income derived from
owning these assets is recorded in the services component. We also record sales of
assets (eg trademarks and brand names) when they are sold separately from the entity
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that owned them, and transactions in carbon credits by New Zealand companies with
non-residents.
Note: while these type of legal rights have value and are recorded as assets, there is no
corresponding entry in the IIP; these assets have no counterpart liability.

Capital transfers
Examples of capital transfers include debt forgiveness, investment grants, and insurance
claims that arise from exceptional events.
Debt forgiveness – a transaction where both parties to a debt contract voluntarily agree
on a new contract that cancels all or part of the existing contractual liability. We record
the amount of the cancellation in the capital account. The cancellation of the original
contract is a transaction in the financial account, with a resulting change in the IIP. If part
of the original debt is agreed as still due, this is a new liability transaction in the financial
account, with a corresponding position in the IIP.
This contrasts with a debt write off – a unilateral action of one party to a debt contract to
write off all or part of a debt, which it views as not recoverable (or not payable). Debt
write-offs are not transactions and we record them as ‘other changes’ in the reconciliation
account.
Investment grants – transfers in cash or kind from one party to another to finance the
acquisition of fixed assets. The provider is usually a government or international
organisation; the receiver is usually also a government.
Insurance claims – we record those arising from exceptional insurance events in the
capital account. For example, claims of New Zealand insurers on their non-resident reinsurers arising from the 2010/11 Canterbury earthquakes. ‘Business as usual’ insurance
claims are recorded as current transfers in the secondary income component. (See
chapter 19 for more.)

10.3 Time of recording
We record capital transfers when all requirements and conditions for receiving the
transfer are satisfied, and the receiving unit has an unconditional claim on the transfer
item. Acquisitions and disposals of non-produced non-financial assets are recorded at the
time ownership changes.

10.4 Data sources
We source data for the capital account from surveys and direct enquiries to agencies
engaged in transaction in capital transfers.
The main data source for capital transfers involving the government sector is the Ministry
of Foreign Affairs and Trade, which administers the government’s foreign aid programme.
Distinctions between aid as current transfers and aid in the form of investment grants are
not always easy to make, and can result in some misclassification of data.
We source information on Canterbury earthquake claims directly from insurers through
the QIIS. The data quality is acknowledged to be good.
We source data on the acquisition and disposal of non-produced non-financial assets,
such as the purchase and sale of intangible assets (eg patents, copyrights, carbon
credits) from the quarterly ITSS. The financial media are also scanned for reported
activity by resident companies. Transactions in acquiring and disposing of non-produced
non-financial assets between residents and non-residents is very irregular, but the values
involved can be quite significant.
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11 International financial accounts overview
This chapter gives an overview of the financial account, the international investment
position (IIP), and related statistics. We discuss linkages and differences between the
accounts, along with key classifications and their treatment in the accounts. We detail the
data sources for these accounts, along with data weaknesses.
The following seven chapters discuss in more detail the components that build the
financial account and IIP. Chapters 12 to 16 provide detail about direct investment,
portfolio investment, other investment, financial derivatives, and reserve assets.
Chapter 17 discusses the meaning and significance of ‘net errors and omissions.’
Topics covered in this chapter are:
11.1 What are financial assets and liabilities?
11.2 Presenting New Zealand’s international financial accounts
o Financial account, IIP, and IIP reconciliation
− financial account
− international investment position
− IIP reconciliation statement
o

International financial assets and liabilities
− equity versus debt
− international assets and liabilities additional classifications
o

o

hedging foreign currency debt

External lending and debt

11.3 Data sources and validation
o International investment data sources
o Data coverage and undercoverage
o Identifying enterprises of interest
o Data validation.

11.1 What are financial assets and liabilities?
Financial instruments comprise financial contracts between institutional units. Creating
financial instruments usually results in a financial claim with a corresponding asset and
liability. We record the existence of a financial claim in two balance sheets – that of the
issuer of the claim as a liability, and that of the holder of the claim, as an asset. Where
one of the parties to a financial claim is a resident and the other a non-resident, then the
claim is in scope of the international financial accounts.
We recognise debt instruments as financial claims because the issuer has a contractual
obligation to the holder to prepay principal and/or interest. Equity is included as a
financial claim because the holder has a claim on the residual value of the issuing entity.
Options and other derivative instruments result in actual legal obligations, and we include
them in the definition of financial claim, but not all financial instruments result in financial
claims. Gold bullion, held as monetary gold, has no corresponding financial liability, but is
included in the international financial accounts.
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11.2 Presenting New Zealand’s international financial
accounts
The BoP financial account and the international investment position (IIP) describe New
Zealand’s international financial transactions and balance sheet position with the rest of
the world. Conceptually, the financial account measures all transactions between New
Zealand residents and non-residents that arise from changes in the ownership of
international financial assets and liabilities during a period of time. Transactions in
financial assets and liabilities result in balance sheet positions in those assets and
liabilities, which we present in the IIP as they are at the end of each period.
To provide for a variety of analytical needs, we present three ‘views’ of New Zealand’s
financial asset and liability positions with the rest of the world. The three balance sheet
views are:
 international investment position (IIP)
 international financial assets and liabilities
 external lending and debt.
We produce the financial account, and the three balance sheet views each quarter. In
addition, we publish an annual series that uses the same quarterly data but
disaggregates by country and industry.
The BoP financial account and IIP are both measures of New Zealand’s financial assets
and liabilities. While the financial account presents the transactions of assets and
liabilities over a period of time, the IIP presents the position of assets and liabilities at the
end of the period.
The IIP and the financial asset and liabilities series are also measures of New Zealand's
financial assets and liabilities positions, but they are differentiated by classifications of
investment relationships and financial instruments. The IIP uses a functional classification
of investment (direct investment, portfolio investment, financial derivatives, other
investment, and reserve assets); the international financial assets and liabilities series
ues classification by instrument – differentiated between equity and non-equity (primarily
debt) instruments.
The external lending and debt series comprises only a portion of New Zealand's financial
assets and liabilities positions – those represented by debt instruments. We exclude nondebt financial instruments (equity, financial derivatives, and monetary gold) from the
external lending and debt series, and use a functional classification to describe
relationships between the creditor and debtor.
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Table 11.1
Presentations of New Zealand’s international financial accounts
11.1 Presentations of New Zealand’s international financial accounts

Financial account
Transactions

Includes all financial
assets and liabilities
with non-residents

International
investment
position
Position

Includes all financial
assets and liabilities
with non-residents

International
financial assets and
liabilities
Position

External
lending and
debt
Position

Includes all financial
assets and liabilities
with non-residents

Measures only
debt and lending.
Excludes equity,
financial
derivatives, and
monetary gold

Classification is by
instrument
Uses functional
classification of
capital – direct
investment, portfolio
investment, other
investment,
reserves, and
financial derivatives

Uses functional
classification of
capital is used –
direct investment,
portfolio investment,
other investment,
reserves, and
financial derivatives

Financial assets and
liabilities presented
for equity and nonequity instruments
Non-equity
instruments include
debt instruments plus
derivatives and
monetary gold

Uses functional
classification of
capital to
describe creditor
/debtor
relationships

The following sections discuss in more detail: the financial account in conjunction with the
IIP and the IIP reconciliation statement, the international financial assets and liabilities
presentation, and the external lending and debt presentation.

Financial account, IIP, and IIP reconciliation
The BoP financial account and the IIP present New Zealand’s international financial
transactions and balance sheet positions using the same functional classification of
capital, direct investment, portfolio investment, financial derivatives, other investment,
and reserves. The functional classification is based on the motivation of the investor, and
on the instrument type that represents the financial claim, detailed below.
Direct investment – associated with control or significant influence by the direct investor.
This motivation results in a direct investment relationship. Direct investment is regarded
as more stable than, for example, portfolio investment. (See chapter 12 for more about
direct investment, including our treatment of bank funding with direct investment-related
counterparties).
Portfolio investment – comprises tradable debt and equity securities transacted
between parties who are not in a direct investment relationship. Portfolio investors’
motivations are usually associated with investment objectives of liquidity, flexibility, and
investment returns, with less or no significance attached to control and lasting
relationship. Therefore, a higher degree of capital mobility is usually associated with
portfolio investment. (See chapter 13 for more on portfolio investment.)
Financial derivatives – recorded in the financial account and IIP as a separate
functional component. This reflects the special features of derivatives as a means of
transferring risk. For derivative contracts, no funds are advanced and no interest is

86

New Zealand’s international accounts statistics: user guide

payable – the derivative contract derives its value from linking to an underlying
instrument. (See chapter 14 for more on financial derivatives.)
Other investment – a residual category made up of non-tradable instruments between
parties not in a direct investment relationship. Non-tradable instruments include: loans,
deposits, trade finance, and insurance technical reserves. (See chapter 15 for more on
other investment.)
Reserve assets –covers many similar instruments that other functional classifications
include, but which serve functions quite different to other functional categories. Reserves
must be claims against non-residents in foreign currency, and must be readily available to
the authorities – in New Zealand, the RBNZ, and the New Zealand Treasury. Motivations
for holding reserves include supporting foreign exchange intervention policies and crisis
intervention capabilities (see chapter 16 for further information).
Changes in position from one period to another are only partly explained by the
transactions we measure in the financial account – changes are not just from transactions
in financial instruments. Changes in currency exchange rates, market prices of assets
and liabilities, and other factors (eg writes offs) also result in position changes. We
present all these transactional and non-transactional factors in the reconciliation
statement to show change from one point in time to another (see ‘IIP reconciliation
statement’ section below).

Financial account
The financial account records transactions in New Zealand's financial investment abroad
(assets), and foreign investment in New Zealand (liabilities). The asset and liability sides
of the account record transactions that increase and decrease investments. Therefore,
our 'New Zealand investment abroad' series measures transactions that result in a net
acquisition of financial assets – acquisition less disposal over the reference period.
For example: New Zealand's financial investment abroad (asset) records increasing
asset transactions (eg purchase of shares in an offshore company – a financial outflow)
and transactions that decrease assets (eg sale of an offshore subsidiary company – a
financial inflow to New Zealand). Therefore, where decreasing asset transactions (inflow)
exceed increasing asset transactions (outflow), the result is a negative asset transaction
value (divestment, inflow) that reduces New Zealand's investment abroad.
Inflows of financial capital arise from either inflows of foreign investment increasing
liabilities, or from divesting overseas assets. Outflows of financial capital arise from either
transactions reducing liabilities, or transactions increasing assets abroad.
The financial account balance shows the net flow of financial capital into or out of New
Zealand. We show this as the net of foreign investment in New Zealand (liability)
transactions, less the net of investment abroad (asset) transactions.

International investment position
The IIP shows the value and composition of New Zealand’s financial claims over nonresidents, and financial liabilities to non-residents, at a point in time. The difference
between assets and liabilities is our country’s net IIP, which is normally negative.
A net inflow of financial capital usually results in a larger negative net IIP position.
However, valuation changes over the period can reverse this effect. For example, this
can occur where changes in the market prices of assets and liabilities and exchange rate
effects more than offset the transaction effect – resulting in a smaller negative net IIP.
The reconciliation statement shows the contributions of transactions and non-transactions
to the change in the IIP.
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IIP reconciliation statement
Change in the levels of assets and liabilities between the ends of quarters is due to
transactions, measured in the financial account, and other effects on the value of assets
and liabilities. Table 11.2 displays the reconciliation items along with details and
examples of the movements.
Table 11.2
IIP reconciliation items
11.2 IIP reconciliation items

Reconciliation movement

Reconciliation movement details

Net IIP opening balance

Previous period’s net closing position

+/-

Net financial account
transactions

Financial account balance

+/-

Net exchange rate changes

Changes in the NZD equivalent of assets and
liabilities denominated in foreign currencies arising
from currency fluctuations

+/-

Net financial derivative
valuation changes

Net change in derivative position less measured
transactions in derivatives (see chapter 14 on
financial derivatives)

+/-

Net market price changes

Changes in the market prices of assets and
liabilities (eg share prices)

+/-

Net other valuation changes

For example, a lender writing off a loan it expects
will not be repaid

=

Net IIP closing balance

The current period’s net closing position

In the reconciliation statement, we present reconciliation movements in the balance sheet
position for: assets, liabilities, and the net IIP.

International financial assets and liabilities
Our assets and liabilities series focuses on classification by financial instrument, with a
primary distinction between equity and non-equity instruments. In this series, we provide
additional disaggregation of non-equity financial assets and liabilities by instrument type,
along with breakdowns by sector, currency, and residual maturity.
Reconciling the IIP to the assets and liabilities presentation can be achieved by using the
IIP instrument classification within the functional classification, to obtain the equity and
non-equity split we use in the financial asset and liabilities series.

Equity versus debt
Ownership of equity instruments represents a claim on the residual value of the issuing
entity, after the claims of all creditors have been met. Therefore, equity instruments do
not require repayment of principal and/or interest. Nor do equity instruments require
payment of a return governed by prearranged contractual agreement; the ability to pay a
return (dividend) depends on the performance of the issuing entity.
Equity instruments comprise ordinary shares, investment fund shares, and participating
preference shares. Owning equity instruments gives the holder a voice in managing the
issuing entity (voting rights).
Non-equity financial instruments comprise debt instruments such as debt securities,
loans, deposits, trade finance, insurance claims, and other instruments such as financial
derivatives and monetary gold.
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In contrast to equity, debt instruments involve an obligation to repay principal and/or
interest, according to prearranged contractual terms. For the issuer, honouring debt
obligations takes precedence over an equity holder’s interests. Hybrid instruments, such
as preferred shares, also take precedence over ordinary shares.
See chapter 12 for more about how we treat hybrid instruments.
Financial derivatives are not classified as debt instruments, because no principal is
advanced, and no interest is payable. Nevertheless, derivative mark-to-market values at
termination result in an obligation to pay. (See chapter 14 for more information on
financial derivatives.)
Monetary gold is also not a debt instrument – it has no counterpart liability.
These distinctions between equity and non-equity instruments are important for analysing
the risks attached to asset and liability positions, and their composition in the international
balance sheets. For example, due to the contractual obligations (principal and interest) of
debt liabilities, an international liability position composed mostly of debt instruments has
a higher risk than one composed primarily of equity liabilities.

International assets and liabilities – additional classifications
We use these additional classifications in presenting New Zealand’s international assets
and liabilities – instrument, sector, residual maturity, and currency classifications. See
chapter 3 for further details.
The instrument and sector classifications we use are the same as in the detailed financial
account presentation.
The financial instrument classifications are:
 equity and investment fund shares
 debt securities
 loans
 trade credits and advances
 other accounts receivable/payable
 insurance, pension and standardised schemes
 currency and deposits
 reserve position in IMF
 monetary gold
 special drawing rights
 other assets/liabilities.
The sector classifications are:
 deposit-taking corporations, except the central bank (‘banks’ under BPM5)
 general government
 central bank (‘monetary authorities’ under BPM5)
 other sectors.
We also present New Zealand’s non-equity assets and liabilities by residual maturity –
the time remaining before these assets and liabilities are to be settled. This series aids
liquidity analysis.
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Further analysis comes from presenting the non-equity financial assets and liabilities by
the currency in which the assets and liabilities are to be repaid. This helps analyse
currency risk – the risk of change in the domestic currency that is equivalent to the
obligation due in a foreign currency. We also publish annual statistics on hedging foreign
currency external debt, which provides information about New Zealand’s exposure to
financial risk arising from currency fluctuations.

Hedging foreign currency debt
Each year, we collect information from New Zealand businesses about the measures
they employ to hedge their foreign currency external debt. From the survey results, we
publish information about managing foreign currency risks each September.
We collect the hedging information from a sample of New Zealand companies that
contribute the most to New Zealand’s foreign currency external debt.
We ask respondents to state the percentages of their foreign currency external debt
liabilities that are:
 hedged using financial derivative contracts
 hedged against balance sheet assets
 naturally hedged (eg against expected future exports receipts)
 not hedged at all.

External lending and debt
External debt is defined as the outstanding amount of actual, current, and not contingent
liabilities that require payment of principal and/or interest by resident debtors to nonresident creditors at a point in time.
Therefore, our external lending and debt series focuses solely on debt instruments –
SDRs, currency and deposits, debt securities, loans, insurance and pension schemes,
trade credits and advances, and other accounts payable and receivable.
Equity, financial derivatives, and monetary gold are not debt instruments and are
excluded from the external lending and debt series. Excluding all non-debt instruments
distinguishes the external lending and debt series from the other two series.
The series views debt and lending for the same sectors of the New Zealand-resident
transactors as the international asset and liability series does, but adds a further
dimension. It views the data in terms of the relationship between the New Zealandresident transactors and the non-resident counterparties. In doing this, the external debt
series uses the same meaning of the relationship classification that the IIP principles use.
(See ‘Relationship classifications’ within section 3.3 for more information.)
Sector analysis of New Zealand's external debt and lending highlights the special
circumstances arising from the banking sector’s financial intermediation role. It introduces
the category of 'financial capital’ lending and debt – debt between direct investmentrelated financial intermediaries that is not for intermediation. In BPM5 this was called
‘permanent debt’.
We apply this 'related' classification to debt and lending that resident banks have with
non-resident direct investment partners, where that debt and lending is for financial
intermediation (borrowing to lend) purposes. This view of the data, by sector and by
relationship, enables additional analysis related to counterparty risk. (See chapter 18 for
more information.)
We derive the external lending and debt series from the ‘international assets and
liabilities non-equity financial instruments’ series. This is straightforward for liabilities.
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External debt is the international non-equity liabilities component less financial derivative
liabilities.
Deriving external lending from the international non-equity assets series is less
straightforward. Deducting derivative assets from the non-equity assets component
leaves a difference between this derived ‘external debt’ and our published external debt.
The difference is due to the treatment of derivatives that contribute to reserve assets.
(See chapter 14 on financial derivatives and chapter 16 on reserve assets for more
information.)

11.3 Data sources and validation
This section describes our data sources for New Zealand’s international financial
accounts, and how we use other sources to optimise the accuracy of survey data.

International investment data sources
Table 11.3 summarises the data sources, and where we use the data in the published
outputs.

91

New Zealand’s international accounts statistics: user guide

Table 11.3
Institutional sector coverage of New Zealand’s IIP, financial account and
investment income
11.3 Institutional sector coverage of New Zealand’s IIP, financial account and investment income
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Our main data sources for the international financial accounts are quarterly (our primary
source) and annual surveys. We also obtain data about foreign holdings of New Zealandissued debt securities from the RBNZ each quarter.
We supplement quarterly data with annual surveys of smaller transactors. The QIIS is the
primary survey, supplemented by the Survey of Nominees, and RBNZ’s Managed Funds
Survey.
Quarterly International Investment Survey (QIIS) – data about New Zealand-resident
entities’ financial transactions and positions with non-residents.
The survey has four forms, each tailored to a specific sector:
 entities that are not banks or registered insurers – the corporate QIIS form
 registered banks
 registered insurers
 RBNZ and NZ Treasury.
All four QIIS forms request a standard core set of data, covering equity assets and
liabilities, and non-equity assets and liabilities by instrument type. Each form also has
sections specific to the target sector.
For example, because banks are the only type of entity that can have deposit liabilities,
the ‘bank’ QIIS form type includes this instrument classification. The insurance form
requests data about insurance premiums and claims, by type of insurance and
reinsurance. The RBNZ/Treasury form requests data about reserve assets, and the
equity liability section is omitted.
The QIIS requests data on the basis of:
 the investment relationship between the resident reporting unit and the offshore
counterparty – the relationship classifies the offshore party as a direct investor,
direct investee, fellow enterprise, or ‘other’ counterparty.
(See ‘Relationship classifications’ within section 3.3 for more information.)
 instrument type classifications (equity, debt instrument – long- and short-term debt
securities, loans, trade finance, deposits, financial derivatives, and other
instruments).
The level of detail we collect enables us to publish the classification of transactions and
investment positions to the functional classification (direct investment, portfolio
investment, other investment, financial derivatives, reserves), and classify to the types of
financial instrument. Alongside each instrument type, the survey requests data about the
income generated from the instrument – profits, dividends, and interest. (See Chapter 8
for more on investment income.) In addition, we ask for currency of repayment and
residual maturity information for the non-equity instruments.
Managed Funds Survey – the RBNZ supplies edited data to us, which we incorporate
into the BoP and IIP series. Managed funds contribute significantly to New Zealand
investment abroad, in particular portfolio equity and debt securities.
Survey of Nominees – provides data about New Zealand-issued company shares
owned by foreign investors via a New Zealand nominee. We collect data from the New
Zealand nominees about foreign shareholdings because the share-owner name
appearing on the share register is the name of the New Zealand nominee, not the
beneficial foreign owner. This means the entity that issued the shares is unlikely to know
the identity, or residence, of the beneficial owner when shares are held via a nominee,
and would be unable to report data about this foreign ownership of shares in our surveys.
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The RBNZ supplies data about New Zealand-issued debt securities held on behalf of
non-residents by nominees each quarter. This data has estimates of all debt securities
issued in New Zealand and held on behalf of non-residents.
It covers debt securities issued by:
 New Zealand government (central and local)
 state-owned enterprises
 private sector-issued debt securities.
See Statistics on the RBNZ website, tables D1 to D27, for more about securities issued in
New Zealand.

Data coverage and undercoverage
The quarterly surveys are directed at entities that are significant in the aggregate
statistics. We supplement this data with annual collections of less detailed data from
entities not surveyed in the quarterly QIIS and Managed Funds Survey. To reduce
respondent load, we are investigating alternative data sources to surveys.
Individuals with international financial assets and liabilities held on their own account are
out of scope of our data collections. Types of investment activity we do not cover are:
Shares purchased in an Australian company by a New Zealand-resident individual
directly (eg using an Australian share broker). To compensate for this lack, we make an
estimate, which compares the Australian Bureau of Statistics (ABS) estimate of New
Zealand portfolio equity investment in Australia against our own, and uses the difference
as an estimate of our undercoverage. This is added to the IIP. We make no estimate for
New Zealand individuals investing directly in other countries. However, income earned
from these out-of-scope investments is in scope of the Inland Revenue data we use for
international income. (See ’Income derived from Inland Revenue data’ in section 8.4 for
more information.)
Land purchased by non-residents directly, with no company structure. Non-residents who
set up entities to acquire and hold land are in scope of our regular data collections. We
record this as foreign direct investment in New Zealand. However, we do not collect
details of land ownership.
Trusts are technically in scope of our quarterly surveys, but we have little information
about the international investing activities of trusts so we do not measure their overseas
assets and liabilities. However, the international income attributed to trusts is in scope of
the Inland Revenue data on international income that we use.

Identifying enterprises of interest
We identify enterprises to include in the international financial surveys from the:
 Business Register, which has data fields that identify the existence of international
financial connection – ownership, and financial assets and liabilities
 Overseas Investment Office, which provides information about foreign investment
in New Zealand that requires a consent
 media, especially the financial media, which report on investment and related
activity
 RBNZ lists of registered banks, and registered New Zealand insurers.
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Data validation
We validate data reported from surveys against external sources, including:
 enterprise accounts published on the New Zealand Companies Office website, and
the websites of the companies themselves
 New Zealand Stock Exchange announcements
 data about bank balance sheet positions collected by the RBNZ in its standard
statistical return (SSR) – we compare selected SSR aggregate data against
equivalent data reported by banks in the QIIS
 direct enquiry to survey respondents.
The data validation process often leads to revisions to published data, particularly for
complex transactions, such as those arising from merger and acquisition activity. In these
cases, we may not have complete data in time for the first release of statistics for the
relevant reference period.
See chapter 22 for more about our revisions and publications policy.
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12 Direct investment
This chapter describes the concept of direct investment, and how we apply it in New
Zealand’s statistics. Features of direct investment we discuss include: types of capital,
treatment of transactions within affiliated financial entities, and data sources. We also
explain balance sheet and directional presentational bases, along with the concept of
ultimate and immediate investor views of the data.
Topics covered in this chapter are:
12.1 What is direct investment?
o Importance of direct investment
12.2 What direct investment includes
o Hybrid instruments
o Reinvested earnings
o Debt transactions between affiliated financial enterprises
12.3 Data sources
o Reporting unit for data collection
o Direct investors, direct investees, and fellow enterprises
− direct investor
− direct investee
− fellow enterprises
12.4 Different presentations of direct investment statistics
o Directional presentation
o Asset and liability presentation
12.5 Who New Zealand’s main direct investment partners are
o Immediate and ultimate investor
12.6 Foreign affiliates statistics (FATS).

12.1 What is direct investment?
Direct investment involves a resident of one economy having control of, or a significant
degree of influence on, the management of an enterprise in another economy.
Control is established if over 50 percent of the voting power of the enterprise is owned by
the direct investor. We deem significant influence to be where the direct investor owns
10–50 percent of the enterprise’s voting power.
Voting power of an enterprise is usually evidenced by owning ordinary voting capital (ie
shares issued by the enterprise). In the usual case, shares have one-for-one voting
rights, but variations do exist (eg where specific share classes have disproportionate
voting rights such as ‘golden shares’).
Our practice is to treat any ownership of 10 percent or more of an enterprise’s ordinary
shares by a single investor as direct investment. We treat special cases (such as ‘golden
shares’) on a case-by-case basis.
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Unincorporated entities such as branches are not, in legal terms, a separate entity from
the head office. However, in the international accounts we treat branches as resident
units of the economy in which they operate. The value of a branch is measured as its net
asset value (assets less liabilities).
The enterprise undertaking the direct investment is called the direct investor; the
enterprise that receives the investment is the direct investee. Enterprises in a direct
investment relationship are more generally called ‘affiliates’ or ‘affiliated enterprises’.

Importance of direct investment
The key feature defining direct investment is that the investor seeks to control, or exert a
significant degree of influence on, management of the entity. This indicates the prospect
of a long-term investment relationship – the investor is not interested in immediate returns
from the investment as other objectives may take precedence.
Technology and skills transfers can more readily occur between entities in the direct
investor’s group of companies. Specialisation of function between a group’s entities
around the world contribute to growth of global supply chains. Direct investment driving
international interconnectedness is a key part of globalisation.
The direct investor’s motivations are different to those of a portfolio equity investor –
whose entity shareholdings do not exceed 10 percent. The portfolio investor is typically
motivated by risk and return factors, and has a short-term focus. These factors can result
in significant volatility in portfolio investment transactions, as investors seek to maximise
profitable opportunities and minimise their potential loss.
For these reasons, direct investment is usually seen as a more stable form of
international investment than portfolio, and indicates the future prospects of an economy.

12.2 What direct investment includes
Direct investment statistics include all financial transactions and balance sheet positions
between direct investment-related enterprises.
Table 12.1 discusses the three types of direct investment capital presented in BoP and
the IIP along with their special features.
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Table 12.1
Types of direct investment capital
Type of direct investment
Discussion
capital
For listed companies,
this is the number of
shares owned by the
direct investor times the
Equity
share price. For unlisted
and unincorporated
entities, this is net asset
value
12.1 Types of direct investment capital

Special feature
Transactions in equity
are the purchase/sale of
shares in a direct
investment entity; and
for unincorporated
entities, injection of
capital into / repatriation
of capital from, the entity

Income retained in the
direct investment
enterprise after
distribution of dividends

Equity and
investment
fund shares
Reinvested
earnings
(financial
account)

Operating earnings of
direct investees are
attributed to the direct
investors in proportion to
that investor’s level of
ownership

Retained earnings are
treated as direct
investment equity
transactions and as
equity income

This contrasts with
portfolio investment,
where only dividends are
attributed to the
shareholder

Debt instrument assets and
liabilities

Transactions and
positions between the
direct investor and direct
investee – includes
loans, debt securities,
trade finance. SDRs,
monetary gold, currency,
interbank positions, and
pension entitlements are
excluded.
Derivatives are not debt
instruments – we record
all derivatives in the
‘financial derivatives’
component

No debt between
affiliated financial
corporations is treated
as direct investment.
This applies to deposittaking institutions
(banks), investment
funds, and other
financial intermediaries
(except insurance
corporations)
We classify insurance
technical reserves
between affiliated parties
to ’Other investment;
insurance technical
reserves’

Hybrid instruments
Hybrid instruments are financial instruments that have both debt and equity
characteristics. (See ‘Equity vs debt’ in section 11.2 for more discussion). These
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instruments are common in entities that are in a direct investment relationship.
Preference shares are a type of hybrid instrument.
In New Zealand’s international accounts, we treat hybrid instruments as debt instruments
where:
 a voting right is attached to the hybrid instrument and those rights have lesser
status than the rights attached to ordinary shares
 holders of the instrument do not have a claim on the residual value of the issuing
entity; there is an obligation to repay according to a predetermined formula
 a fixed income is attached to the instrument – including income that may be reset at
predetermined intervals.

Reinvested earnings
Reinvested earnings is a non-transaction item included in measuring direct investment
(see table 12.1). We record it as an imputed transaction that adds to the capital held by
the direct investor in the direct investment enterprise. It is also recorded as an imputed
income attributable to the direct investor. The reinvested earnings measure in BoP aligns
with the economic concept of income and differs from the accounting concept.
In economic accounts, the concept of ‘operating surplus’ excludes the effect of value
changes. In QIIS, we ask respondents to report their total after-tax comprehensive
income, and specific items for adjustment. These items include movements in foreigncurrency reserves, and movements in other reserves, from the statement of total
comprehensive income.
From the income statement, these items include:
 losses on the write-off of goodwill and other intangibles (excluding software)
 impairment losses on credit, advances, loans
 foreign currency gains/losses
 realised and unrealised fair value gains/losses on financial instruments
 realised gains/losses from disposing of subsidiaries and or physical
assets/liabilities.
To calculate operating income, we deduct the values for these ‘disclosure’ items from the
reported total comprehensive income. We then derive the reinvested earnings from the
recalculated operating surplus – by deducting dividends.

Debt transactions between affiliated financial enterprises
Most of New Zealand’s registered banks are foreign owned, with a significant portion of
their debt funding being from abroad. Some of this offshore funding is raised by the New
Zealand banks themselves, often through a direct investment entity located offshore.
They source some from the foreign direct investor parent, or offshore entities within the
parent group. The rest is raised from unrelated parties.
BPM6 guidelines require that we classify all debt transactions (borrowing and lending)
between resident and non-resident affiliated financial entities to portfolio investment or
other investment. For example, offshore funding from a financial sector entity in the form
of debt securities to a New Zealand bank is classified to portfolio investment. If loans are
involved, these are classified to other investment. This is because the resident bank’s
debt is not strongly connected to the direct investment control and influence purposes.
They are more linked to the purpose of intermediation by the resident entity.
BPM5 guidelines required us to classify the debt between affiliated entities to direct
investment capital, if the debt was linked to direct investment purposes (ownership and
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control). Other debt, for intermediation purposes, was classified to portfolio investment or
to other investment depending on the instrument type.
In New Zealand’s external debt statistics, we retain a ‘deposit-taking corporations,
financial capital lending/borrowing’ classification. This represents the debt and lending of
deposit-taking corporations that we have identified as financing not for intermediation.

12.3 Data sources
This section describes the data sources and reporting unit for direct investment statistics.
The data is sourced from QIIS, a sample survey that is the primary data source for most
of New Zealand’s international financial statistics.
The survey requests data on:
 the investment relationship between the resident reporting unit and the offshore
counterparty, classifying the offshore party as a: direct investor, direct investee,
fellow enterprise, or other counterparty
 instrument type classification (eg equity, debt instrument such as debt securities,
loans, trade finance, derivatives).
This level of detail in the survey enables us to classify transactions and investment
positions to the functional classifications (direct investment, portfolio investment, financial
derivatives, and other investment), as well as the type of financial instrument.
We supplement the QIIS with less detailed data that we collect annually in the AIIS (from
entities not surveyed quarterly).

Reporting unit for data collection
QIIS requests data about transactions and positions between New Zealand enterprises
and the rest of the world. Many enterprises in the survey population are part of a group,
where several enterprises share a common owner.
In some cases, the common owner is a holding company whose purpose is to own
several enterprises in the group. The holding company is usually the ‘top’ enterprise in
the New Zealand group of companies, and its financial accounts are produced on a
consolidated basis. That is, transactions and positions within the group are netted out to
present a set of accounts that describes the group’s transactions with external parties.
These parties may be located both on- and offshore.
The QIIS is targeted at the top enterprise in the New Zealand group of companies. We
ask the unit reporting in the QIIS to report for the whole New Zealand group.
Table 12.2 summarises the group top enterprise (GTE) reporting guidelines for the direct
investment transactions.
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Table 12. 2
New Zealand GTE reporting for direct investment transactions
12.2 New Zealand GTE reporting for direct investment transactions

High-level transaction

Basis of reporting by New Zealand GTE
Equity value reported is the consolidated market value of
the New Zealand enterprise group

Foreign direct equity
investment in New Zealand

Value attributed to foreign direct investor is their
percentage ownership in the New Zealand GTE
Proportion of operating income (dividends and retained
earnings) earned by foreign direct investor is determined
by this ownership level

New Zealand direct equity
investment abroad

Where a New Zealand enterprise group has direct
investment subsidiaries and associates offshore, we
determine value of the offshore companies by level of
New Zealand enterprise group’s ownership of
consolidated equity of the offshore subsidiaries and
associates
Proportion of operating income earned by New Zealand
investor determined by this ownership level

Borrowing

Direct investment debt and other financial instrument
liabilities are those of New Zealand-resident entities to
their foreign direct investors, direct investees, and
affiliated enterprises

Lending

Direct investment debt and other financial instrument
assets are claims of New Zealand-resident entities to
their foreign direct investors, direct investees, and
affiliated enterprises

Direct investors, direct investees, and fellow enterprises
Direct investment statistics cover all international transactions and positions between
enterprises in the same group.
Figure 2 shows the different relationships within a group from a New Zealand
perspective.
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Figure 2
Relationships within a group of companies from a New Zealand perspective
2. Relationships within a group of companies from a New Zealand perspective

These relationships are important and we use them to describe direct investment
statistics in the IIP and financial account. We describe the relationship classifications in
more detail below.
Direct investors – non-residents (individuals, enterprises, or groups of related
enterprises) that hold 10 percent or more of the ordinary shares or voting power. We
classify the value of the equity held by the overseas parent company as direct investment
equity liabilities. Any borrowing from the immediate or ultimate parent company is
classified as direct investment debt liabilities.
Direct investees – non-resident enterprises (subsidiaries, associates, branches, joint
ventures, partnerships, trusts) in which a New Zealand company holds 10 percent or
more of the ordinary shares or voting power. We classify the value of the equity held by
the New Zealand company as direct investment equity assets. Any lending to the
overseas subsidiary is classified as direct investment debt assets.
Fellow enterprises – non-residents that have the same immediate or ultimate overseas
parent (direct investor) as a New Zealand company, but without a direct ownership link
between the two companies. Any borrowing or lending between the New Zealand
company and fellow enterprise is included in direct investment statistics. ‘Fellow
enterprises’ is a new relationship defined in BPM6, therefore, fellow enterprise data is
only available from the June 2014 quarter – when the QIIS was updated to capture the
appropriate data.
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12.4 Different presentations of direct investment
statistics
Direct investment statistics can be presented in two different ways depending on their
use. We publish aggregate figures according to the ‘asset and liability’ presentation while
country and industry breakdowns are published annually as a ‘directional’ presentation.

Directional presentation
The directional principle presents direct investment on a net basis by grouping asset and
liabilities transactions together according to the relationship between the two transacting
companies.
New Zealand investment abroad (ODI) represents the net asset position between New
Zealand direct investors and their overseas subsidiaries. We subtract any borrowing the
New Zealand investor makes from the overseas subsidiary from any assets between the
two parties.
Foreign investment in New Zealand (FDI) represents the net liability position between
New Zealand companies and their overseas parent companies. We subtract any lending
the New Zealand company makes to the overseas parent from the liability position (ie
value of foreign-owned equity and borrowing).
The main benefit of this presentation is that FDI/ODI positions are not overstated when
capital is 'passed through' a country – for example, if a New Zealand company borrowed
from its Australian parent and then lent these funds on to a related Australian company.
The directional principle was used under BPM5; we continue to use it when presenting
country and industry statistics under BPM6.

Asset and liability presentation
The asset and liability presentation is a new presentation BPM6 recommends. This
classifies direct investment transactions according to the nature of the underlying
transaction (ie asset or liability).
We classify all lending between New Zealand companies and an overseas related party
as ‘direct investment assets’. All borrowing between New Zealand companies and their
related overseas parties are classified as ‘direct investment liabilities’.
Figure 3 shows the differences between the two presentations.
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Figure 3
Example of ‘asset and liability’ vs ‘directional’ presentation of direct investment
3. Example of ‘asset and liability’ vs ‘directional’ presentation of direct investment

12.5 Who New Zealand’s main direct investment
partners are
We have a particular focus on understanding New Zealand’s main direct investment
partner countries. Country statistics highlight our main economic relationships, and are an
important consideration in trade policy. New Zealand’s main direct investment partner
countries are Australia, the United States, and the United Kingdom – both as the source
of foreign direct investment in New Zealand, and the destination of New Zealand’s direct
investment abroad.

Immediate and ultimate investor
We compile statistics about New Zealand’s direct investment partner countries on an
immediate investor basis.
This means that for foreign direct investment in New Zealand:
 the country recorded as being the source of foreign direct investment in New
Zealand is the location of the entity having the legal ownership of the shares issued
by the New Zealand entity
 this immediate direct investor may in turn be owned by an entity resident in another
country, which in turn could be owned by an entity resident in a third country, which
may be the ultimate investor.
See Ultimate Sources of Foreign Direct Investment (PDF on Statistics’ NZ website) for
our analysis of ultimate sources of foreign direct investment.
The main finding from this 2011 report was that about 20 percent of foreign direct
investment in New Zealand had an ultimate direct investor in a country other than the
immediate investing country.
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12.6 Foreign affiliates statistics
Foreign affiliates statistics (FATS) present different perspectives on the impact of direct
investment, and complement the standard measures of international financial
transactions and positions.
FATS provide information about New Zealand-resident entities that are foreign controlled,
and for foreign affiliates controlled by a resident entity.
The behaviours and characteristics of enterprises with foreign affiliations are likely to
differ from those of enterprises that operate entirely within their domestic economy. For
example, patterns of employment, location, profitability, and industry concentration. For
this reason, FATS are useful for trade, investment, and development policy purposes.
New Zealand’s inward foreign affiliate statistics (on Statistics’ NZ website) looks at foreign
controlled businesses in New Zealand. The 2014 study used existing data collected for
the BoP and IIP statistics, and the immediate foreign investor basis, to identify countries
of investors.
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13 Portfolio investment
This chapter defines portfolio investment, identifies the sources used to compile data and
discusses the quality of the data.
Topics covered in this chapter are:
13.1 What is portfolio investment?
13.2 Key features of New Zealand’s portfolio investment statistics
13.3 Data sources
13.4 Data quality
o Coverage issues
o Transactions vs other changes
o Valuation issues.

13.1 What is portfolio investment?
In the international accounts, we define portfolio investment as cross-border transactions
and positions in equity and debt securities, other than those included in direct investment
or reserve assets.
A portfolio investor’s motivations are usually associated with the investment objectives of
liquidity, flexibility, and investment returns, with less or no significance attached to control
and lasting interest. Compared with direct investment, a high degree of capital mobility is
usually associated with portfolio investment.
We present portfolio investment statistics as:
o Portfolio investment
− equity and investment fund shares
− debt securities.
Equity comprises instruments representing claim on the residual value of the issuing
entity, after the claims of all creditors are met. Equity instruments include ordinary shares
and participating preference shares. Owning equity instruments gives the holder a voice
in managing the issuing entity (voting rights). Portfolio equity investment is where the
shares held by an investor are less than 10 percent of the enterprise’s shares on issue.
We classify holdings above 10 percent as direct investment (see chapter 12).
Investment funds are vehicles where investors pool funds to invest in financial and/or
non-financial assets. Investment fund shares are the shares issued by these collective
investment vehicles, rather than the investments of the funds themselves.
Debt instruments involve an obligation to repay principal and/or interest, according to
prearranged contractual terms. Debt securities are debt instruments that are negotiable.
We record transactions and positions in non-negotiable debt instruments (eg loans and
deposits) in ‘other investment’ (see chapter 15), unless they are included in direct
investment or reserve assets (see chapter 12).
We use the term ‘debt’ security to describe the holder’s asset, and the issuer’s liability.
Debt securities include both long- and short-term instruments. Long-term debt securities
have an original contractual maturity of more than one year (or no stated contracted
expiry date). Examples include convertible bonds, dual currency bonds, zero coupon and
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other deep discounted bonds, indexed bonds. Short-term debt securities have an original
contractual maturity of one year or less (or are payable on demand). Examples of shortterm debt securities include: treasury bills, short-term notes, issues under note issuance
facilities, certificates of deposit, commercial paper.

13.2 Key features of New Zealand’s portfolio
investment statistics
New Zealand’s portfolio investment abroad (assets) is dominated by fund managers’
activity. Collectively, funds under management by fund managers account for most of
New Zealand’s investment in overseas-issued equity and debt securities. Funds under
management include those from superannuation schemes, including KiwiSaver schemes.
We also include offshore investments of the New Zealand Superannuation Fund and the
Accident Compensation Corporation (ACC).
New Zealand’s portfolio equity liabilities comprise New Zealand-company-issued equity
held by foreign investors. Our debt liabilities are mainly debt securities issued by New
Zealand-resident banks and the New Zealand government that are held by foreign
investors. The government debt securities are part of the government’s deficit financing
programme.
The deposit-taking corporations (eg banks) sector’s debt securities held by foreign
investors are part of the sector’s offshore funding. Banks also fund from offshore using
non-negotiable instruments such as loans and deposits. We classify all bank funding from
offshore to either portfolio or other investment. This includes funding from their foreign
direct investors and direct investees. (See chapter 18 for more about this.)

13.3 Data sources
Table 13.1 summarises the main data sources for our statistics about portfolio investment
– the quarterly surveys of transactors and data supplied each quarter by the RBNZ.
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Table 13.1
Portfolio investment data sources
Source
Description
13.1 Portfolio investment data sources

Quarterly International
Investment Survey
(QIIS)

Collects data from both depository and non-depository
corporations about their international assets and liabilities

Nominees Survey
(quarterly)

Collects data about shares issued by NZ companies and
held by non-resident beneficial owners via a NZ nominee.
Data supplements the QIIS significantly – many offshore
investors use nominees to hold shares, rather than
holding them in their own name. This is key to identifying
the investor’s residence – the name on the share register
shows the nominee, not the beneficial owner

Quarterly Managed
Funds Survey

RBNZ survey, developed by RBNZ and Statistics NZ –
has sections specific to our data needs. Supplemented by
Annual Survey of (smaller) Fund Managers

RBNZ data about New
Zealand-issued debt
securities

Data supplied each quarter about debt securities issued in
NZ and held by non-residents. Is the data source about
government and local authority-issued debt securities
held by non-residents; supplements QIIS data for debt
securities issued by NZ entities and held by non-residents
via nominees

We also include an estimate of equity issued by Australian companies and held directly
by New Zealand households in ‘portfolio equity investment.’ Directly held equity refers
to investments that households or individuals manage themselves and hold in their own
custody. This contrasts with investments made, for example, via a collective scheme (eg
those operated by fund managers).

13.4 Data quality
We use a variety of sources to compile statistics about New Zealand’s international
portfolio investment transactions and positions, and the associated income. This reflects
the nature of portfolio investment instruments. It also reflects the scope of the
opportunities existing for a wide range of institutional units, from enterprises to
households, to engage in cross-border investment transactions. While we consider our
data collection framework to be sufficient to produce good quality outputs, we have some
areas of concern, as outlined below.

Coverage issues
Our data collection framework is centred around collecting data from entities, and
households are out of scope. Therefore, investment abroad by New Zealand-resident
households is under-measured. However, we do make an estimate for New Zealand
households’ investments, on their own account, in equity securities issued by Australian
companies. We use ABS data about New Zealand portfolio equity investment in Australia,
and compare this with our own estimates. We do not estimate for New Zealand
household (on own account) investment in other parts of the world – we have no sound
basis for estimating for this.
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Some entities that engage in portfolio investment abroad are undercovered in our data
collections. Trusts are among these.
Identifying the issuers and holders of equity and debt securities is not always
straightforward. Because securities can be readily bought and sold, respondents to our
surveys may not necessarily know the identity of the beneficial owners of their issued
securities. We use data from New Zealand nominees to look past the first level of holder
to identify beneficial owners who are non-residents. The RBNZ is developing a securityby-security database of equity and debt securities issued in New Zealand. Information
about these securities includes the identity and country of security issuers and holders.
We expect this database to provide valuable information for New Zealand’s national and
international financial statistics, once available.
We are still to implement the BPM6 recommendation to record the reinvested earnings of
investment funds or unit trusts as both financial account transactions and investment
income. This is due to difficulties fund managers have in isolating and reporting the
required data. We anticipate the magnitude of reinvested earnings of investment funds
and unit trusts to be small.

Transactions versus other changes
We consider portfolio asset and liability position data to be of higher quality than the net
transactions data. Often disaggregating transactions data from non-transaction changes
is an issue for both assets and liabilities. The design of accounting systems and the
volume of trading in portfolio debt instruments can make it difficult for many respondents
to isolate transaction from non-transaction effects (eg exchange rate and market price
effects).

Valuation issues
We request market value of debt securities in our data collections. For some liabilities,
reporting is usually nominal value (ie the face value of the security outstanding, plus any
accrued interest). Debt security assets are likely to be reported at a mix of nominal and
market values. Market value reporting is likely where the New Zealand holder is a
portfolio investor. Debt securities held as reserve assets are reported at market values
and New Zealand government debt security liabilities are recorded at market value.
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14 Financial derivatives
This chapter describes financial derivatives, where we record them in New Zealand’s
international accounts, and interprets the statistics. Other features we discuss are data
quality and the differences between Statistics NZ’s practice and the IMF framework.
Topics covered in this chapter are:
14.1 What are financial derivatives?
14.2 Derivatives in the financial account and IIP
14.3 How derivatives relate to the other international account statistics
14.4 Data quality
14.5 Interpreting derivatives transactions data
14.6 Reconciling derivative transactions to position change in the IIP
14.7 Data sources/collection
14.8 History of derivatives in New Zealand’s BoP and IIP statistics
14.9 Statistical framework versus Statistics NZ practice
o How Statistics NZ differs from BPM6
o Repayable and non-repayable margins
o Why Statistics NZ adopted the simplified treatment
14.10 Market volatility, derivatives, and net errors and omissions.

14.1 What are financial derivatives?
Financial derivatives (derivatives) are a type of financial instrument that can be used to
manage various types of risk. Derivatives can also be traded in their own right (ie
contracts bought and sold).
Derivative contracts derive their value from linking an underlying instrument (eg a
financial instrument such as a bond, interest rate, physical commodity) to some other
benchmark (eg foreign exchange rates, interest rates, or a commodity price index).
Differences between the derivative contract rate and the actual indicator rate (eg foreign
exchange rate, interest rate, commodity price) generates a derivative contract value.
Derivatives arise in the international accounts when residents engage in transactions in
derivatives with non-residents. Types of contract include:
 cross-currency swaps – two parties exchange principal amounts in different
currencies, along with the associated interest transactions
 forwards – two parties agree to exchange amounts of foreign currency principal, at
an agreed price and an agreed date in the future.
An example of a derivative transaction is when a contract expires. In an 'out of the
money' (liability) position, contract expiry results in a payment (cash outflow) to the
derivative counterparty. We record this in the financial account as a transaction in
derivatives, which decreases liability. Conversely, settlement of a contract in an 'in the
money' (asset) position results in a cash inflow, and is recorded as a decreasing asset
transaction.
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Contracts expiring is reflected in the IIP as a change in position. The relationship between
IIP derivative transactions and IIP positions is not straightforward, as a derivative contract
can be in an asset position at the start of a period and a liability position at the end.

14.2 Derivatives in the financial account and IIP
In the financial account and the IIP, we record derivatives as a separate functional
component. In New Zealand’s BoP and IIP accounts, we do not include derivatives
associated with reserves management in the derivatives component. They are included in
‘reserves’ (see chapter 16 for more). In addition, we do not measure transactions and
positions in employee stock options.
Recording derivatives as a separate functional component reflects the special feature of
derivatives as a means of transferring risk.
For derivative contracts, no funds are advanced and no interest is payable. In contrast,
equity (shares) and debt instruments (eg loans, debt securities), are a way to supply
funds. Debt instruments involve an obligation to repay principal, and usually interest.
Although equity securities are a liability of the issuing entity, owning them involves only a
claim on the residual value of that entity. Income attributed to owners of equity securities
depends on the issuing entity’s performance, in contrast to a contractual rate of return
(interest) that is usually attached to a debt instrument.

14.3 How derivatives relate to other international
account statistics
The quarterly financial account and IIP series include data about derivatives. The external
lending and debt series exclude derivatives, while the annual hedging statistics provide
information about risk management practice.
The ‘external lending and debt’ series excludes derivatives, because derivatives are not
defined as debt.
Each year we release statistics about the hedging of New Zealand’s foreign-currency
external debt. These statistics show, at 31 March each year, how much of the external
debt is hedged by derivative contracts, by natural hedge, or not hedged. Information
about hedging practice helps analyse a country’s financial risk. For example, a large
depreciation of the New Zealand dollar (NZD) against our major borrowing currencies
usually results in a large rise in the NZD-equivalent of the foreign currency debt due to
offshore lenders. A high degree of hedging of these borrowings can indicate less
vulnerability to such currency fluctuations. The IMF uses our hedging survey results in its
Article IV reports about New Zealand, and the RBNZ uses them in its financial stability
reports.

14.4 Data quality
The derivative contract mark-to-market values data in the IIP is of good quality.
Respondents report this data in BoP surveys run since June 2000. The derivatives
transaction data in the financial account is of lesser quality.
We have requested derivative transactions data since the June 2014 quarter. The
discussion later in this chapter identifies weaknesses in the transactions data – notably
the extent of reporting and the classification of data. We are working with respondents to
improve the quality and classification of derivative transactions data.
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14.5 Interpreting derivatives transactions data
We use a flow basis to record transactions in derivatives. That is, we record inflows as
reducing asset transactions and outflows as reducing liability transactions.
From the point of view of the New Zealand-resident party to a derivative contract:
 a receipt (or inflow) reflects a transaction to settle or reset contracts that are ‘in the
money,’ or results from a financial derivative contract being in an 'in the money'
(asset) contract fair-value position
 a payment (or outflow) reflects a transaction to settle or reset contracts that are ‘out
of the money’; or results from a financial derivative contract being in an ‘out of the
money’ (liability) contract fair-value position.

14.6 Reconciling derivative transactions to position
change in the IIP
Our standard practice for measuring a financial instrument in the international accounts is
to record its value at the start and end of a period; and then record the causes of change
in the value of the instrument between those two points in time.
Changes in the value of an instrument between points in time arise from:
 transactions in the instrument (ie buying or selling)
 non-transaction effects (eg changes in the NZD-equivalent due to exchange-rate
variation, market price changes, and other changes such as write offs).
Using this standard approach, reconciling a change in the IIP position for an instrument
(eg portfolio debt securities), from one point in time to another, is the sum of net
transactions, plus the sum of the changes in exchange rates, market prices, and other
valuation effects occurring between the two points.
Our approach to reconciling opening and closing positions does not work well for financial
derivatives. The mark-to-market value of a derivative contract can change from asset (in
the money) to liability (out of the money) between the start and end of a reporting period;
or within a reporting period.
To reconcile derivative change in position from one point to another, our practice is:
 to calculate the total change in position
 from this, we deduct measured transactions
 we treat the remainder as the financial derivative valuation change – the item in our
reconciliation account.
Therefore, in the reconciliation statement, the item ‘financial derivative valuation changes’
for:
 assets – is the change in asset position less financial account derivative asset
transactions
 liabilities – is the change in liability position less financial account derivative liability
transactions.
And, ‘net financial derivative valuation changes’ is the net asset valuation change less the
net liability valuation change.

14.7 Data sources/collection
We collect data about derivative contract values and transactions each quarter in the
QIIS and the RBNZ’s Managed Funds Survey. Banks are the largest contributors to the
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data. Fund managers, large corporates, and other financial units such as insurers also
contribute.

14.8 History of derivatives in New Zealand’s BoP and
IIP statistics
Since the June 2000 quarter we have collected data about the mark-to-market value of
derivative contracts. Data on futures and margin accounts include both end-period
balances and transactions during the quarter. We published derivative positions data in
the IIP. Data on futures and margin accounts was included in the financial account and
IIP under ‘other investment: deposits’.
Gaps remained for derivative transactions data in the financial account. The surveys we
used to collect financial account data from June 2000 to March 2014 did not request
information about cash received, or paid, for:
 initiating, trading, and settling derivative contracts
 ongoing servicing of derivative contracts (eg interest-rate swap receipts and
payments, posting and receipting collateral).
We also lacked clarity about the nature of the data that was actually reported for futures
and margin accounts. The reported data did include some collateral data that represented
transactions in derivatives. However, all futures and margins were classified to deposits
in the statistics.
As part of the BPM6 implementation project, we changed the derivatives data request in
QIIS and the Managed Funds Survey. These changes closed the gap in the
measurement of transactions in derivatives. The changes were effective from the June
2014 quarter.
Our current data collection on derivatives is structured as follows:
 derivative and collateral cash receipts and payments (financial account)
 collateral account balances arising from derivative contracts (in IIP)
 derivative contract mark-to-market positions (for IIP).

14.9 Statistical framework and our practice
This section describes our practice for recording transactions in derivatives. It differs from
the BPM6 framework, which requires a distinction between transactions in repayable and
non-repayable margins.

How Statistics NZ differs from BPM6
In BPM6, transactions in collateral and margin that arise from derivative contracts are
divided into:
 non-repayable (classified to derivatives)
 repayable (classified to deposits).
At Statistics NZ, we make no distinction between repayable and non-repayable margins
and we classify all transactions to derivatives. This applies to balances as well as
transactions. This reporting difference is due to keeping data collection easy for
respondents.
The aggregate levels for BoP and IIP are unaffected by our recording practice; however,
it affects data at the instrument level (for deposits and derivatives).
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Repayable and non-repayable margins
Posting non-repayable margin is classified in BPM6 as a derivative transaction because
the margin payment is not returned to the payer. The effect of the margin is to change the
derivative contract value; the margin reduces the ‘out of the money’ (liability) position.
Conversely, we treat owning repayable margin as remaining with the payer. In these
cases, payments (posts) of margin are an asset of the payer and a liability of the
counterparty. The purpose of the margin posted as collateral in response to an ‘out of the
money’ position is to reduce the credit risk the counterparty carries.
If the party that posted the collateral defaults on an ‘out of the money’ contract, the
collateral passes to the counterparty. This reduces the loss they would have otherwise
suffered without the collateral.

Why Statistics NZ adopted the simplified treatment
Respondents we consulted while developing the survey forms identified several reporting
issues relating to derivative transactions. The main issue was that distinguishing between
repayable and non-repayable margin accounts would be very difficult in practice.
The reasons for the difficulty were:
 distinguishing between different types of transactions and reporting these
separately was a difficult proposition
 obligations may be settled on a net basis, so that for each counterparty, payable
and receivable values across all contracts with the same counterparty are netted to
an aggregate receipt or payment amount
 some respondents can report only partial data (and others, none at all)
 Therefore, to preserve the central objective of collecting derivative transactions
data we decided to ease the reporting burden as much as possible. To do this, we
reduced our request to the minimum level, and asked for: all derivative and
collateral transactions to be reported as receipts (inflows) or payments (outflows),
without distinguishing between transaction types
 data to be reported on a net basis at the survey respondent’s option.
In our published statistics, we record all derivative collateral and other derivative
transactions as transactions in derivatives. The loss of detail affects classification rather
than aggregate data. Collecting derivatives transactions data is a step forward and partly
fills a gap in our financial account data.

14.10 Market volatility, derivatives, and net errors and
omissions
Transactions in derivatives are likely to be more significant during periods of exchangerate and interest-rate volatility. The volatility itself generates a greater volume and value
of transactions in collateral margins and derivative settlements.
At the peak of the global financial crisis (GFC) in the December 2008 quarter, there was
significant volatility in exchange and interest rates. In New Zealand’s IIP, our recorded
derivative asset and liability position values at 31 December 2008 were about double of
those at 30 September 2008. The volatility in exchange and interest rates was likely to
have generated significantly larger derivative transactions during this period. We regard
these missing transaction values as a significant cause of the very large residual we
recorded in the December 2008 quarter.
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15 Other investment
This chapter introduces other investment, identifies data sources, and highlights data
quality issues.
Topics covered in this chapter are:
15.1 What is other investment?
15.2 Instrument classification
o Other equity
o Currency and deposits
o Loans
o Insurance, pension, and standardised guarantee schemes
o Trade credit and advances
o Other accounts receivables/payables
o Special drawing rights (SDR) allocations
15.3 Valuation
15.4 Data sources
15.5 Data quality.

15.1 What is other investment?
In our international accounts, ‘other investment’ is a residual category that records
transactions and positions in financial instruments not classified to direct investment,
portfolio investment, financial derivatives, or reserve assets. Transactions and positions
recorded within this category are generally between unrelated parties or where one party
to a transaction has owns less than 10 percent in the counterparty. The financial
instruments we record as other investment include non-tradable instruments such as
loans, deposits, and trade credits.
Other investment also includes debt between a resident bank and its foreign direct
investment affiliates. This is because we do not consider a bank’s debt to its affiliates to
be strongly connected to the direct investment purposes – control and influence. The debt
is more strongly linked to a bank’s financial intermediation function.

15.2 Instrument classification
Other investment data is primarily classified by financial instruments. Each instrument
type is further classified by institutional sector of the lender for assets, and the borrower
for liabilities. (See also ‘institutional sector classifications’ within chapter 3.)
The instrument classification of other investment covers:
 other equity
 currency and deposits
 loans
 insurance, pension, and standardised guarantee schemes
 trade credit and advances
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 other accounts receivable/payable
 Special drawing rights (SDRs).

Other equity
Other equity comprises equity that is not classified as direct investment, portfolio
investment, or reserve assets. It is not in the form of securities, and can include the
ownership of land by foreign investors represented in a notional resident enterprise. In
New Zealand’s statistics, we include foreign ownership of land in direct investment.
Recording ‘other equity’ in our statistics is limited to New Zealand’s ownership interest in
international organisations.

Currency and deposits
Currency and deposits covers ‘at call’ and ‘term’ deposits, and foreign currency holdings.
In principle, deposit liabilities can be held only by deposit-taking corporations (eg banks).
Deposit assets can be held by both depository and non-depository corporations. We
classify interbank positions to the instrument type in which the asset or liability is
recognised. Therefore, interbank loans are classified to loans. Interbank positions that
facilitate financial intermediation (eg Nostro and Vostro accounts used to settle
international transactions), are classified to that item.
Repayable derivative margin accounts are in principle treated as deposits and classified
to this item. However, in our statistics we classify transactions and positions to financial
derivatives. (See chapter 14 for more information.)

Loans
Loans are created by a creditor directly lending funds to a debtor, through a contractual
arrangement in which the lender either receives no security evidencing the transaction, or
receives a non-negotiable document or instrument.
We treat the funds received from a reverse security transaction (repo) as a loan. This is
the collateralised loan approach to recording these types of transactions. Therefore,
where a security is supplied to another party in exchange for cash, with an agreement to
repurchase the same or similar security at an agreed future date, then:
 the security remains on the accounts of the provider
 the cash received by the security provider is recorded as a loan liability.
Our loans data also includes the value of the outstanding debt of student loan borrowers
who are away from New Zealand for one year or more. This uses Inland Revenue data
(see chapter 23 for more about our use of administrative data).

Insurance, pension, and standardised guarantee schemes
In principle, 'Insurance, pension, and standardised guarantee schemes' consists of:
 non-life insurance technical reserves
 life insurance and annuity entitlements
 pension entitlements, claims of pension funds on pension managers, and
entitlements to non-pension funds
 provisions for calls under standardised guarantees.
In our statistics, we limit data to non-life insurance and life insurance. Data for the
remaining items is not available.
In the New Zealand context, most of our data is non-life insurance technical reserves.
The most significant of this is the re-insurance recoverables (claim assets) that resident
insurers have against non-resident reinsurers. This includes re-insurance recoverables
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for events such as the 2010/11 Canterbury earthquakes. Non-life insurance liabilities are
the claims that New Zealand insurers have due to their non-resident policy holders. Life
insurance liabilities to non-resident policy holders are in scope of our data collection, but
the cross-border level of this business is small.
See chapter 19 for more information about insurance in our international accounts.

Trade credit and advances
Trade credits and advances include credit extended directly by goods and services
suppliers to their customers, advances for work in progress (or yet to be undertaken), and
prepayments by customers for goods and services not yet provided.
Trade credits arise when payment for goods or services is not made at the same time as
goods ownership changes or the service is provided. For example, the export of goods
with payment due on three- month terms results in an asset entry (trade debit).
Acquiring large-value capital equipment items (eg transport and military equipment) can
involve progress payments. In these cases we record each progress payment as an
asset transaction (trade debits). The asset balance is accumulated as a result of
progress payments. When the purchaser assumes ownership of the equipment we
transact the trade debit asset to a zero balance (negative debit transaction), and record
the capital equipment item as a merchandise import (debit).

Other accounts receivable/payable
Other accounts receivable/payable is a residual category for financial assets and
liabilities that do not relate to goods and services, and are not classified to any other item
(eg bonds, notes, money market instruments, trade creditors and debtors, deposits,
loans, or financial derivatives).
Within our other accounts receivable/payable is an estimate of immigrants’ and
emigrants’ assets. These are the assets immigrants have left behind in their former
countries or emigrants have left in New Zealand.

Special drawing rights (SDR) allocations
SDRs are interest-bearing international reserve assets the IMF creates to supplement the
reserves of IMF member countries. The allocation of SDRs to IMF members is shown as
incurring a liability of the recipient within ‘other investment’, while SDR holdings are a
reserve asset which is shown in 'reserve assets'. (See chapter 16 for more information.)

15.3 Valuation
The instrument types recorded in ‘other investment’ are non-tradable. The primary
valuation for these instruments is nominal value – the outstanding principal, plus accrued
interest. Nominal value shows actual legal liability and the starting point of creditor
recovery behaviour. In our surveys, we request data on a nominal value basis.

15.4 Data sources
Our main data source for ‘other investment’ is the QIIS. This survey collects data from
both depository and non-depository corporations about their international financial assets
and liabilities, and the associated income. Other quarterly financial surveys that collect
data we use for this component are the nominees surveys and the RBNZ’s Managed
Funds Survey. We supplement survey data with Inland Revenue data for student loans.
Estimates for immigrants’ and emigrants’ transactions and positions are derived from
statistical models.
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15.5 Data quality
The quarterly surveys are directed at entities that are significant in the aggregate
statistics. We supplement this data by annual collections of less detailed information from
entities we do not survey each quarter in the QIIS and Managed Funds Survey.
Individuals with international financial assets and liabilities held on their own account are
out of scope of our data collections. We derive estimates for migrants’ transactions and
positions from models that use the best available data, but do suffer from limitations (see
chapter 9 for more information).
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16 Reserve assets
This chapter describes official reserve assets, including the criteria used to define assets
as reserve assets, and the standard classifications. We describe the main features of the
various instrument types that comprise New Zealand’s official reserve assets, along with
key features of reserves within the IIP.
Topics covered in this chapter are:
16.1 What are reserve assets?
16.2 Why we hold reserve assets
16.3 New Zealand’s reserve assets
16.4 Reserves in New Zealand’s BoP and IIP
o Monetary gold
o Special drawing rights (SDRs)
o Reserves position in the IMF
o Other reserve assets
o Financial derivatives
o Other claims
o Reserve-related liabilities
16.5 Data sources and quality.

16.1 What are reserve assets?
New Zealand's official overseas reserve assets are the financial claims on non-residents,
denominated in foreign currencies, that are readily available to, and controlled by, the
New Zealand Treasury and the RBNZ.
Reserve assets must fit the following criteria.
 Be denominated in foreign currencies – because an essential purpose is to be able
to meet external financing needs. For this, foreign, and not domestic currency is
required. The currencies in which the assets are denominated must be available to
meet international financial obligations.
 The assets must exist – contingent assets cannot be treated as reserve assets.
 The asset must be under the control of the authorities – usually means the assets
must be owned by the authorities. In some circumstances assets that are not
owned by, but which are under the effective control of, the authorities can be
treated as reserve assets.
 The asset must be liquid – it must be able to be traded and exchanged for cash (in
the foreign currency it is denominated in) at short notice and with minimum cost or
effect on the asset’s value. Therefore, as long as an asset is liquid, both long- and
short-term assets can be treated as reserve assets.

16.2 Why we hold reserve assets
The RBNZ holds foreign reserves to support and execute its foreign-exchange
intervention policy, and to maintain an effective crisis intervention policy.
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The RBNZ website has information about the rationale for holding reserves, and their
composition and management.
See The Reserve Bank’s new approach to holding and managing its foreign reserves
(RBNZ Bulletin, Volume 73, number 2, June 2010 (PDF)).

16.3 New Zealand’s reserve assets
The RBNZ and the New Zealand Treasury hold the country’s official overseas reserve
assets. During 2014, the RBNZ held about 80 percent of these reserves.
See Statistics on the RBNZ website for data about official overseas reserves (table E1).

16.4 Reserves in New Zealand’s BoP and IIP
We present New Zealand’s reserve assets holding at the end of each quarter as a
subsection of the country’s international assets in the IIP. We value the position in
reserve assets as at the reference date. The IIP position reconciles with the data reported
by the RBNZ.
See Statistics on the RBNZ website (table E1).
We report the levels of reserve assets at points in time in the IIP as a single functional
classification – reserve assets. In the IIP, we present the same instrument disaggregation
of reserves that we do in the financial account.
Transactions in reserve assets are recorded in the BoP financial account as New Zealand
investment abroad (debits).We record transactions net, therefore, a positive value for a
quarter means that transactions increasing reserve asset investments exceeded
transactions reducing those investments. Conversely, a negative value indicates net
transactions reduced reserve assets. We record reserve asset transactions at market
value (at the transaction date) and convert them to NZDs at the mid-point of the
appropriate buy-and sell-exchange rates.
In the financial account, we show the composition of reserves as:
 Monetary gold
 Special drawing rights (SDRs)
 Reserve position in the IMF
 Other reserve assets
 Financial derivatives
 Other claims.
See below for further descriptions and details of these classification components.

Monetary gold
Monetary gold is gold that is owned by monetary authorities and held as a reserve asset.
Gold bullion (eg ingots with a specific purity rating 995/1,000) has no corresponding
liability.
The RBNZ and the New Zealand Treasury currently do not hold gold as a reserve asset.

Special drawing rights
We classify special drawing rights (SDRs) as a financial instrument. SDR holdings are
international reserve assets created by the IMF. Their primary role is to supplement
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members’ official reserve assets – they represent an unconditional right of the holder to
obtain foreign exchange or other reserve assets from other IMF members. Therefore,
they are potentially a claim on members’ currencies, and not a claim on the IMF itself.
SDRs are also the unit of account with the IMF, and may be used for transactions
between the IMF and its members. The SDR’s value is determined by a basket of
currencies. In February 2015, these currencies were: euro, yen, pound sterling, and the
US dollar.
The allocation of SDRs to members is based on quota. Quota is broadly determined by a
member’s relative standing in the world economy. A country’s quota determines its
maximum financial commitment to the IMF, its voting power in the IMF, and influences its
access to IMF financing.
The allocations of SDRs to members are recorded in the international accounts as
liabilities of the members receiving them.
In our international accounts, the position of New Zealand’s SDR holdings (assets) is in
the ‘special drawing rights holdings’ item, and the position of the country’s SDR
allocations (liabilities) is in the ‘special drawing rights allocations’ items of the IIP series,
and the international financial assets and liabilities series. We present transactions in
SDRs in the financial account item ‘special drawing rights holdings’ for assets and
‘special drawing rights allocations’ for liabilities.

Reserve position in the IMF
A member country’s ‘reserve position in the IMF’ is a liquid claim of the member on the
IMF. It derives from the member’s foreign-exchange portion of its quota payment (usually
about 25 percent of its total quota), less the IMF’s holdings of the member’s currency that
arises from the member’s borrowing activities.
The reserve position in the IMF is the facility of ‘first resort’. It is akin to a demand deposit
at a bank and is part of the member’s own reserves. It does not mean the member is
using IMF credit. A country can use its reserve position unconditionally, on presenting the
IMF with a BoP financing need.
New Zealand’s reserve position at the IMF usually comprises about 3.3 percent of New
Zealand’s total official reserve assets.

Other reserve assets
Other reserve assets are ‘cash and deposits’ and ‘securities’, and are the most significant
contributor to total reserves. Securities are the most significant item within ‘other reserve
assets,’ and in total reserve assets.
 Cash and deposits – deposits and loans redeemable on demand or very short
notice without unduly affecting the instrument’s value. We include loans if they are
short term and redeemable on demand. This redeemable on demand classification
for loans is consistent with how we record interbank positions. In New Zealand’s
reserves, we place these balances with non-resident central banks, the Bank for
International Settlements, and other non-resident banks.
Additionally, in New Zealand we treat financial-derivative collateral-account
balances directly related to underlying reserve assets as currency and deposit
reserves.
 Securities – long- and short-term debt securities issued by non-resident entities.
Short-term debt securities are the most significant. We exclude securities lent
under repurchase arrangements but include those acquired under reverse
repurchase arrangements, provided they meet the usual criteria for inclusion as
reserves.
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Financial derivatives
Financial derivative contract values contribute to reserves, where the derivative contract
is for an underlying reserve asset instrument. The contribution to reserves is the net of
the mark-to-market contract values (asset less liability contract values), where this is
liquid and payable in foreign currency.
A positive net value adds to reserves; a negative value deducts from reserves.
Therefore, where ‘in the money’ derivative contract values exceed ‘out of the money’
contract values, the resulting net ‘in the money’ value adds to the value of the underlying
reserve assets. Conversely, a ‘net out of the money’ value deducts from the underlying
reserve assets. Financial derivative data for reserves is limited to position data;
transactions data is not available.

Other claims
The ‘other claims’ classification is a residual category that includes reserve asset claims
not included in the other classifications (eg short-term foreign-currency loans to nonresidents).

Reserve-related liabilities
Reserve-related liabilities (RRL) are liabilities in foreign currency that are direct claims by
non-residents on the reserve assets of a country.
In New Zealand’s statistics, SDR allocation balances at the New Zealand Treasury are
treated as RRL.
See the ‘special drawing rights’ above for more about how we present New Zealand’s
SDR allocations.

16.5 Data sources and quality
The New Zealand Treasury and the RBNZ report reserves data each quarter in a version
of the QIIS tailored to their specific circumstances.
Data is reported with detailed breakdowns such as instrument and country. While
derivative net positions contributing to reserves are reported, the associated transactions
data is not available. Identifying RRL is limited to SDR allocations. Pooled funds
contribute to financing reserve assets (eg the crown settlement account and the RBNZ’s
exchange settlement account balances with domestic financial institutions.) Foreign
exchange liabilities to non-residents that contribute to these pooled funds cannot be
attributed directly to financing reserve assets.
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17 Net errors and omissions
This chapter provides context, analysis, and reference to the net errors and omissions
(NEO) in the BoP statistics.
Since 2000, our international accounts statistics have experienced sporadic large
magnitudes of reported NEO in both the quarterly and the annual series. Although NEO is
a normal part of the statistical framework, a substantial and persistent NEO undermines
the credibility, reliability, and usability of BoP data.
Topics covered in this chapter are:
17.1 What is net errors and omissions?
17.2 Measure of statistical quality
17.3 Recently recorded NEO values
17.4 The most appropriate comparison variables for NEO
17.5 Sources of NEO
o Coverage issues
o Measurement errors
o Timing errors
17.6 Transparency of reporting NEO.

17.1 What is net errors and omissions?
BoP is a statistical statement that summarises, for a specific time period, the economic
transactions of an economy with the rest of the world (see chapter 2). It consists of two
major accounts: the current account, and the capital and financial account. The basic
principle applied to this statistical statement is the double-entry bookkeeping principle
where each transaction is recorded twice – once on the credit side and a second time on
the debit side. At the total level, the sum of all transactions on the credit side must equal
the sum of all transactions on the debit side (with the opposite sign).
In addition to the double-entry principle, two underlying principles need to be observed for
the accounts to balance – the value of each transaction must be the same on both sides
and the transaction must be recorded on both sides at the same time. If these three
simple rules are not met, there is a difference between the credit and the debit sides. We
record this difference under NEO to balance the account.
In New Zealand’s BoP statistics, we record NEO as a credit entry (positive or negative).
A NEO can be calculated in two ways:
 the sum of all current, capital, and financial account credits (inflows), less the sum
of all the debits (outflows)
 the current account balance, plus the balance of the capital and financial accounts.
A negative NEO indicates one of these:
 the credit entries (eg exports of goods, services, income receipts, incurrence of
liabilities) are overestimated
 the debit entries (eg imports of goods, services, income payments, acquisition of
assets) are underestimated
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 a combination of both.
A positive NEO signifies the opposite (eg an underestimate of credit entries and an
overestimate of debit entries or a combination of both). Persistently large NEO values in
one direction may indicate serious and systemic errors in the accounts.

17.2 Measure of statistical quality
We can see NEO as just a very rough measure of the quality of statistics as it only
reflects the net amount of the respective overestimates and underestimates in the BoP
statement. It does not necessarily follow that countries reporting a small NEO maintain or
produce better quality statistics. A small magnitude of NEO could result from large
offsetting errors in different parts of the accounts.
At present we have no formal rule of thumb to indicate if the reported NEO value is too
large. BPM4 (published in 1977) suggested an NEO that is 5 percent or more of goods
imports and exports seemed to reasonably indicate measurement issues in the BoP
statement. However, the BPM4 compilation method was applied during a period when
most countries had largely closed economies and trade in goods was the main item in
many countries’ accounts. Modern day economies are quite different.
Today’s economies are highly globalised. While the goods trade still dominates for some
countries, this is not universal – the 5 percent threshold is not a good indicator of
measurement issues in BoP. Financial transactions make up a sizeable portion of all BoP
transactions for many economies.

17.3 Recently recorded NEO values
Table 17.1 shows New Zealand’s year-ended March data series for the current account
balance (CAB), capital and financial account balance (C&FAB), and the NEO from 2001.
Table 17.1
Recorded NEO values, 2011–14
17.1 Recorded NEO values, 2001–14

CAB

C&FAB

NEO

2001

-2,765

NZ$(million)
4,091

-1,326

2002

-1,618

4,486

-2,868

2003

-2,578

3,414

-835

2004

-4,057

8,890

-4,833

2005

-7,943

12,310

-4,367

2006

-12,738

14,384

-1,646

2007

-11,616

12,246

-630

2008

-12,398

11,195

1,203

2009

-13,459

4,302

9,157

2010

-2,832

5,230

-2,397

2011

-5,625

7,630

-2,006

2012

-6,674

12,980

-6,306

2013

-7,966

4,098

3,868

2014

-6,004

-1,890

7,894

Year ended March
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The data shows only two occasions where the recorded value for NEO in absolute terms
was under NZ$1 billion. While a NEO is a reality, given the different mix of source data
we use to compile our statistics, it is desirable to record a NEO value below a billion.
Table 17.1 also shows a negative NEO occurs 2.5 times more than the positive values,
implying that (debit) or acquisition of assets are understated. From 2001 to 2012 (except
2008 and 2009), the NEO was continuously negative, implying systematic reporting
issues in the BoP accounts. A possible explanation is that transactions in assets were not
measured as well as those for liabilities. Assets held by trusts, small and medium
enterprises, and by individuals abroad are currently not measured in BoP and therefore
are contributing to NEO.
Issues we identify under sources of NEO (see below) reflect this. It is generally easier to
measure liabilities than assets. This is because there are many more channels through
which assets can be purchased overseas than for borrowing money from non-residents.
An example of an asset purchase: resident Joe Blog purchases shares in Apple Inc. via
the Internet.
Data on New Zealand’s overseas borrowings are adequately captured from the major
borrowers: the trading banks, the government (through its debt issue programme), and
big New Zealand non-bank corporates.
We can attribute most of the $9 billion recorded NEO value for 2009 to events
surrounding the GFC. During the GFC period asset prices declined as investors
reassessed the price of risk. Volatility reached record highs in the equity, bonds, and
exchange-rate markets. The cost and availability of new equity capital and wholesale
debt funding became increasingly restrictive. Declining asset prices had an immediate
effect on the value of international portfolio investment.
Following are the likely causes for the large recorded NEO during the GFC period.
 The difficulty in accurately separating or isolating the impact of valuation effects
from transactions. The effects of changes in asset prices and exchange rates get
transmitted from one economy to another via price or other changes in the
reconciliation statement.
 The declining return on assets encouraged many New Zealand individuals or trusts
holding assets abroad to liquidate them and bring the funds back into New Zealand
for domestic assets. We do not measure the withdrawal of these assets from
abroad in the financial account.
 The non-measurement of transactions in financial derivatives. During times of
volatility and uncertainty in the financial markets, there are high levels of activity in
financial derivatives. We did not measure transactions in financial derivatives then.
Given the complex nature of measuring financial derivative transactions, we could
not easily derive reliable estimates for them to include in the statistics for the GFC
period.
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17.4 The most appropriate comparison variables for
NEO
When determining an acceptable level of NEO, we can make comparisons with:
 current account balance
 capital and financial account balance
 GDP.
In international practice, comparing NEO against the capital and financial account
balance is the most common. Experiences in many countries that have coped with
increasing cumulative levels of NEO suggest the increase generally stems from the
financial account. New Zealand has a similar position. This is because the majority of the
data gaps in our BoP statistics are in the financial account and cumulatively these
transactions can be large in any one period.
A classic representation is to put together a time series of the capital and financial
account balance and NEO. Figure 4 shows the yearly recorded values of NEO compared
with the capital and financial account balance.
Figure 4
NEO compared with current account and capital and financial account balance
4. NEO compared with current account and capital and financial account balance
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In figure 4, NEO shows a greater degree of symmetry with the capital and finance
account balance than with the current account balance. This reinforces our view that
financial account data reporting is a major contributor to NEO.
Internationally, comparing NEO against GDP is not shown to be a good indicator to
assess the sources of NEO. This is because BoP data items make up a small proportion
of the overall calculations in GDP and this proportion varies from country to country.

17.5 Sources of NEO
There is no one single source of NEO, otherwise, we could develop an estimate to
include in the accounts. Often NEO arises from multiple factors, regardless of the
approaches or the data sources used in compiling the statistics.
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The key measurement issues that generate NEO can come from:
 coverage errors – certain transactors and/or transactions in the economy are not
covered or represented in the statistics
 measurement errors – values reported are not correct, which can be due to
reporting errors by respondents (eg misunderstanding the data requirements,
converting data into reporting currencies) or errors during compilation (eg
translating or transposing data)
 timing errors – transactions are reported for the wrong period or entries to the
same transaction are reported in different periods.
 valuation differences.
The data sources we use for compiling New Zealand’s BoP statistics include a mixture of
sample surveys, full-coverage administrative data sources, estimates derived from data
models, and estimates based on annual or periodic benchmark surveys. As many
countries experience, the mix of these collection vehicles leads to the measurement
issues noted above and detailed below.

Coverage issues
In compiling New Zealand’s BoP statistics, coverage issues mainly relate to transactions
individuals undertake in their own custody or capacity, and trusts and small to medium
enterprises.
Directly surveying households or individuals is outside the current data collection scope
of New Zealand’s BoP. Recent work on using Inland Revenue-sourced tax data to fill
coverage gaps in BoP statistics has identified that we do not capture or represent
financial transactions of New Zealand trusts and estates in BoP. On average, there are
approximately 30,000 trusts and estates that indicate they receive overseas income.
Neither are financial transactions of small to medium enterprises adequately covered in
BoP statistics. While some of them are in scope of the AIIS collection, most are not –
mainly because these entities do not indicate within our Business Frame that they
engage financially with non-residents.
Other concerns we have relate to recording certain types of transactions in BoP.
Recording transactions in financial derivatives is one example (see chapter 14). While we
have recently updated surveys to capture these items, not all respondents are able to
supply this information. Other missing transactions include purchases of real estate (by
both foreigners in New Zealand and New Zealanders overseas), borrowing and lending,
and reinvested earnings of small to medium enterprises.

Measurement errors
Measurement errors can creep into our compilation system despite micro- and macrolevel checks on the data. The move towards selective editing for time and cost reasons
sometimes opens the door to small errors accumulating and affecting the data. Also,
incorrect classification of data (eg a liability being reported as an asset) can affect NEO.
Each quarter we perform editing and validation checks on all data received for
compilation – to ensure its quality for release. Key checks include:
 comparing IIP banking-sector data with the RBNZ’s banking sector collections
 monitoring investment activity approved by the Overseas Investment Office
 reconciling changes in the stock position against financial account transactions,
exchange-rate movements, changes in the valuation of assets and liabilities, and
other changes such as reclassification between components
 monitoring media reports of business activities relevant to BoP and IIP
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 reviewing survey populations – making additions at any time during the year where
warranted
 editing and validating data received from survey respondents – this often involves
consulting survey respondents, particularly for large and complex transactions, and
comparing data with published accounts.

Timing errors
Some large financial events that media report can be narrowed down to their approximate
transaction date. But for many transactions, this is not possible. It is extremely difficult to
identify timing for the majority of the counter-part transactions that flow through New
Zealand’s banking system. We do conduct a data comparison for our survey data and
the RBNZ’s banking sector collection to ensure the quarterly movements are consistent
across both surveys. In addition, we revisit mergers and acquisitions, which often involve
large financing deals, in future quarters to ensure our recording reflects the time the
transactions took place.

17.6 Transparency of reporting NEO
The lack of a quarterly financial account and balance sheet for New Zealand’s domestic
sector makes it harder for us to identify possible reporting issues that may contribute
towards NEO in BoP. The unavailability of these datasets makes it impossible to carry out
aggregate or unit-record level checks to identify any misclassification between resident
and non-residents transactions in BoP. The absence of sector information also makes it
harder to narrow down the sector where there may be coverage or reporting issues for
BoP.
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18 External lending and debt
This chapter covers details of the external lending and debt series composition and
presentation. Additionally, we discuss the history of the series and its relationship with the
IIP and international assets and liabilities series.
Topics covered in this chapter are:
18.1 What is external lending and debt?
18.2 Additional concepts and definitions
18.3 Debt instruments
18.4 Relationship between the IIP, international financial assets and liabilities, and the
external lending and debt series
18.5 History of New Zealand’s external debt statistics
18.6 Presenting external debt and lending statistics
o Central bank and general government
o Deposit-taking corporations
o ‘Other sector’ and ‘direct investment intercompany lending’
18.7 Data sources.

18.1 What is external lending and debt?
The external lending and debt series records only financial assets and liabilities with nonresidents that are in the form of debt instruments. We exclude non-debt instruments such
as equity and financial derivatives.
The conceptual framework underpinning the series is the External debt statistics; Guide
for compilers and users, 2013. The IMF published the guide, which was prepared under
the joint responsibility of the nine organisations of the Inter Agency Task Force on
Finance Statistics.
While its focus is on external debt, the guide acknowledges that analysis of debt
instrument external assets is an essential tool when assessing an economy’s external
position. External lending is compiled using the same principles used for external debt.
Our series comprises external lending, external debt, and net external debt (lending less
debt).
The conceptual framework used in the guide is harmonised with those of BPM6, and
2008SNA. This means that New Zealand’s external lending and debt statistics reconcile
to the IIP and assets and liabilities series. All three series use the same data sources.

18.2 Additional concepts and definitions
The instruments that comprise external debt and lending are: SDRs, currency and
deposits, debt securities, loans, insurance and pension schemes, trade credits and
advances, and other accounts payable and receivable.
For inclusion in the external lending and debt statistics, the assets and liabilities must be
current and outstanding, and not contingent. The asset and liability positions must be
between residents and non-residents.
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Debt liabilities are usually established by economic value being provided by one party to
another, in a contractual arrangement that specifies payment of principal and/or interest.
In addition, the law can create debt liabilities (eg taxes due and penalties to pay). We
regard the liabilities of pension funds to contributors as debt, because payment is
required at some point in time. Non-life insurance claims are also regarded as debt,
because claims represent a contractual liability to pay – by the insurer to the policy holder
for insured events that have occurred.
We exclude all non-debt financial instruments held between residents and non-residents
from the external lending and debt statistics. These are: equity and investment fund
shares, financial derivatives and employee stock options, and monetary gold.

18.3 Debt instruments
Debt instruments are financial instruments that require payment(s) of principal and/or
interest by the debtor at some point(s) in the future. The term ‘debt instrument’ applies to
both the liability and the corresponding claim.
In contrast, owning equity instruments represents a claim on the residual value of the
issuing entity, after the claims of all creditors are met. Therefore, equity instruments do
not require repayment of principal. Nor do equity instruments require payment of a return
governed by prearranged contractual agreement – the ability to pay a return (dividend)
depends on the performance of the issuing entity.
Among non-equity instruments, financial derivatives are distinguished from debt
instruments because a principal amount does not need to be repaid, and interest does
not accrue on a financial derivative instrument. However, overdue amounts required to
settle obligations that arise from derivative contract settlements or servicing are a debt –
like any arrears, payment is required.
Our definition of external debt does not distinguish between whether the required
payments are principal or interest or both. For instance, interest-free loans are debt
instruments (although interest is not paid), and perpetual bonds are also debt instruments
(although the principal amount does not need to be repaid).
We do not include contingent liabilities in the definition of external debt. Whether they are
incurred depends on a future event that may or may not occur. Similarly, commitments
are excluded until there is an actual obligation to pay.
Conceptually, gold bullion held as monetary gold is a financial asset included in the 2008
SNA, but is not a debt instrument, because it is an asset without a corresponding liability
(by convention).

18.4 Relationship between the IIP, international
financial assets and liabilities, and the external
lending and debt series
The IIP and the international financial assets and liabilities series include all financial
assets and liabilities – both equity and non-equity instruments. The external debt series
measures only financial assets and liabilities that are in the form of debt instruments.
Our IIP series presents New Zealand’s balance sheet with the rest of the world using a
functional classification of capital (direct, portfolio, derivatives, other investment, and
reserves). The international financial assets and liabilities uses a financial instrument
classification where the primary distinction is between equity and non-equity instruments.
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The external lending and debt series can be reconciled with the international financial
asset and liabilities series by deducting non-equity assets and liabilities from the asset
and liabilities series. However, this leaves a residual difference between international
financial assets and external lending. This difference is due to how we treat derivatives
that contribute to reserve assets.
See section 11.2, ‘Presenting New Zealand’s international financial accounts’ for more on
the relationship of the three series.

18.5 History of New Zealand’s external debt statistics
In September 2012, Statistics NZ first published New Zealand’s external lending and debt
positions with non-residents as at the end of each quarter. We used existing data to
backdate the series to June 2000. (Our presentation is based on External debt statistics:
Guide for compilers and users, 2003.)
The objectives of our new series were to:
 enhance comparability between New Zealand’s statistics and those of other
countries
 extend the range and type of analysis available to users of New Zealand’s
international balance sheet statistics.
By producing the external lending and debt series we were able to contribute data to the
World Bank's Quarterly External Debt Statistics (QEDS) database. The QEDS provides
comparable external debt data in one place, to facilitate macroeconomic analysis and
data comparison across countries.
The key focus of the external lending and debt statistics is the domestic party’s sector,
and the investment relationship between that party and the offshore party to the financial
position. This enables us to analyse the external exposure of domestic sectors. By
identifying the investment relationship between the domestic and offshore parties to debt
and lending positions, the statistics help analyse the varying degrees of risk associated
with those financial positions. For example, a New Zealand company's debt liabilities to
its foreign direct investor may have less rollover or refinancing risk than a similar level of
debt liability to an unrelated offshore lender.

18.6 Presenting external debt and lending statistics
We classify and present the external lending and debt (ELD) statistics by:
 Sector
o Deposit-taking corporations – includes all registered banks
o General government – comprises the New Zealand Treasury and other central
and local government entities. We do not record state-owned enterprises here
(they are in 'other’)
o Central bank – is the Reserve Bank of New Zealand
o Other sectors – covers entities (eg companies, organisations, individuals) not
belonging to any sector mentioned above. Within ‘other sector’ we distinguish
between ‘other financial corporations,’ and ‘non- financial corporations.’ Other
financial corporations include all non-depository financial units (eg insurers, and
finance companies).
 Investment relationship between the domestic party and the offshore counterparty
(direct investors, direct investees, fellow enterprise, related party, and unrelated)
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We use two further classifications for specific types of lending and borrowing.
 Financial capital lending – applied to deposit-taking corporations (eg banks)
 Direct investment intercompany lending – applied to ‘other sectors’.
See ‘Institutional sector classifications’ within section 3.3 for further information.

Central bank and general government
We present ELD of these two sectors as a single, aggregate value at each quarter’s end.
We do not disaggregate by the offshore investment relationship with an offshore party.
These sectors do not have foreign direct investors, and while they can conceptually have
foreign direct investees, we do not consider such a breakdown of the data useful.

Deposit-taking corporations
The three subcategories we use to describe the investment relationship between New
Zealand-resident deposit-taking corporations (eg banks), and their ELD debt
counterparties are:
 financial capital lending and borrowing
 related party
 unrelated.
Financial capital lending and borrowing – debt and lending between a bank and its
foreign direct investor parent bank that is for direct investment (non-intermediation)
purposes. This is the same as the old BPM5 category, ‘direct investment capital;
permanent debt.’
Related party debt and lending – is between a resident bank and its non-resident direct
investment partners (direct investors, direct investees, and fellow enterprises) that is for
intermediation (borrowing to lend) purposes.
Unrelated debt and lending – is between New Zealand banks and offshore parties and
for intermediation purposes, but the counterparty is not a direct investment partner of the
New Zealand bank.
Table 18.1 summarises the treatment of ELD data within the deposit-taking corporations
sector.
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Table 18.1
Classifying external debt and lending of deposit-taking corporations
Deposit-taking corporations are:
221 registered banks
222 depository corporations
18.1 Classifying external debt and lending of deposit-taking corporations

External debt
sector and item

Treatment of data

Financial capital
lending/debt

Lending/debt between resident entities and their foreign direct
investment partners is not for financial intermediation purposes
Lending/debt between resident entities and their foreign direct
investment partners is for financial intermediation purposes

Related party
lending/debt

Unrelated
lending debt

Note: in the IIP we treat both of external debt items (financial
capital and related party) lending/debt for sector 22 as portfolio or
other investment, depending on instrument type
Lending/debt with other non-resident counterparties for financial
intermediation purposes

‘Other sectors’ and direct investment intercompany lending
External debt and lending of other sectors is split between ‘other sectors’ and ‘direct
investment intercompany’, composed of positions with offshore direct investment-related
parties, and unrelated parties.
Positions with related parties is the debt and lending of other financial corporations (eg
insurers and finance companies) with their offshore direct investment partners, for
intermediation. This is equivalent to the deposit-taking corporations’ category related
party debt and lending (see above).
Unrelated external debt and lending is the positions of all ‘other sector’ units with
unrelated offshore counterparties. Resident other sector units include other financial
corporations, and other sector non-financial corporations.
The direct investment intercompany lending sector for all ‘other sector’ units, is made
up of all lending and debt that is with offshore ‘direct investment’ partners (direct
investors, investees and fellows). Resident units include all ‘other sectors – other
financial’ entities, such as insurers and finance companies, plus all non-financial
corporations.
Note: external lending and debt data presented as intercompany external lending and
debt is the same as the IIP item ‘direct investment; debt instruments.’
Table 18.2 summarises our treatment of the external lending and debt data within ‘other
sectors’ and the ‘direct investment intercompany lending’ sector.
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Table 18.2
Classifying external debt and lending of other sectors and direct investment
intercompany
18.2 Classifying external debt and lending of other sectors and direct investment intercompany

External debt
sector and
item

Other sectors
– related party
lending/debt

Sector comprises:

Treatment of data

23 investment funds

Lending/debt with foreign direct investment
partners is not strongly linked to direct
investment purposes

24 other financial
intermediaries excluding
insurance and pension
funds

Therefore in the IIP, we classify
lending/debt between these entities and
their direct investment partners to portfolio
or other investment, depending on
instrument type
This is the same treatment as for sector 22
(banks) ‘related party’ debt/lending

1 non-financial business
enterprises

Lending/debt between these resident
enterprises and other non-resident
counterparties

23 investment funds

Other sectors
– unrelated
lending/debt

24 other financial
intermediaries excluding
insurance and pension
funds
25 insurance
26 pension funds
27 finance auxiliaries
28 captive financial
institutions
1 non-financial business
enterprises

Direct
investment
intercompany
lending/debt

25 insurance
26 pension funds
27 finance auxiliaries
28 captive financial
institutions
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18.7 Data sources
Our main data sources for New Zealand’s international financial accounts are quarterly
and annual surveys of New Zealand-resident transactors. In addition, the RBNZ supplies
data about foreign holdings of New Zealand-issued government and private-sector debt
securities each quarter.
The QIIS is our primary survey and is supplemented by two other quarterly surveys – the
Nominees Survey and the RBNZ Managed Funds Survey– that are supplemented by
annual surveys of smaller transactors.
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19 Special topic: Insurance
This chapter provides customers with in-depth information about our measurement of life
and non-life insurance in the BoP and IIP statistics. We summarise the types of
insurance, the methodology for the insurance components, and how we present the
component. We also discuss our measurement of international insurance transactions,
including data sources and limitations.
Further details of insurance transactions captured in the various BoP and IIP accounts
are discussed in other chapters of this document – services (chapter 7), primary income
(chapter 8), secondary income (chapter 9), capital account (chapter 10), and the financial
account and IIP (chapter 11).
Topics covered in this chapter are:
19.1 What is insurance?
19.2 Types of insurance
o Non-life and life insurance
− non-life insurance
− life insurance
o Direct insurance and reinsurance
19.3 Insurance in the BoP and IIP components
o Current account – insurance services, net non-life insurance premiums, and
non-life insurance claims
o Financial account and IIP – insurance technical reserves
o Exceptional events and capital transfers
o International reinsurance transactions
19.4 Measuring New Zealand’s international insurance transactions
o Insurance data sources
o Insurers data collection
o Brokers and non-insurance corporate entities insuring directly data collection
19.5 Data coverage limitations
o Resident non-insurer corporate entities insuring offshore
o Individuals
o Life insurance
o Annuities
19.6 How our compilation differs from BPM6 recommendations
o Auxiliary insurance services
o Claims: time of recording
19.7 Case study: The 2010/11 Canterbury earthquakes.
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19.1 What is insurance?
Insurance is about transferring specific risks from one institutional unit to other, and
spreading that risk. Insurance activity has many effects on the international accounts –
through services provided, transactions in premiums and claims, financial asset and
liability transactions, and balance sheet positions.
We capture insurance transactions between New Zealand residents and non-residents
BoP and IIP statistics in these accounts:
 current account
o services
o primary income
o secondary income
 capital account (for exceptional events)
 financial account
 international investment position.
In the financial account and IIP, insurance is the sub-component ‘insurance, pension, and
standardised guarantee schemes’ within ‘other investment’. The items in BoP and the
IIP’s statistical framework that make up the insurance sub-component are:
o non-life insurance technical reserves
o life insurance and annuity entitlements
o pension entitlements
o claims of pension funds on sponsors
o entitlements to non-pension benefits
o provisions for calls under standardised guarantees.
However, our coverage of the item is limited to:
o non-life insurance technical reserves
o life insurance.
It follows that the insurance coverage in the current account is limited to the services and
primary and secondary income transactions that arise from international transactions in
‘non-life insurance’ and ‘life insurance’. Exceptional insurance events, (eg the 2010/11
Canterbury earthquakes), result in insurance claims being recorded as transfers in the
capital account.
The scope of our coverage reflects the nature of New Zealand’s international insurance
business and data collection limitations. Most of our country’s international insurance
transactions involve New Zealand-resident insurers purchasing re-insurance from nonresident reinsurers. New Zealand insurers providing insurance services to non-residents
is a relatively small part of the picture, while international life insurance measured in the
statistics is not significant.

19.2 Types of insurance
In national economic accounting, the key distinction between insurance types is that
between non-life and life insurance; direct insurance and reinsurance are treated the
same.
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Non-life and life insurance
Non-life insurance pays benefits only if an insured event occurs. Life insurance is
primarily a saving scheme, where the policy holder makes contributions over the course
of the contract and receives a lump sum at the end.

Non-life insurance
Non-life insurance contracts can be made for many different types of risks (eg property,
business interruption, health) and a benefit (claim) is paid only if the insured event occurs
(eg damage/loss of a house from fire). The probability of the insured event occurring in a
given class of risk can be reliably estimated, which helps determine details of the non-life
insurance contract.
Note: in the macro accounts we include term-life insurance in the non-life insurance
category. This is because the same conditions apply for term-life insurance as for
insuring a physical asset, where the probability of an insured event (ie death) can be
predicted over a population, and benefits are paid only if the insured event occurs. Termlife insurance does not have a savings element, as life insurance does.

Life insurance
Life insurance, pension, and similar schemes are primarily saving/investment schemes,
where the policy holder pays contributions and receives a lump sum when the contract
finishes or matures. The size of the lump sum depends on the contributions made plus
the investment performance of the funds accumulated. The provider manages the funds
for the policy holder. We refer to these life insurance contracts as ‘life participating
schemes’.
In the case of annuities, the policy holder provides a lump sum to the provider (eg the
lump sum realised from a life participating scheme). The provider then returns to the
policy holder a stream of payments over time. These types of schemes are not significant
domestically and are unlikely to be offered by resident providers to non-residents. As a
result, annuities are out of scope of New Zealand’s BoP insurance data collection.

Direct insurance and reinsurance
Direct insurance is where an insurer provides (sells) insurance to a non-insurer (eg
householder). Reinsurance is where an insurer insures with another insurer – the
reinsurer. (‘Retrocession’ is a reinsurer insuring another reinsurer).
Reinsurance is a way for the insurer to spread the policy risk. Usually a portion of the
insurer’s policy risk is ceded (passed onto) to the reinsurers; and the portion of the
insurer’s premium income that relates to the risk reinsured is ceded to the reinsurer.
Claims are recovered from the reinsurer in the same proportion, and up to the limit
provided for, in the reinsurance contract.

19.3 Insurance in the BoP and IIP components
The following overview of the methodology details the insurance transactions we record
in New Zealand’s BoP and IIP accounts is broken into:
 current account – insurance services, net non-life insurance premiums, and non-life
insurance claims
 financial account and IIP – insurance technical reserves
 exceptional events and capital transfers
 international reinsurance transactions.
We explain the insurance service charge, the recording of claims, insurance technical
reserves, and our treatment of ‘business as usual’ and ‘exceptional’ insurance claims.
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Additionally there is detailed explanation about recording reinsurance transactions, New
Zealand’s main type of international insurance transaction.

Current account – insurance services, net non-life insurance
premiums, and non-life insurance claims
Across the current account, international insurance transactions appear in multiple
components:
 services – insurance services
 primary income
 secondary income
o net non-life insurance premiums
o non-life insurance claims.
Insurance services is an item we calculate, which constitutes the estimated output of the
insurance industry. This is the value of the services provided to policy holders that
represent the cost to the insurer of provision, plus an operating surplus. In its raw form,
we derive the value as a ratio of net premiums (premiums less claims), which results in
the service charge ratio. Using raw net premiums results in volatile service fees, and
even negative service fees where very large claims arise from exceptional circumstances
(eg Canterbury).
To account for this volatility and make our calculated service fee better reflect the actual
service provided by the industry, we smooth claims (to better reflect expected claims),
and remove exceptional claims.
The following example demonstrates how we apply the service charge ratio to the
premiums value to estimate the insurance services value, and the net non-life insurance
premiums value that we present as ‘secondary income’.
Example:
The insurance service charge ratio is 0.52 (ie 52% of premiums paid are classified as the
service element)
To calculate the value of insurance services, total premiums ($100) are multiplied by the
ratio (ie 0.52). The result is a service charge of $52 ($100 x 0.52 = $52).
The $52 is recorded in ‘services’, as insurance services.
The remaining $48 ($100 - $52 = $48) is the portion of the premium retained by the
insurer to cover the risk insured.
The $48 is recorded in the secondary income item ‘net non-life insurance premiums’.
The other secondary income insurance item is non-life insurance claims. These are the
claims accounted for in the period – inflow (credit) for claims accruing to New Zealandresident policy holders, and outflow (debit) entries for claims accruing to non-resident
policy holders (see the next section for more about ‘claims accounted for’ in the period).
We treat claims arising from exceptional events as capital transfers, and record only
‘business as usual’ claims in this secondary income item.
We present both the net non-life insurance premiums and non-life insurance claims items
in our secondary income statistics within the ‘other current transfers’ subset of the
‘financial corporations, non-financial corporations, households, and NPISHs’ component.
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Insurance transactions are also included in the primary income statistics, based on the
following conventions.
 Claims are assets of insurance policy holders and liabilities of the insurers
(insurance technical reserves).
 Insurers invest in assets (eg financial instruments, land, and buildings) to meet their
claim liabilities.
 Following the application of the macroeconomic framework ownership principle, we
estimate and attribute the income from these investments to the policyholders.
We record this income in the primary income account item ‘other investment income,’ as
accruing to policy holders, and then treat it as being paid back to the insurers as
supplements to premiums. This imputed payment to insurers reflects that, in practice, the
income is retained by insurers and can result in lower premiums being charged to policy
holders. In the service charge calculation, the premium supplement is added to actual
premiums.
We use the 90-day bank bill rate as the rate of return we apply to the average balance of
insurance technical reserves to calculate premium supplements. We do not apply the
calculation of an investment return to policy holders to technical reserves arising from
exceptional insurance events (eg Canterbury because of the capital nature of these
exceptional claims.

Financial account and IIP – insurance technical reserves
In the financial account and IIP, we present international insurance transactions and
positions as the ‘insurance, pension, and standardised guarantee schemes’ subset of the
‘other investment’ component.
In ‘insurance, pension, and standardised guarantee schemes’ in the financial account, the
transactions data represents the net of:
 claims recognised in the quarter, which increases the value of outstanding claims
 claims settled in the quarter, which reduces the value of outstanding claims.
The amounts that insurers identify as claims incurred but not yet paid, and estimates of
premiums paid in advance by policy holders (prepaid premiums), are the ‘insurance
technical reserves.’ The estimates by insurers include amounts for insured events they
have incurred but have not yet reported (IBNR), or where there is insufficient information
about the claim. Insurers also normally add a margin to allow for the likelihood they have
underestimated claims incurred but not reported, and unusual claims. These estimates
are subject to change as more information becomes available to insurers.
Claims recognised in a reference quarter includes new claims arising in the period,
changes in the previous period, and risk margin estimates they recognise in the accounts
in the reference quarter. We use this claims figure in the service charge calculation. Note
that previous-period changes can increase or reduce the estimates of earlier claims.
In the IIP item ‘insurance, pension, and standardised guarantee schemes’, the data
represents assets and liabilities.
Assets – the claim amounts that New Zealand policy holders have outstanding against
non-resident insurers and reinsurers, plus insurers’ accounts receivable (including
prepaid premiums).
Most of the data is the value of outstanding reinsurance recoverable balances of New
Zealand insurers against non-resident reinsurers. These recoverable assets are normally
denominated in NZD, and are usually expected to be settled within one year. We can
expect claims arising from unusually complex claims may take longer than one year to
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settle. Settling the Canterbury earthquake claims had an expected settlement profile
extending over several years.
Liabilities – claims due to non-resident policy holders by New Zealand insurers, plus
other accounts payable, including prepaid premium liabilities (premiums paid in advance
by non-resident policy holders).

Exceptional events and capital transfers
In national economic accounts insurance claims are usually treated as current transfers.
The claims are considered part of the normal operating expenses of insurers and are
funded from current income – premiums.
For the insured party, normal and expected damage is included as a current expense
item, consumption of fixed capital. Loss of and damage to assets arising from major
natural disasters are outside normal losses accounted for in consumption of fixed capital.
We treat these major losses as asset write-offs in the national accounts’ reconciliation
account and balance sheets.
Additionally, we remove the effect of claims from exceptional events on insurers retained
earnings from the calculation of retained earnings. This acknowledges that, as the claims
are classified as capital transfers, they do not contribute to the income item. Removing
the effect of the claims from retained earnings is matched in the IIP by an ‘other change’
in value of the insurance entity attributed to its foreign direct investors, attributed to the
exceptional event. This means that the IIP fully reflects the impact of the exceptional
event on the equity of the insurers.
We treat the 2010/11 Canterbury earthquakes as an exceptional event, and the resulting
insurance claims are treated as capital transfers through the New Zealand system of
national accounts, BoP, and the IIP. In addition, we classify all Earthquake Commission
(EQC) claims as capital transfers. This includes EQC’s insurance recoverables from nonresident insurers and reinsurers.
See Revised treatment of the Canterbury earthquakes’ impact on overseas investment
income (on Statistics NZ website) for more information.
Our treatment of the Canterbury event is discussed in more detail in section 19.7.

International reinsurance transactions
In the New Zealand context, the main business of the insurance industry, described by
respondents to our survey, is the insurance of New Zealand and the insurers buying
reinsurance from abroad. Data we collect reflects this – the most significant international
insurance transactions and financial positions are generated by New Zealand insurers
reinsuring offshore.
Table 19.1 shows which BoP and IIP items the transactions from purchasing reinsurance
abroad by New Zealand insurers contribute data to.
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Table 19.1
Data classification from purchase of reinsurance abroad by New Zealand insurers
19.1 Data classification from purchase of reinsurance abroad by New Zealand insurers

Account

Item
Insurance
services, debit
(imports)

The ‘service’ part of the premiums paid each period
– calculated using the domestic service charge ratio,
applied to the premium expense reported for the
period.

Primary income,
credit

An investment return calculated on the average
balance of ‘business as usual’ reinsurance
recoverable assets, and attributed to policy holders
(NZ insurers). This value enters the service charge
calculation where we treat it as being paid back to
insurers as ‘premium supplements’

Current
account
Secondary
income, net
premiums,
outflows (debit)

Secondary
income, non-life
insurance
claims; inflows
(credit)

Capital
account

Description

Other transfers,
inflows (credit)

The calculated amount of premiums paid that offshore reinsurers retain to cover the risks of contracts
they enter with NZ policy holders
The remainder after the service charge is calculated
and deducted from total premiums
Claims arising from business as usual events and
attributed to NZ policy holders (NZ insurers) –
recorded in the period they are recognised in
insurers’ accounts. We record claims from
exceptional events (eg Canterbury earthquakes) in
capital transfers
Reinsurance claims’ recoverables arising from
exceptional events (Canterbury) and attributed to NZ
policy holders (NZ insurers); payable by the nonresident reinsurers
Recorded in the period of the event

Financial
account

Insurance
technical reserve
asset
transactions

Reinsurance claims recognised less those settled
each quarter. Includes business as usual and
exceptional claims. Also includes estimates of
prepaid premiums. Uses insurers trade credits data
Outstanding value of claims that at the end of the
period are recoverable by NZ insurers from offshore
reinsurers, plus prepaid premiums balance

International
investment
position

Insurance
technical reserve
assets

Value includes claim recoverables arising from the
Canterbury event. We identify the Canterbury
amount separately as a memorandum item to the IIP
– ‘non-life insurance technical reserves relating to
exceptional events’
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The provision/sale of insurance to non-residents by New Zealand insurers results in the
same pattern of entries in the BoP and IIP:
 insurance services credits /exports reflecting services provided in exchange for
premium revenue
 insurance technical reserve liability transactions in the financial account
 technical reserve balances in the IIP denoting claims due to non-resident policy
holders.

19.4 Measuring New Zealand’s international insurance
transactions
Effective from the June 2014 quarter, we significantly improved our measurement of the
insurance industry’s international insurance transactions, and the way we present data
about insurance in the BoP and IIP statistics. This work was part of implementing new
international standards for macroeconomic statistics – BPM6 and 2008SNA (see chapter
4 for more information).
This section outlines the surveys we operate, the data coverage limitations, and the
differences between what we measure and BPM6’s suggested framework.

Insurance data sources
Our measurement of international insurance transactions is limited to transactions
undertaken by:
 the New Zealand insurance industry
 non-insurance corporate entities purchasing insurance from abroad directly
 non-insurance corporate entities purchasing insurance from abroad through New
Zealand brokers.
We source data about insurance from quarterly surveys of insurance entities. The data
collection arrangements reflect the various ways of conducting insurance business and
are discussed below.

Insurers data collection
Our main data source is an insurance version of the Quarterly International Investment
Survey (QIIS), which has sections specific to insurance business and that we direct at
New Zealand-resident insurers. We introduced the ‘insurance QIIS in the June 2014
quarter as a more comprehensive approach to collecting data from the industry. The
population for the survey uses the RBNZ's register of licensed insurers.
The survey requests data about the following types of insurance transactions between
New Zealand insurers and non-residents:
 sales of non-life and term-life direct and reinsurance, and life participating contracts
(New Zealand insurer is the provider)
 purchases of non-life and term-life insurance and re-insurance (New Zealand
insurer is the policy holder).
The improved data collection and survey population has resulted in better coverage of:
 insurance technical reserve assets arising from business as usual claims
recoverables
 insurers who sell insurance to abroad.
Table 19.2 summarises the types of insurance transactions surveyed, and their
significance in the statistics.
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Table 19.2
Types of insurance transactions surveyed
19.2 Types of insurance transactions surveyed

Significance in
the statistics

Type of insurance transaction
Non-life insurance, direct and re-insurance, sold to non-residents:
 receipt of premiums
 claims arising and paid
 claims liabilities balances outstanding

Better coverage
from June 2014
quarter; remains
relatively small

Term life direct and reinsurance sold by NZ insurers to nonresidents:
 receipt of premiums

Relatively small

 claims arising and paid
 claims payable outstanding
Non-life reinsurance bought from non-residents:
 payment of premiums
 claim recoverables arising and settled

The most
significant

 claim recoverable balances outstanding
Term life reinsurance bought by NZ insurers from non-residents:
 payment of premiums
 claim recoverables arising and settled

Relatively small

 claim recoverable balances outstanding
Life participating schemes sold by NZ insurers to non-residents:
 receipt of contributions
 distribution of benefits

Not significant

 income attributed to policy holder funds
 reserves balance attributable to policy holders
Statistically, implementing the new and improved survey collection resulted in a level shift
up from the March 2014 quarter in our measured provision of insurance services by New
Zealand-resident insurers to non-residents. However, this type of business remains a
relatively small part of the overall picture.
We also send an additional Canterbury earthquake supplementary form to insurers to
collect reinsurance claims data for each Canterbury earthquake. We established this form
in the March 2011 quarter, following the September 2010 and February 2011
earthquakes, and improved it in the June 2014 quarter.
In this supplementary form, the data provided by insurers each quarter includes:
 reinsurance claims arising for each Canterbury earthquake. Over time, as more
information becomes available, insurers update their estimates of claims and
reinsurance recoverables for each quake. These updates are recognised in
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insurers’ accounts in the period in which the updated estimates are made, and
reported in the survey
 settlements of re-insurance claim recoverables in the reference quarter
 the outstanding balance of reinsurance claim recoverables at the start and end of
the reference quarter.
We use the changes in the estimates of claims to revise the reinsurance claim
recoverable value recorded for each earthquake, in the period of the earthquake.
This results in revisions to our published statistics for earlier periods.
 In the capital account, for the updated estimate of claims for each earthquake.
 In the financial account and IIP, for the outstanding recoverables transactions and
balances.

Brokers and non-insurance corporate entities insuring directly –
data collection
Some New Zealand non-insurance entities insure directly offshore or offshore via a New
Zealand broker. For these transactions, we use two separate insurance collection forms.
The form for brokers who transact insurance with offshore insurers on behalf of their New
Zealand clients, requests data about premiums invoiced, and brokerage. A separate form
for New Zealand corporates who insure directly offshore, requests premiums paid data. In
both cases, we request data about claims in the QIIS.
‘Captive insurers’ are special purpose entities set up by non-insurer corporates to insure
the assets of the parent group. For example, where a manufacturer or transport operator
has high-value assets it wishes to insure. The corporate establishes a captive insurer,
which then insures the assets. The captive usually reinsures the whole risk with another
party.
The international transactions we capture are:
 premiums paid offshore
 reinsurance recoverable balances and receipts.

19.5 Data coverage limitations
Although we have improved our measurement of New Zealand’s international insurance
transactions, the following limitations remain.

Resident non-insurer corporate entities insuring offshore
Insurance transacted offshore directly by New Zealand non-insurer corporate entities, or
through brokers, is likely to suffer from undercoverage of outstanding claim receivables
(technical reserve assets). In turn, this results in an undercoverage of outstanding claim
positions in the IIP, and transactions in those claims in the financial account. This likely
undercoverage arises because of the split in collection vehicles – we collect premiums
data from the broker and non-insurer forms, while claims data is requested from noninsurers in the QIIS.
We have two reasons for adopting this approach.
 The data request for all financial assets and liabilities is consolidated in a single
form, the QIIS. This aids complete and consistent reporting.
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 Brokers we consulted indicated that for business transacted through them, claims
receivable usually transact directly to the policy holders and not through the broker.
This would make claims reporting by brokers very difficult.
Mitigating the likely undercoverage requires constant monitoring of insurance activity,
updates to the registered insurers’ list, and links between data sources.

Individuals
We do not measure New Zealand individuals purchasing insurance from abroad –
individuals are out of scope of our insurance data collection system. Examples of
individual undercoverage are: individuals insuring physical assets directly with offshore
insurers; or having term-life and participating life schemes with offshore providers. The
latter could be significant – for example, for migrants to New Zealand who retain life
participating schemes in their country of origin.

Life insurance
Life insurance (participatory schemes) provided by New Zealand insurers to nonresidents is within scope of the data collection, but little data is reported for this type of
insurance. Insurers have reported it is a small portion of their business and non-resident
policy holders are difficult to identify, making it difficult to report data to the survey.

Annuities
New Zealand-resident individuals may receive annuities from offshore providers. For
example, migrants to New Zealand may retain annuities from providers located in their
previous country. No data is collected for this, as individuals (the recipients of the annuity)
are out of scope of our data collection. This non-measurement of annuities results in an
understatement of New Zealand’s insurance technical reserves assets in the IIP and
transactions in the financial account, and the income flow attributed to the policy holders
in the primary income account.

19.6 How our compilation differs from BPM6
recommendations
The changes we introduced in the June 2014 quarter to measuring New Zealand’s
international insurance transactions were part of adopting new international standards –
BPM6 and 2008SNA. Our measurement of insurance in the BoP and IIP statistics is
largely compliant with the new standards, as applied to New Zealand’s circumstances.
Some BPM6 insurance items are not measured at all or are of little significance, as
discussed elsewhere in this chapter. Below, we discuss the remaining differences of our
treatment or classification.

Auxiliary insurance services
Auxiliary insurance services are charged through an explicit fee for service, such as an
agent’s commissions, brokerage and agency services, evaluation and loss adjusting, or
actuarial services. Data about brokerage fees that New Zealand brokers earn from
offshore insurers is collected from brokers. However, we do not explicitly collect data
about other auxiliary insurance services.
It is likely that transactions in at least some of these auxiliary insurance services are
reported in the International Trade in Services and Royalties Survey (ITSS, see chapter 7
for more information).
The ITSS makes no explicit request for data on insurance services, as it is framed in
more generic terms as, for example, agency services. This means auxiliary insurance
services reported in the ITSS may be misclassified to other service categories. Therefore,
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we may not fully meet the BPM6 requirements to include auxiliary insurance services in
the item 'insurance and pension services'. Our next redevelopment of the ITSS data
collection will address this.

Claims – time of recording
The BPM6 recommendation is that insurance claims be recorded in the period that the
insured event occurs. The data we request is for the claims recognised in the insurer’s
accounts for the survey reference period.
In addition to claims arising in the period, plus estimates for claims incurred but not
reported, which concords with the BMP6 recommendation, insurers also recognise
changes in the previous period’s estimates in the survey reference period. That is,
insurers update their estimates of the value of claims that arose in previous periods, and
they recognise the change in the claim amount in the period that the re-estimate is made.
The change in the previous period’s estimate can add to, or subtract from, the claim
amount.
The time of recording we capture does not concord with the BPM6 recommendation. We
accept the difference because we found it was not practical to request insurers to allocate
previous period changes for business as usual claims to the period of the events.
Note: this difference applies only to business as usual insurance claims. We record
claims data relating to exceptional events in our accounts in the periods of the insured
event. For the Canterbury events, this is the September 2010, March 2011, June 2011,
and December 2011 quarters. We send a supplementary data request to insurers each
quarter to collect data about the exceptional events.

19.7 Case study: the Canterbury earthquakes
We treat the 2010/11 Canterbury earthquakes as an exceptional event. The resulting
insurance claims are treated as capital transfers through New Zealand’s macroeconomic
accounts.
In BoP, the claims we record are the reinsurance recoverables that New Zealand insurers
expect from reinsurance contracts with their offshore reinsurers. These recoverables are
recorded in the period of the events: the September 2010, March 2011, June 2011
quarters, and a small amount for the December 2011 quarter. The recoverable amounts
are subject to change as the New Zealand insurers discover more information about their
claims liabilities to their Canterbury policy holders, which results in changes in the claims
recoverables against the offshore reinsurers. We record changes to the recoverables in
the period of the event, as revisions to the published statistics.
We obtain data about the Canterbury reinsurance recoverables from a supplement to the
BoP insurance surveys. The supplement began in the March 2011 quarter – in time for
the February 2011 earthquake, the largest for claims. Before then, we obtained
information directly from EQC and the Insurance Council of New Zealand.
The supplement operates each quarter, and requests data from insurers about each
Canterbury earthquake. This supply of ‘Canterbury’ data by insurers each quarter
enables us to:
 separately identify Canterbury reinsurance claim transactions and outstanding
balances in the published statistics
 treat the claims as capital rather than current transfers
 revise claim estimates for each earthquake, in the period of the earthquake.
For the Canterbury event, New Zealand insurers are policy holders who have reinsurance
claim recoverables from non-resident reinsurers. We record the amount of the claim
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arising as a capital account inflow (credit) in the period of the event. This is the underlying
event.
The counter-entry to the claim inflow transaction is a financial account asset transaction
(debit), reflecting a receivable – reinsurance recoverables from non-resident reinsurers.
The outstanding balance at the end of the period is an asset balance in the IIP. The item
in the New Zealand accounts is ‘other investment; insurance, pension, and standardised
guarantees’ (generally called ‘insurance technical reserves’).
The unpaid insurance recoverable amount has translated into a financial item – a
financial claim of the policy holder over the reinsurer. Transactions settling the financial
claim over the reinsurer are transactions recorded in the financial account, and reduce
the IIP asset balance. These financial account transactions that reduce the outstanding
asset balance in the IIP have their own counter-entry.
Table 19.3 summarises a set of reinsurance claims transactions. Transactions are
numbered 1–4. The underlying insured event triggering the claims is an insurance
exceptional event – we treat the claims as capital transfers.
The example uses two periods, 1 and 2, signifying that most insurance claims arise in
one period and are settled in a later period (settlement for Canterbury claims is expected
over several years).
In table 19.3, the transactions are numbered 1 and 2; and 3 and 4.
 Transactions 1 and 2
o transaction 1 – the insurance claim arises, and is recorded in the capital account
as an inflow (credit)
o transaction 2 – is the counter-entry in the financial account item insurance
technical reserves, increasing assets (debit)
o transaction 2 is an equal and offsetting transaction to transaction 1, and results
in an IIP asset balance (debit).
 Transactions 3 and 4
o transaction 3 – is settlement of the financial claim on the non-resident reinsurer.
This is a decreasing asset transaction in the financial account item insurance
technical reserves – a negative debit, inflow – and results in the IIP balance
reducing to 0
o Transaction 4 – is the counter-entry to the settlement of the financial claim on
the non-resident reinsurer, and is a further financial account transaction, shown
as an increase in foreign currency assets (debit).
For this example, we assume the non-resident insurer transacted through a resident bank
to effect payment in NZD to the resident policy holder, the New Zealand insurer. This
represents a demand for NZD in exchange for foreign exchange (FX). The settlement
account of the resident bank records a debit transaction – increasing FX assets. The
positive debit, increasing the foreign currency asset, offsets the negative debit transaction
reducing the insurance claim, and represents part of New Zealand’s FX supply.
Against this supply of FX is the demand from importers of goods and services, income
payable to non-resident investors, and transfers out. The country’s overall FX deficit or
surplus will be financed by acquiring liabilities or disposing of assets.
In New Zealand’s accounts, the counter-entry transaction is recorded in the item ‘other
investment; currency and deposits’ and is indirectly measured; in effect it is net
transactions accounting for the change in the ‘currency and deposits’ balance from the
opening to the closing balance.
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4 Currency and deposits

3 Insurance technical reserves
Financial account, IIP

Period 2; settlement of claim
Financial account, IIP

2 Insurance technical reserves

1 Capital account Credit Inflow
Financial account, IIP

100

Item Period 1; exceptional insurance event

100

Financial account counter entry to the initial claims transaction, and
resulting IIP asset balance

0
100
0
Transaction settling the claim, reducing technical reserve asset balance
IIP , asset
Financial Account asset transactions IIP, asset
Transactions
Transactions
increasing assets, decreasing assets,
Opening balance
DR
-veDR
Closing balance
Counter entry to the settlement of the insurance technical reserve
reducing asset transaction; FX assets of settling bank rise on receipt of
0
100
0
100
funds used to settle the claim.

100

Financial Account asset transactions IIP, asset
Claims arising in Claims settled in
the period;
the period;
Transactions
Transactions
increasing assets, decreasing assets,
Opening balance
DR
-veDR
Closing balance

IIP , asset

100

Financial Account asset transactions IIP, asset
Claims arising in Claims settled in
the period;
the period;
Transactions
Transactions
increasing assets, decreasing assets,
Opening balance
DR
-veDR
Closing balance

IIP , asset

Notes
Insurance claim of 100 recognised in the period of the insured event; In
this case an exceptional event, recognised as a capital account inflow, CR
entry
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Table 19.3 Example of reinsurance claims transactions

19.3 Example of reinsurance claims transactions

20 Relationship to national accounts
This chapter discusses the connection between the BoP international accounts and the
national accounts.
Topics covered in this chapter are:
20.1 What are the national accounts?
20.2 Difference between international accounts and SNA
20.3 Relationship between BoP and national accounts
20.4 BoP data used in national accounts.

20.1 What are the national accounts?
The international accounts form part of the broader system of New Zealand’s national
accounts. In practice, the international accounts statistics are compiled first and then
included in the national accounts.
The national accounts provide a comprehensive set of statistics for an economy, with
information on economic transactions, changes in the levels of assets and liabilities, and
the levels of assets and liabilities themselves. Currently, New Zealand’s national account
statistics do not include the financial account and balance sheets.
See Annual national accounts sources and methods and gross domestic product (on
Statistics NZ website) for information about the methods.
The national accounts is a closed system in which we record both sides of every
transaction involving a resident economic entity. We include a set of accounts that
captures transactions that involve economic relationships with non-resident entities.
These accounts are k the ‘rest of the world accounts’ and are presented from the
perspective of non-residents rather than residents.

20.2 Difference between international accounts and
SNA
Conceptually, an economic transaction has two entries. For example, something of
economic value is provided (debits) and something of equal value is received (credits).
The differences between BoP and 2008SNA are:
 In BoP, each transaction is recorded twice (double-entry), while four entries are
made in national accounts. In BoP we record the activity of only one transactor –
the resident entity (with a non-resident entity), while the national accounts records
the activity of both transactors (ie the activity of either two residents or a resident
and a non-resident).
 In BoP, we show transactions from the resident entity’s perspective, whereas in the
national accounts, we show transactions from the perspective of the resident (in the
production, income, and accumulation accounts) and the non-resident in the
financial account.
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20.3 Relationship between BoP and national accounts
As BoP, including the IIP, forms an integral part of the national accounts, there is
complete concordance between them. Table 20.1 illustrate this.
Table 20.1
Key conceptual concordances between international accounts and national
accounts
Classification
The System of National Accounts, 2008 is the
(institutional sector,
international standard
industry, and assets)
It is fully compatible with BPM6 for these
classifications
20.1 Key conceptual concordances between international accounts and national accounts

Residents

Resident producers and consumers are identified
identically

Economic territory

Same concepts of economic territory and centre of
economic interest apply

Valuation of transactions

Both use market prices as the primary concept of
valuing transactions and positions

Currency

Both use identical concepts for converting foreign
currency transactions into NZD (currency used to
aggregate and present these statistics)

The national accounts reflect the basic aspects of economic life (production, income,
consumption, accumulation, and wealth). Gross domestic product (GDP) is the key
economic aggregate – it measures the total value added in an economy in any period.
GDP may be measured as:
 the total value of output less the cost of goods and services used in the production
process (intermediate consumption) – the output (or production) approach
 the value of income accruing from the production process to each production factor
(plus net taxes on production and imports) – the income approach
 total final expenditure on goods and services during the period – the expenditure
approach.
Conceptually these measures are equal, but because we use different and imperfect data
sources to measure each approach, the measures may differ in practice. This difference
is reflected in the statistical discrepancy item. We regularly benchmark the national
accounts to balance annual supply and use (input-output) tables. This ensures that,
except for the latest year, the three measures of GDP are equal on an annual basis,
though there will still be a statistical discrepancy between the quarterly estimates based
on the three approaches.

20.4 BoP data used in national accounts
BoP data is fully integrated within the New Zealand’s SNA. BoP data is the main source
for the rest of the world account within the national accounts.
The tables below illustrate where within the suite of national account aggregates the
relevant BoP data feeds into.
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Table 20.2
GDP estimate (expenditure measure)
20.2 GDP estimate (expenditure measure)

GDP component item (annual
and quarterly series)
Goods

Relevant BoP data used

Services

BoP exports and imports of services data feed
directly into GDP estimate. (BoP services data is
sourced from surveys, administrative data, and
modelled estimates)

Household consumption
expenditure

Data on expenditure in NZ by foreign tourists
(exports) and expenditure abroad by NZ residents
(imports) feed into the estimation of household
consumption expenditure

BoP exports and imports of goods feed directly into
GDP estimate. (BoP goods data is sourced from the
merchandise trade statistics and adjusted to comply
with BoP conceptual adjustments)

Our expenditure-based measure of GDP is derived as final consumption expenditure by
government and households, plus investment in fixed capital formation and changes in
inventories, plus exports minus imports of goods and services, plus (or minus) the
statistical discrepancy. Exports and imports are the same as the BoP components
exports and imports of goods and services.
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Table 20.3
Income and outlay account
20.3 Income and outlay account

Annual income and
outlay account
component
Primary income – for
the rest of the world
sector

Component item

BoP data sources that
feed into the item

Specific items include:
Interest receivable and payable
Dividends receivable and
payments
Reinvested earnings of direct
investors (New Zealand directors
and foreign direct investors)
Compensation of employees – to
non-resident workers in NZ
(Note: BoP data within the income
and outlay account is from the rest
of the world sector’s perspective).

Quarterly International
Investment survey
Inland Revenue-sourced
tax data

Secondary income –
rest of the world
sector

Data items include:
Income tax receivable from nonresident
Income tax payable overseas by
residents
Net non-life insurance premiums
Non-life insurance claims
Miscellaneous current transfers
receivable and payable

The quarterly BoP
insurance estimates (risk
or transfers elements)
feed into the non-life
insurance premium and
claims amount.
Tax payable and
receivable are sourced
from government
agencies.
Other miscellaneous
transfers are sourced
from other agencies’
data.

The income and outlay account records incomes and the subsequent redistributive
transactions not associated with production. We derive saving as the residual, which
represents the part of disposable income not spent on final consumption goods and
services. The income and outlay account is equivalent to the primary, secondary, and
capital accounts within the BoP statement.
Note: we produce the income and outlay account for each of the main sectors of the
economy. The rest of the world (BoP) is a sector within the national accounts’ sectors.
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Table 20.4
Capital account
20.4 Capital account

Sector
Producer enterprises

Capital account item
Gross fixed capital formation

BoP data
BoP goods imports and
exports

Financial
intermediaries

Gross fixed capital formation

BoP goods imports and
exports

Private non-profit
institutions serving
households

Gross fixed capital formation

BoP goods imports and
exports

Rest of world

Funding, net capital transfers

BoP surveys

Net purchases of non-produced,
non-financial assets

BoP surveys

The capital account shows the link between gross saving and net lending/borrowing
(to/from the rest of the world). The latter is derived as gross saving plus net capital
transfers from non-residents, less investment in fixed capital and inventories and the net
acquisitions of non-produced, non-financial assets from non-residents. The items net
capital transactions, and net acquisitions of non-produced non-financial assets, are both
sourced from the BoP capital account.
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21 Users and uses
This chapter identifies the main users of the BoP and IIP statistics and presents
examples of how they use the statistics.
Topics covered in this chapter are:
21.1 Users of international accounts
21.2 Domestic and international users – overview
21.3 Developments in international financial data since the global financial crisis
21.4 International Monetary Fund and international database uses
o International Monetary Fund
o International database uses
21.5 Other users and uses
o Agencies engaged in financial risk assessment (eg credit rating agencies)
o Informing trade and investment policy
o Ongoing economic monitoring and forecasting.

21.1 Users of international accounts
We publish BoP and IIP statements (the international accounts statistics) quarterly and
annually. Quarterly statements are released approximately 11 weeks after the end of
each reference quarter (eg we release June quarter statistics in the third week of
September). The annual series comprises BoP and IIP statements for each year ending
in March – these are published within six months of the reference year’s end (eg we
published the year ended March 2014 annual in late September 2014).
We introduce all quarterly and annual (benchmark) revisions through the quarterly series,
and subsequently include them in the release of annual statistics each year (see chapter
22 for more on our BoP revisions policy and practice). Consequently, the annual series
for BoP transactions comprises the already-published quarterly flow statistics, but on a
year-ended March basis; the ‘annual’ IIP and external debt statistics are the alreadypublished positions – at March each year.
The annual series provide more detailed data breakdowns than the quarterly statistics
(most additional detail is a disaggregation of transactions and positions, by partner
country and/or industry). We also incorporate and release the results of the annual
surveys (hedging of foreign currency external debt, international investment, and
services).
The quarterly series present full BoP and IIP accounts. The level of detail in the published
quarterly series provides a useful basis for analysing and assessing the country's external
financial situation.
Included in the series we publish each quarter are:
 disaggregation of service types and income
 seasonal and trend series, where applicable
 disaggregation of the financial account and IIP – into functional classification of
capital by sector
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 an IIP statement showing gross and net positions, with a full reconciliation
statement showing the effect on the IIP position of transactions and valuation
changes arising from exchange rate, market price, and other valuation effects
 financial assets and liabilities disaggregated between equity and non-equity
instrument types
 non-equity asset and liabilities disaggregated by instrument, currency, and residual
maturity
 external lending and debt disaggregated by sector, and by investment relationship
with non-resident counterparties.
See chapter 3 for more detail on the BoP and IIP classifications.

21.2 Domestic and international users – overview
As for other economic statistics, New Zealand has both domestic and international users
of our BoP and IIP statistics.
Domestic users include:
 those engaged in financial market operation, policy development, and providing
advice and analysis, including New Zealand government agencies
 the domestic information media, particularly the financial media
 the New Zealand public, for whom receiving independent financial performance
indicators for the nation is an important feature of the democratic process.
International users include:
 the OECD with an emphasis on direct investment data, and the International
Monetary Fund (IMF) in its international financial surveillance role
 agencies engaged in financial risk assessment (eg credit rating agencies)
 those engaged in financial market operation
 the international news and information media, particularly the financial media.

21.3 Developments in international financial data since
the global financial crisis
The global financial crisis (GFC) in 2008/09 highlighted a need for data to aid financial
stability analysis. One initiative arising from this need was the data gaps initiative (DGI).
The DGI emphasised ‘from whom to whom’ data; and balance sheet and transactions of
funds between sectors, both domestic and cross border.
The DGI also encouraged early adoption of the BPM6. While the previous BoP
framework (BPM5) placed greater emphasis on transactions, BPM6 elevates the focus of
the IIP in the international accounts, and places significantly more emphasis on sectoral
disaggregations.
Financial stability analysis in the wake of the GFC emphasised cross-border transmission
of financial exposures. IIP and reconciliation data at the sectoral level enables crossborder financial vulnerabilities and transmission paths into the domestic economy to be
identified and analysed. Providing IIP statistics is crucial in this analysis, providing data
about the risks from valuation changes, together with data about currency composition
(indicating vulnerability to exchange-rate fluctuation),and debt maturity (liquidity risk).
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We implemented BPM6 in New Zealand’s statistics with a first release in September
2014. Data collection changes to meet BPM6 requirements were effective from the June
2014 quarter, with series backdated as far as was feasible.
The IIP series extends back to June 2000 as a quarterly series, and to 1989 as an annual
series (at 31 March). We first compiled the reconciliation statement as a quarterly series
for the June 2011 quarter, and it published in September 2011. From the June 2014
quarter, we publish an enhanced presentation of the reconciliation account each quarter.
Since June 2000, the quarterly IIP series has included disaggregations of debt and
lending by currency, instrument, and residual maturity. While we have released broad
sectoral disaggregation of aggregate positions since 2000, the New Zealand BPM6 series
offers an enhanced sectoral analysis of external debt and lending positions. The annual
hedging survey complements the IIP and external lending and debt series, by providing
information about the extent and methods by which New Zealand’s foreign currency
external debt is hedged. The hedging statistics contribute to assessments of New
Zealand‘s exposure to financial risk arising from currency fluctuations.

21.4 International Monetary Fund and international
database uses
International Monetary Fund
The IMF is a key user of BoP and IIP statistics, as well as being the establisher of the
framework by which we compile the statistics. As an IMF member, New Zealand is
obliged to produce international BoP and IIP statistics, under Article VIII of the Articles of
Agreement.
The IMF’s BoP Manual (BPM) provides the framework for compiling BoP and IIP
statistics. Member countries are obliged to adhere to the framework in compiling these
international statistics, allowing for individual countries’ circumstances. Using a common
framework has many benefits, including enabling quality inter-country comparability of the
statistics. As the nature and scope of international transactions evolves, this framework is
reviewed periodically.
The current compilation framework is BPM sixth edition (BPM6), published in 2009. We
implemented this framework in 2014 with the release of the June 2014 quarter statistics,
and backdated the statistics on the basis of the new framework to the June 2000 quarter
for all BoP and IIP series, and further back for selected series.
(See chapter 4 for more information about the transition from BPM5 to BPM6).
As part of New Zealand’s IMF membership obligations, we report each quarter’s BoP and
IIP data to the IMF. The IMF publishes this data online, along with that of other countries
(see www.imf.org).
The international accounts data we supply to the IMF is used by the IMF in its ongoing
surveillance role, and in its Article IV consultations. For New Zealand, consultation
usually occurs each year.
See New Zealand and the IMF (on IMF website) to view the IMF’s staff report (resulting
from the consultation)

International database uses
We supply international investment data to three other international statistical databases.
All three provide easy access to data compiled and presented on a comparable basis, in
one place.
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These databases are:
Quarterly External Debt Statistics (QEDS) – developed jointly by the World Bank and
the IMF, QEDS provides comparable external debt data, to facilitate macroeconomic
analysis and cross-country data comparison. Contributors to the QEDS are economies
that subscribe to the Special Data Dissemination Standard, and selected economies that
subscribe to the General Data Dissemination Standard. While New Zealand does not
subscribe to either standard, we do contribute data each quarter to the QEDS.
Coordinated Portfolio Investment Survey (CPIS) – operated by the IMF, CPIS
requests portfolio equity and debt assets data, and where feasible, liabilities data. New
Zealand provides asset and liability data annually (at 31 December). This data, plus data
from two other surveys (securities held as foreign currency reserves, and securities held
by international organisations) enables the IMF to derive estimates of portfolio liabilities
for every economy. The CPIS has operated annually (at end of December) from 2001,
and from June 2013 it also collects data at 30 June each year. New Zealand does not
yet contribute to the June data collection.
Coordinated Direct Investment survey (CDIS) – an annual data collection, led by the
IMF, which aims to improve the availability and quality of data about direct investment.
New Zealand has contributed data to the survey from its inception in 2009.

21.5 Other users and uses
There are a large variety of users and uses in addition to the mandated international
databases discussed above. We detail these additional users/uses in the sections below
– agencies engaged in: financial risk assessment, informing trade and investment policy,
and ongoing economic monitoring and forecasting.

Agencies engaged in financial risk assessment (eg credit rating
agencies)
Credit ratings are informed opinions about credit risk, which can be assessed for an
individual or a whole country. The credit risk assessed is the capability and willingness of
an entity, in this case the country of New Zealand, to meet its financial obligations as they
fall due.
BoP and IIP statistics are part of the information the credit rating agencies take into
account when rating a country, or a ‘sovereign’. The external account statistics are
important, because they enable assessment of a country’s ability to obtain foreign
exchange (FX) to meet debt obligations. FX sources include exports of goods and
services, sale of assets, and accumulation of liabilities.
Many factors affect analysis undertaken for rating purposes. For the external accounts,
trends in the current account are significant – large current account deficits have to be
financed, and this financing requirement in turn is likely to result in a deteriorating net IIP
position.
For example, the vulnerability of the current account can be affected by relying on one or
a few commodities or services, or on a few export markets. High stocks of external
liabilities can limit an economy’s ability to respond to external volatility or longer-term
market changes. This can occur when lenders/investors reduce their willingness to supply
further borrowings, in response to an adverse trend in the current account.
The composition of a country’s stock of external assets and liabilities is also important for
risk analysis.
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For example, external debt liabilities:
 require servicing (payment of principal or interest), according to contractual
arrangements, regardless of the performance of the borrower. In contrast, servicing
equity liabilities depends on the issuer’s performance
 repayable in foreign currency carry the risk of exchange rate depreciation
 carry a higher rollover risk (ie the risk that the volume of debt will not be able to be
refinanced on favourable terms, or at all) where a large proportion is short term or
has shorter residual maturity.
A country’s access to foreign currency can also be from foreign financial assets.
Therefore, a country’s stock of these financial assets, particularly debt instrument assets
denominated in foreign currencies, is a key part of the picture.
Each quarter we publish the following level of disaggregation of New Zealand’s nonequity instrument assets and liabilities:
 sector: central bank, general government, deposit-taking corporations (banks),
other sectors (non-bank corporates)
 relationship (direct investor, direct investees, fellows, unrelated) of external lending
and debt
 sector by relationship (non-financial corporations and other non-bank financial
corporations) of external lending and debt
 instrument type of financial assets and liabilities
 currency of non-equity financial assets and liabilities – 13 currencies including
AUD, USD
 residual maturity of non-equity financial assets and liabilities 9 classifications
ranging from ‘at call’ to ‘over 5 years’.

Informing trade and investment policy
We produce statistics that show our partner countries for trade in goods and services,
and investment transactions and balance sheet positions. This data is used in analysing
New Zealand’s economic relationships with specific countries. This information is a
significant input to forming trade and investment policy, negotiating bilateral and
multilateral trade and investment agreements, and monitoring the outcomes of such
initiatives.

Ongoing economic monitoring and forecasting
New Zealand government agencies use international account statistics in their monitoring
and forecasting roles. For example, the RBNZ uses the statistics in its financial stability
report when assessing the country’s external financial vulnerability. This assessment
uses statistics about New Zealand‘s level of external liabilities, expectations of the trend
in that level resulting from trends in the current account, New Zealand’s exposure to
currency and rollover risks associated with levels of external debt liabilities, and the
residual maturity profile of that debt.
Other economic analysts (eg in the trading banks) use the statistics to inform their views
of the economy’s prospects. These analysts publish regular forecasts of the current
account, and commentaries on the statistics.
On a longer-term basis, the international accounts help to inform views about the
prospects, risks, and constraints faced by the economy, which in turn can influence
investment decisions made by banks, their clients, and others.
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22 Revisions and publication policy
This chapter outlines our revisions policy in the BoP and IIP statistics, including guiding
principles, quarterly and annual revisions cycle, and the types of revisions.
Topics covered in this chapter are:
22.1 Overview and guiding principles
22.2 BoP and IIP quarterly and annual revisions cycle
22.3 Revisions due to new or updated information
22.4 Benchmark revisions
o Inland Revenue data in other investment income
22.5 Revisions due to conceptual or methodological changes.

22.1 Overview and guiding principles
Revisions to previously published data are necessary to maintain the best possible
estimate for BoP and IIP statistics. Our ultimate goal across all revisions is to increase
the quality of the previously published data and to improve the measurement of New
Zealand’s economy. It is international best practice to revise international and national
accounts statistics to ensure these continue to reflect the realities of a changing world.
Our macroeconomic statistics revisions policy is governed by three guiding principles,
which recognise the importance of our customers’ needs. These principles are:
 all macroeconomic output we produce should be internally consistent and present
the same (or a similar) story of underlying activity
 revisions to macroeconomic output should be applied consistently, with knowledge
of the time lag inherent in different data sources and the effect that revisions to one
data source may have on ancillary or other outputs
 the revision process must be transparent and open.

22.2 BoP and IIP quarterly and annual revisions cycle
We follow a systematic approach to revisions, with a formal quarterly revision process
and an annual revision process.
On a quarterly basis, we revise the previous quarter’s published data. We make every
effort to capture a quarter’s data in a timely manner, to present it in the first release.
However, given the nature of the BoP and IIP statistics, we need to revise the previous
quarter’s published data. By limiting the quarterly revisions to just one quarter we aim to
maintain stability in the published series. More details on these revisions is further below.
On an annual basis, we introduce and publish revisions to multiple quarters together with
the June quarter’s BoP and IIP statistics. The objective of the annual revisions cycle is to
maintain accuracy of the data series, while ensuring cohesion over the four-quarter
period. The annual revisions cycle also includes updating data series from new annual
benchmark estimates.
For the annual revisions, we have no typical or specified time period for how far back the
revisions will apply. At a minimum, the annual June revisions go back at least two years
(eight quarters). Revisions going back further are more likely to arise from new
information becoming available, correcting historical errors, or introducing a conceptual or
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methodological change. We communicate these data changes in advance to users
through information papers.
We determine the need to make significant revisions outside the quarterly or annual
revisions cycle on a case-by-case basis. This requires balancing the need for stability in
the series against the integrity of the statistics.
Quarterly revisions typically arise from:
 data becoming available after the initial release
 restatement of already supplied data
 data from new enterprises being birthed to survey collections.
Annual revisions typically arise from:
 validation of data against company accounts or other external sources
 updating of annual benchmark estimates
 conceptual and methodological changes.
Revised data in published statistics are identified with an ‘R’ notation.
Revisions we have made to data are detailed below.

22.3 Revisions due to new or updated information
For various reasons, enterprise-level data may require revision after the initial quarterly
release.
 Data may arrive late from existing survey respondents. Respondent data may be
delayed when they cannot complete the survey in time (eg due to the complexity of
the data being collected, or systems not being in place to extract the data required).
We make an estimate for the non-response and include it in the initial release.
 Respondents restate their previously provided data when compiling the current
quarter’s survey response.
 Information provided by respondents may loosely resemble the desired data item
we seek, or the data may suffer from scope, coverage, timing, or valuation
limitations. In these cases, we make adjustments to the data so it better represents
the desired conceptual framework on which the statistics are produced.
 Data may arrive late from new enterprises ‘birthed’ to a survey. We find that new
entities added for the first time in a survey often take longer to respond. At times we
require a longer series of data from these new survey respondents in order to
preserve the consistency and credibility of the data series.
 We continuously validate financial data provided through surveys against annual
financial statements filed with New Zealand’s Companies Office. This validation
process often results in changes to surveyed data overlooked by respondents. In
many cases, these revisions apply to several back quarters of surveyed data.

22.4 Benchmark revisions
The annual revisions consist of benchmark updates that are due to new data becoming
available, either from administrative sources, or from annual or census surveys.
An example of the annual benchmark revision is illustrated below.
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Inland Revenue data in other investment income
Each June quarter, we update the Inland Revenue-reported income data from tax forms
in the income component of the current account. This data fills a coverage gap in the BoP
statistics. It includes ’overseas income’ of and ‘income payment abroad’ by individuals,
trusts and estates, partnerships, and small to medium enterprises.
A lag of approximately 15–18 months exists in finalising a year’s Inland Revenue income
data. At the time this tax data is assessed, the percentage of tax returns filed can be as
low as 10–15 percent, and for the last year it can be as high as 90–95 percent. To
produce aggregate estimates, we rate-up the partially reported data for the past and
current years using historical information. We revise the projections made ‘last year’ each
year – using the latest tax results. It is also common for taxpayers to refile a return and
update their tax information.
For these reasons, and to retain accuracy, we annually review and revise the ‘other
investment income’ undercoverage estimate.

22.5 Revisions due to conceptual or methodology
changes
Major conceptual or methodology-related changes to data tend to be irregular and are
usually incorporated at the time of the annual revisions cycle. As these changes affect
historical data series, we communicate them in advance to customers through
information papers. Incorporating new international standards like BPM6 (see chapter 4
for more information) or estimates for low-value goods imports are examples of these
revisions, which also affect other macroeconomic series (eg GDP or the institutional
sector accounts).
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23 Administrative and other data sources
This chapter is highlights our goal to be an ‘administrative (admin) data first’ organisation
and its possible effect on current and future BoP data sources and compilation.
Topics covered in this chapter are:
23.1 What is administrative data?
23.2 Drivers for the ‘administrative data first’ philosophy
23.3 Benefits and risks of administrative data
23.4 Fit for purpose
23.5 Challenges in using administrative data
23.6 Balance of payments use of administrative data
23.7 Future possibilities
o

Security-by-security database

o

New Zealand Companies Office information

o

Credit card information

23.8 Building cooperation with other public and private sector agencies
23.9 The future of BoP surveys.

23.1 What is administrative data?
Administrative (admin) data is all data that is collected by government agencies or private
organisations for either regulatory or policy monitoring purposes, or as part of conducting
their business or services. It is data that is not primarily collected for statistical purposes.
Rather, it is collected to deliver a service, for regulatory assessment, for registering
members, events, or activities, or as legally required records. The target population and
data content is defined by the collection organisation and they have primary control of
how the admin data are collected and processed. As a result, admin data differs in
nature, scope, and quality to data collected directly through the surveys we conduct.
Examples of admin data are: tax return data sourced from Inland Revenue and Customs
data on trade transactions.
BoP has a long history of using admin data to compile many items within the current
account and capital and financial accounts. We also use data from surveys run by
external agencies. We highlight some of these surveys in this chapter.

23.2 Drivers for the ‘administrative data first’
philosophy
A rapid increase in digitisation of information means that admin data (and digital data in
general) has become more abundant, more comprehensive, and more accessible. In
addition, improvements in technology make easier to manage and analyse large admin
data holdings. Together, this gives more opportunities for using admin data to produce
official statistics, and to do it in more sophisticated ways. Also, declining response rates
and increasing costs associated with surveys highlight the need for alternative datagathering mechanisms.
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Central to the drive to use admin data is our need to reduce the burden on respondents
for statistical purposes. Making more and better use of admin data sources helps us do
this.
Admin data is widely referenced in corporate and statistical strategy within Statistics NZ,
reflecting a strong commitment to “use administrative data as a first source,
supplemented by direct collection where necessary”. In the 2014 Annual Report,
Statistics NZ stated “Minimise respondent burden by employing admin data as the first
source”.

23.3 Benefits and risks of administrative data
Key benefits to using admin data are that it:
 reduces collection costs and increases efficiency by getting more out of the initial
investment
 reduces respondent burden by enabling the same data to be used for multiple
purposes
 improves data quality (due to extensive coverage) and provides avenues for other
relevant or new outputs.
Equally, there are risks associated with using admin data. Key risks are the:
 increased up-front cost of setting up systems and processes to use admin data,
particularly when new tools and infrastructure are needed to support its use. Often
there is a much higher volume of data to manage
 level of trust within the population of interest may go down as a result of greater
data sharing across government
 loss of control – admin data may change from time to time as policy and regulatory
frameworks change, which may make the admin data no longer fit for purpose.

23.4 Fit for purpose
A key factor that determines whether the admin data can be used for statistical use is the
’fit for purpose’ test. We use a set of assessment criteria (eg timeliness, coverage,
coherence) to assess whether the admin data will meet the objectives of the intended
statistical use. If the data passes the ‘fit for purpose’ test, it means the intended use of the
admin data closely characterises the statistics it will represent. We deem it good enough
to be used in compiling the particular statistics.

23.5 Challenges in using administrative data
Using admin data has challenges. Apart from its scope, admin data differs in its
characteristics and quality to data usually captured through surveys. Survey data is
designed for a specific purpose and is a better fit for statistical use. However, in a survey,
we sometimes ask respondents to manipulate data in a way that may not make sense to
them, and we end up getting poor quality data. This often takes time and effort to rectify.
Admin data varies greatly in volume, content (variables, units), and structure. Some data
is well-structured, stable and well-maintained across time (eg births, deaths, and
marriages), while others change over time due to changes in regulations, for example.
Also, some admin data sources are less suited for direct output and require a significant
amount of transformation before they are useful for output (eg turning ACC data into
injury statistics).
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23.6 Balance of payments use of administrative data
At Statistics NZ, we have a long history of using admin data sources in compiling key
aggregates. In previous chapters we describe the various admin data used in compiling
data for different components.
Before the mid1980s, a key data source for compiling BoP statistics was the overseas
exchange transactions (OET) records maintained by the RBNZ. The OET system
required each trading bank and authorised FX dealer to record certain details about the
purchase and sale of FX in New Zealand. The purpose of the OET records was to
monitor the flow of capital into and out of New Zealand. The OET admin records were a
good data source for the compiling most items in the BoP statement. However, as not all
transactions in scope for BoP went through the banking system, we needed some direct
surveying of enterprises to supplement OET data.
Abolishing controls on capital transactions in 1984 meant OET records were no longer
needed, which resulted in us losing a key data source for compiling BoP statistics
overnight. To fill some of the lost data gaps, we needed direct surveys of transactors, and
used admin data where available. Gradually, through the 1990s, we increased the
number of direct surveys of enterprises and made increased use of admin sources to
compile our BoP statistics.
Table 23.1summarises a sample of the admin data used in BoP.
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Table 23.1
Sample of administrative data used in BoP
23.1 Sample of administrative data used in BoP

Admin data
source
New Zealand
Customs Service

Description

Where used in
BoP
We adjust data to
comply with BoP
conceptual
adjustments (refer
to Chapter 6 for
more details) and
record it as goods
exports and imports
in the current
account

Is data fit for
purpose?
Yes, although we
make adjustments
to comply with BoP
concepts

Ministry of Foreign
Affairs and Trade

Expenditure of
embassies and
consulates abroad

Data used to
provide estimates
for government
services within the
service component

Yes

Inland Revenue

Data item we use in
BoP is ‘overseas
income’ value
(reported in IR3, IR4,
IR6, and IR7 tax
forms). We also use
dividend and interest
income paid
overseas (reported in
IR3NR and IR67)

We record both
income and
outflows in the
‘other investment’
income component
of the current
account

Data is primarily
captured for tax
purposes, so does
not fully define or
classify income as
for macroeconomic
statistics
Considered
suitable for BoP
purposes

Inland Revenue

Data item sourced is
the outstanding
loans of NZ students
away from NZ for a
year or more

We record data as
a NZ asset on nonresidents in the
financial account
and the IIP

Yes

Data include exports
and imports of goods
(as recorded by New
Zealand Customs)

23.7 Future possibilities
In line with Statistics NZ’s organisational strategy, BoP’s future data collection strategy is
to use more admin data as direct inputs in compiling BoP and IIP statistics.
Potential sources of admin data for BoP include:
 RBNZ’s security-by-security database, which is in development
 integrating Statistics NZ’s and RBNZ’s nominee surveys
 further use of Inland Revenue tax data
 the New Zealand Companies Office information
 credit card data for measuring travel and other direct expenditures overseas
 greater use of goods and services tax (GST) data to measure trade in commercial
services with non-residents.
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Security-by-security database
The RBNZ is developing a database of all securities issued in New Zealand. Once set up,
the database is likely to contain all debt and equity securities issued in New Zealand by
resident and non-resident enterprises. For each security, we expect information to be
available on some of the key characteristics of the security (eg the issuer, maturity, issue
price), the residency of the holder, and for New Zealand-resident holders, the broad
institutional sector the holder belongs to. Where the security holder registers the security
in the name of a resident nominee company, we will still need to seek information on the
residency, sector, and country of that ultimate beneficial holder through a survey of
nominee companies.
BoP currently gets data on the value of securities (debt and equity) issued in New
Zealand by resident companies and held by non-residents through the QIIS. We
supplement this with data from the Nominees Survey, to get an overall picture of holdings
of securities by non-residents. When information from the RBNZ’s security-by-security
database becomes available, it may be possible for us to eliminate some questions asked
in QIIS.

New Zealand’s Companies Office information
We already make substantial use of information from the New Zealand’s Companies
Office to maintain and update our Business Register. We also use the annual financial
statements of companies and shareholder information to validate and to impute data for
non-responding surveyed companies.
We aim to make even greater use of the office’s information, particularly for entity types
that have ownership links or financial connections with non-residents. Using this
information has the potential to reduce direct surveying of small to medium companies
and other entity types. We are working through the specifics of what data is available and
how these could be used directly.

Credit card information
Transactional information on credit card use (items purchased and the purchase amount)
is likely to provide a rich source of information across several data items in compiling BoP
statistics. Other areas within Statistics NZ also use this data.
Examples of using credit card information at an aggregate level for BoP include:
 provide a measure of overseas expenditure by short-term New Zealand travellers
 online purchases of overseas goods and services by New Zealand individuals
 direct purchases of overseas financial assets from New Zealand by households.
Using credit card information has the potential to close important data gaps and replace
modelled estimates on New Zealand households’ direct purchases from non-residents.
An estimate of low-value goods purchased by New Zealand residents, and whicht go
through the Customs declaration process, is already included in BoP’s goods component.
However, we do not currently measure or estimate directly downloadable products (eg
software).

23.8 Building cooperation with other public and private
sector agencies
We aim to further develop our connections with agencies in both the public and private
sectors, to seek opportunities for sourcing suitable data for our needs.
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We already have good working relationships with many public sector agencies that collect
data for regulatory or other purposes and we use their information in producing official
statistics.
An example of close cooperation is with the RBNZ.
Using RBNZ’s Managed Funds Survey
The Managed Funds Survey (MFS) has been operating since the late 1990s as a joint
RBNZ and Statistics NZ collection. The survey effectively included two sets of data
requirements within one collection and was loosely integrated.
The RBNZ recently upgraded the MFS to: fill known coverage gaps, meet data
requirements for a sector balance sheet, and to incorporate new international statistical
reporting requirements. The work on the survey redevelopment was a collaboration
between the two organisations.
The redeveloped survey was introduced in the September 2014 quarter. MFS now
provides information on the balance sheets of the different investment fund types
managed by New Zealand fund managers. It captures data on the institutional sector,
financial instrument, maturity, currency, and income breakdowns of resident-issued
assets and liabilities of the fund types. The survey continues to collect information on the
country, instrument, maturity, currency, and income breakdowns on fund assets
overseas. MFS was also extended to cover liabilities – to improve the coverage of the
BoP and IIP statistics.
Combining and integrating the collection this way meets the needs of both organisations.
Survey respondents also appreciate that the MFS is now better designed for the fund
management industry and that data is shared between the two agencies.
Building connections and cooperation also involves rationalising similar data collections
between us and other agencies. An example of work within this area is to integrate the
RBNZ’s and our Nominees Surveys.
Our Nominee Survey is a quarterly sample survey that captures New Zealand-issued
equity securities held by non-residents and registered in the name of a resident nominee
company. The RBNZ carries out a similar survey to collect data on debt securities. While
both survey populations include major nominee companies, the bank’s survey has a
much wider coverage than ours.
While a survey of nominee companies will still be required even if the RBNZ’s security-by
security database becomes available, we can make operational and efficiency gains by
combining the two surveys and sharing the resulting data. Integrating the two surveys
should also benefit the survey respondents – who will only need to supply the data once.
While both organisations have agreed in principle to integrate the surveys, we are still
working out the timeframe.

23.9 The future of BoP surveys
As part of our goal to reduce respondent load and to achieve cost efficiencies, we will
investigate alternatives to large-scale census collections, such as the International Trade
in Services and Royalties Census and the Annual International Investment Survey
Census.
Initially, we designed these surveys to capture a small portion of the non-sampled data to
supplement the quarterly surveyed data from major companies.

168

New Zealand’s international accounts statistics: user guide

However, we are now exploring statistically modelling the data by using the quarterly
survey data of comparable companies. Our analysis of the data shows that using
modelled estimates would not significantly reduce the quality of the overall statistics the
census data contribute to.
Note: it is unlikely that admin data will totally replace all currently surveyed data for
compiling the different dimensions of BoP and IIP statistics. An example is the country
breakdowns of trade in services, investment, and income data we gather from surveys.
Admin data is not often (or hardly ever) geared towards providing country breakdowns, so
we will still need a survey to capture this information. Country breakdowns of trade in
services and for investment flow are essential the Ministry of Foreign Affairs and Trade
for multi-lateral or bilateral trade negotiations.
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Appendix 1: Chronology of major events
Year
2014

Month
December

Event
September 2014 quarter data for the Quarterly Managed Funds
Survey moved from a joint collection between Statistics NZ and
RBNZ to being solely collected by the RBNZ. The September quarter
survey was expanded to collect full balance sheet data and was fully
integrated to meet RBNZ and Statistics NZ’s information needs

September

June 2014 quarter BoP and IIP statistics released using BPM6
compilation for first time. Release also incorporated other data quality
improvements and annual benchmark revisions

July

Paper on NZ’s inwards foreign affiliated statistics released

June

Two surveys officially cease:
BP/IS/01 – Quarterly New Zealand Underwriters
BP/IS/02 – Quarterly Reinsurance
New Insurance Survey form created within Quarterly International
Investment Survey suite (BP/FI/04q) – to target insurance and
reinsurance entities
QIIS banking, non-banks, and the official sector surveys updated to
reflect data needs for the latest international statistical framework
(BPM6)

March

Two BoP surveys officially cease:
BP/AT/06 – Annual survey of international airline operations non-resident airlines questionnaire
BP/AT/07 – Annual survey of international airline operations airlines without landing rights questionnaire
Last collection was for year ended March 2013

2013

December

Data changes introduced in September 2013 quarter BoP statistics
for travel credits – a result of methodology change. Changes
introduced: moving the International Visitors Survey (IVS) to an
online collection, improving the coverage, and incorporating
improved estimates for international students’ living costs
Imports of goods valued under $1,000 and purchased by households
introduced in September 2013 qtr BoP

2012

September

Measurement of reinvested earnings of foreign investors in NZ
enterprises refined and introduced in June 2013 qtr BoP

December

NZ’s external lending and debt series introduced in September qtr
BoP and IIP release. Existing data used to backdate the series to
June 2000.
Financial intermediary services indirectly measured (FISIM)
introduced in income series of BoP in September 2012 qtr release
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2011

October

Release of country data for trade in services extended to include
travel, transportation, insurance, and government services

September

International Trade in Services and Royalties Survey (ITSS) 2011
results used to update quarterly trade in services estimate in BoP
release. Improvements introduced in June 2012 qtr BoP release
apply to series back to June 2006

August

Paper informing users that the effect of Canterbury’s earthquakes is
removed from overseas income from the June 2012 and prior
quarters’ BoP release

April

Data from quarterly International Investment Survey added to
Longitudinal Business Database

November

Coverage adjustment to income series based on Inland Revenue
source tax data incorporated in BoP income series for June 1989 qtr
to March 1998 qtr

September

Coverage improvements made to quarterly IIP statistics – introduced
in June 2011 qtr and backdated to June 2000. Improvements include:
-

data on assets held abroad by fund managers surveyed annually
by Annual Managed Funds Survey
undercoverage estimate for New Zealand’s portfolio equity
investment in Australian-listed companies
estimate of loans outstanding by New Zealanders classed as
overseas-based borrowers (ie loan holders away from NZ for a
year or more)

August

Ministerial approval granted to discontinue English Language
Providers Survey

June

Supplement to the quarterly Insurance Survey introduced, to capture
data specific to Canterbury earthquakes. – asks for total claims
(including claims incurred but not reported), claims settled, and
claims outstanding balance
June 2011 ITSS a joint collection between Statistics NZ and Ministry
of Foreign Affairs and Trade (MFAT) – survey designed to capture
data on modes of supply of exports of services
Paper on ultimate source of foreign direct investment in NZ released
– used international investment data for year ended March 2010

2010

March

Supplement to quarterly Insurance Survey introduced to capture
claims-related data for Canterbury earthquakes

September

Coverage improvements made to the income component, using
Inland Revenue-reported tax income data – introduced in June 2010
qtr release and series backdated to June 1989. Inland Revenue
undercoverage estimate included in ‘other investment income’
component of investment income item.
Estimate of compensation of employee (debits) included for first time
in June 2010 qtr BoP release – prime data source is employer
monthly schedule data from Inland Revenue
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August

Regular quarterly and past annual ITSS data added to the
Longitudinal Business Database
NZ starts participating in IMF’s Coordinated Direct Investment Survey
– results for as at 31 December 2009 posted to IMF

2009

December

Special drawing rights allocation introduced into financial account
and IIP as other investment liabilities for September 2009 qtr BoP
and IIP release. IMF gave this directive, in advance of PBM6
framework implementation

2008

December

Changes made to Annual Managed Funds Survey to capture
transactions and non-transaction changes and income flows

September

Transactions in trading in carbon emissions recorded for first time in
June 2008 qtr BoP statistics as intangible non-produced non-financial
assets

2007

October

BoP filter questions in Annual Frame Update Survey revised for 2008
postout – revised questions aim to capture entities engaged in:
merchanting, paying or receiving fees for manufacturing raw
materials into finished goods, engaging in commercial services, and
receiving or paying for engaging in intellectual property

2005

December

Revisions made to travel debit series to incorporate new benchmark
estimates from Survey of Returned Travellers in September 2005 qtr
BoP release
Revision made to travel credits after new weighting methodology for
IVS, conducted by ACNielsen, which introduced additional weights
for ‘purpose of visit’ and ‘length of stay’
Results of 2005 ITSS incorporated into other commercial services
component of current account. Series revised back to June 2000

October

Results of the 2005 ITSS released

July

Papers released:
Study on ultimate source of FDI statistics
Study on inwards foreign affiliate trade statistics

2004

August

Report produced for MFAT on trade in services by modes of supply

May

Survey of Returned Travellers year ended June 2003 data released.
BoP quality plan discussion paper released to users. Objective is to
discuss factors that lead to quality concerns within our BoP statistics,
prioritise these issues, discuss known areas of unmet data need, and
highlight areas where reporting differs from current international
reporting standards and from anticipated changes to those standards

2003

October

NZ starts participating in the IMF’s Coordinated Portfolio Investment
Survey – results as at 31 December 2001 posted to IMF

March

Change to sampling method for hedging survey – sampling frame
moves from purposive to simple random sampling
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2002

September

Two-year Survey of Returned Travellers (SORT) starts – aims to
capture spending of NZ’s short-term travellers abroad

2001

December

Annual Managed Funds Survey introduced – a joint collection
between Statistics NZ and RBNZ, but administered by RBNZ

June

Complete BoP IIP statistics published as ongoing quarterly series
beginning with the June 2000 quarter

April

Annual International Investment Survey introduced

September

BPM5 changes to insurance services introduced to June 2000 qtr
and backdated to June 1996 qtr

2000

June 2000 qtr IIP release includes estimate for assets held abroad by
NZ individuals as footnote to IIP table.
Remaining BPM5 changes introduced for investment income
component and released in June 2000 qtr current account:
-

-

interest income calculated on accrual basis rather than due for
payment basis
creditor accrual approach used for interest on government debt
securities
10 percent or more ownership criteria used as basis for
determining direct investment and associated reinvested
earnings; less than 10 percent ownership represents portfolio
investment (25 percent or more threshold used previously for
direct investment)
definition of direct investment made symmetrical – single direct
investor approach used for both inward and outward direct
investment (cumulative approach used previously for inward
direct investment; single direct investor approach used for
outwards direct investment)
foreign currency deposits held with resident banks excluded
from reserves component

June

-

March

Quarterly International Investment Survey (QIIS) introduced for June
2000 qtr – replaces the Annual Total Overseas Debt, Annual Capital
Investment, and Quarterly International Investment Income surveys
Quarterly Nominees Survey introduced
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1999

September

Most changes required to meet 5th edition guidelines (BPM5) for
current and capital accounts introduced in June 1999 qtr current
account release, including:
-

redefining the current account to exclude items of a capital
nature (eg migrants capital transfers)
presentation changes to BoP statement to reflect redefinition of
the current account, so it now comprises three accounts: current,
capital, and financial
classification of services expanded
changes to compilation of services introduced

Travel debits model reviewed – no changes made
Census of English Language Providers introduced
June

Non-compulsory questionnaire sent to foreign embassies and
consulates to update the estimate of foreign government expenditure
in NZ
Census of International Trade in Services and Royalties conducted.
Debt threshold used to select respondents in Annual Overseas Debt
survey raised from $10million to $50 million

March

Consignment surveys for meat and fish cease – last quarter is March
1999 qtr
Cut-off threshold introduced to Annual Capital Survey, based on an
enterprise's annual GST sales and/or the number of full-time
equivalent employees

1998

December

Annual Real Estate Survey ceases
BoP Exploratory Survey ceases, due to sourcing improvements to
Business Frame

November

Australian Bureau of Statistics consultant reviews:
-

July

March

1997

December

March

NZ’s strategy for developing a quarterly financial account
other methods and processes for BoP division

First stage in developing BoP statistics on a fifth edition presentation
basis released. This developmental series began with March 1998
qtr, and year ended March 1997 annual BOP and IIP
Information on the hedging of NZ’s foreign-currency denominated
overseas debt collected and published as supplement to Overseas
Debt release
NZ participates in International Monetary Fund's Co-ordinated
Portfolio Investment Survey
RBNZ’s Managed Funds Survey data incorporated into capital
account statistics for March 1997 year
Total Overseas Debt Survey ceases as a quarterly collection, after
March 1997 qtr – future data collected annually
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1996

December

New sample survey introduced to collect quarterly investment income
data for the private sector – replaces the 1992 survey
Non-resident withholding tax included with release of December
1996 qtr BoP statistics – data is backdated to March 1994 qtr and
included in general government transfers

1995

September

Import Orders Survey ceases – July’s data the last release

November

BoP Capital Account Feasibility Study undertaken

June

IVS recommences with June 1995 qtr

April

Non-resident holdings of domestically issued securities included,
resulting in portfolio investment estimates being revised back to
1992.
Estimate of business migrants’ net assets left in their former country
removed from the statistics.

1994

March

Statistics NZ survey on private international aid replaced by MFAT
information

November

Users of BoP and IIP statistics surveyed

March

Repurchase agreements (repos) included for first time in the IIP
Survey of Returned New Zealand Travellers Survey ceases

1993

1992

September

IVA again discontinued, with the September 1993 qtr being the last

June

Redesigned overseas debt questionnaire introduced in June 1993 qtr

December

Investment in domestically issued securities by non-residents
through New Zealand nominee companies incorporated in BoP
statistics
IVS reintroduced for travel credits

October
First IIP statistics published – for 1989,1990, and 1991
August
Monthly Import Orders Survey reinstated
June
May
March

January

Harmonisation project with Australia to attempt to reconcile service
and investment flow data
Results from expanded Annual Survey of Private Sector International
Aid incorporated and taken back to June 1990
Quarterly Investment Income sample survey introduced
Annual Real Estate Survey introduced
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1991

December

October

Questions on related company debt and interest added to Quarterly
Total Overseas Debt Survey
Non-compulsory questionnaire sent to foreign embassies and
consulates for estimate of foreign government expenditure in NZ
Monthly Foreign Exchange Dealers Survey ceases

September

Monthly Import Orders Survey ceases (reinstated August 1992)

August

Results of Quarterly Survey of Consignment Exports of Kiwifruit
incorporated and taken back to June 1989

May

Quarterly oil stock adjustment reflecting timing of change of
ownership classification – introduced and taken back to March 1988
Improved quarterly and annual passenger services data introduced
and taken back to June 1988
Improved quarterly model for estimating travel: debits introduced and
taken back to December 1984
1989 International Trade in Services Census results incorporated
and interpolated back to June 1984
Improved estimate of personal remittances to Pacific Islands (in
NZD) introduced and taken back to June 1985
Estimate of business migrants’ net assets left in their former country
introduced
Nostro/vostro questionnaire (for banking sector) introduced to collect
data for 1990/91 year.
April

1990

December

Survey of Returned New Zealand Travellers introduced as monthly
survey
BoP Survey Management System becomes operational
Questions on interest paid on overseas debt added to Quarterly Total
Overseas Debt Survey
Revised Monthly Survey of Import Orders introduced

July
March

Redesigned Annual Capital Investment Survey questionnaires
introduced
Annual Survey of Private Sector International Aid expanded
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1989

November

Estimates of fish exported as charter payment in kind to overseas
owners of chartered fishing vessels introduced
Improved data source introduced for interest received on overseas
assets by official institutions
Monthly BoP estimates discontinued
Quarterly Total Overseas Debt Survey introduced

1988

September

Quarterly Survey of Consignment Fish Exports introduced

June

Census of International Trade in Services conducted

April

Direct exchange of output data with other countries initiated

December

Quarterly Survey of Consignment Dairy Product Exports introduced
One-off all term Overseas Debt Survey conducted

November

BoP Exploratory Survey introduced
Monthly Foreign Exchange Dealers Survey revamped

June

Quarterly International Insurance Survey introduced
Improved measure of interest on private sector long-term overseas
debt introduced
Estimates of interest on domestic issues of NZ government stock
paid to non-residents introduced

1987

May

Cabinet approves additional funding for BoP development.

June

Quarterly Survey of Consignment Apple and Pear Exports introduced
Quarterly Survey of Consignment Kiwifruit Exports introduced

1986

March

Quarterly International Transportation Survey introduced

December

Quarterly estimates of interest payments on the overseas debt of
government owned corporations taken back to June 1983
Quarterly estimates of private sector interest payments from
overseas bank accounts taken back to June 1984
Monthly BoP statistics released

September
Quarterly Consignment Meat Exports Survey introduced
Improved estimation methodology introduced for Transportation
Credits and Debits
Department of Tourism and Publicity's International Visitors Survey
(IVA) introduced
July

Monthly Foreign Exchange Dealers Survey introduced
Quarterly Long-term Overseas Debt Survey introduced
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1985

September

'Overseas Exchange Transaction Replacement Project' strategy
paper written
New Zealand dollar floated

March
Limits on foreign ownership in NZ financial institutions, advertising
agencies, and fishing processors abolished
Government announces willingness to consider requests from foreign
investors for up to 100 percent ownership in virtually all areas except
rural land and air
1984

December

Exchange control regulations eased (effectively abolished)

November

Unrestricted access to NZ capital market granted to overseas-owned
companies operating in New Zealand
Restrictions prohibiting NZ financial institutions from borrowing
overseas abolished

October

Rules governing private overseas borrowing abolished
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Appendix 2: Data sources used in compiling New
Zealand’s BoP and IIP statistics
This appendix shows the data sources we use to compile BoP components, including
components of, and data models for, the IIP. The source data is from Statistics NZ,
unless specifically attributed to other departments or agencies.
Source

Description

Contributes to these BoP
components

Overseas merchandise trade
Overseas merchandise
trade (OMT) data

OMT data measures the quantity and
value of moveable goods exported to
or imported from NZ
We source OMT data is from customs
documentation, and adjust it to fit BoP
concepts. The BoP concept requires
transaction in goods to be measured
on a change of ownership basis, which
the OMT data is not – it captures
goods as they cross the customs
frontier, regardless of ownership
changes

Current account
Goods:
General merchandise
Non-monetary gold
Services:
Insurance
Transportation

OMT statistics are published monthly

Statistics New Zealand enterprise surveys
Survey of International
Trade in Services and
Royalties (ITSS)

ITSS is a quarterly sample survey that
collects data from enterprises that
import or export services, engage in
merchanting, and undertake
transactions in non-produced nonfinancial assets

Current account
Goods:

Service types measured include:
communications services, computer
and information services, financial
services, royalty and licence fees,
professional services, repairs, and
other trade-related services

Maintenance and repair
services

ITSS has a sample population of
approximately 1,100 enterprises –
larger contributing enterprises are
present in each quarter’s survey
population

Telecommunication,
computer, and information

A benchmark census survey has been
conducted on a periodically. In future,
we plan to update and maintain the
quarterly sample population using
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Merchanting
Services:

Financial services
Construction services

Charges for the use of
intellectual property
Other business services
Personal, cultural, and
recreational services
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administrative data and other sources
of information

Capital account
Net acquisition and disposal
of non-produced nonfinancial assets

International
Transportation Survey
(ITS)

ITS collects transaction data on
transportation between residents and
non-residents. Resident airlines and
shipping companies are surveyed,
along with NZ agents or offices of nonresident airlines and shipping
operators
ITS collects data on goods procured in
foreign ports by resident transport
operators, and goods acquired in NZ
ports by foreign transport operators.
We also collect information from key
fuel providers and catering companies
that provide services to non-resident
airlines

Current account
Goods:
General merchandise

Services:
Transportation
Other services

We have seven quarterly
transportation questionnaires – we
include all known transport operators
and providers
Consignment Survey

The Consignment Survey provides the
data we use to make conceptual
adjustments (timing and valuation) to
OMT data, to fit BoP concepts

Current account

We carry out a consignment survey
for kiwifruit consignment exports

Merchandise trade
conceptual adjustments

Goods:

Traditionally, NZ has conducted a
considerable portion of trade on a
consignment basis. For consignment
goods, the market value is often not
determined when the goods cross the
border, and ownership has not
changed
Quarterly International
Insurance Survey

The International Insurance Survey
has two questionnaires that collect
data on insurance transactions
between NZ residents and nonresidents

Current account
Services:
Insurance

Data collected includes: life and nonlife insurance and reinsurance
transactions between NZ enterprises
that insure directly abroad with nonresidents, and NZ brokers and
underwriters that deal with non-
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Secondary income:
Other sector current transfers
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resident insurers on behalf of NZ
residents
Quarterly International
Investment Survey
(QIIS)

QIIS collects data on transactions and
positions in foreign financial assets
and liabilities of NZ residents, on the
breakdown of:

Separate collections for:
− foreign investment in NZ
- insurance sector
- depository
corporations
- non-depository, noninsurance entities
- official sector
(Treasury and RBNZ)

− NZ’s investment abroad: by
country, industry, type of
instrument, maturity, currency, and
by type of asset and liability

Current account
Investment income:
Direct investment income
Portfolio investment income
Other investment income
Financial account

QIIS population includes: banks,
corporate enterprises, RBNZ, and the
Treasury

Direct investment

QIIS sample for non-depository, noninsurance companies is designed to
capture 95 percent of the stock of
assets and liabilities

Financial derivatives

Portfolio investment

Other investment
Reserve assets
International investment
Position (IIP)
Direct investment
Portfolio investment
Financial derivatives
Other investment
Reserve assets

Quarterly Nominees
Survey (QNS)

QNS collects data on the end-value
(stock or position) of New Zealand's
equity securities held by nonresidents, and the associated
dividends paid out

Current account

QNS population is major NZ nominee
companies

Income

Investment income:
Portfolio investment

Financial account
Portfolio investment
IIP
Portfolio investment

Hedging of Foreign
Currency Overseas
Liabilities Survey

Hedging survey is an annual
supplement to information gathered by
QIIS, which gathers information on
overseas assets and liabilities.
Hedging supplement collects
information on management of risks
relating to foreign currency borrowing
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IIP
Supplementary information
on financial derivatives
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of QIIS companies with foreign
currency liabilities
Before 2003 the survey collected data
for the top 80 percent of enterprises
with foreign currency liabilities, by
value. In 2003, we implemented a new
stratified sampling methodology so all
foreign currency liabilities could be
accounted for. The sample had a
population of 51 enterprises and the
response rate was 92 percent

Reserve Bank of New Zealand survey data
Quarterly Managed
Funds Survey (QMFS)

QMFS collects data from medium to
large fund managers who manage
funds for their clients

Current account

QMFS collects data (by type of
instrument) on positions and
transactions in overseas assets and
liabilities and the income receivable
and payable on those assets and
liabilities

Portfolio investment income

QMFS also captures asset and liability
positions with NZ counterparties, and
the sector of the counterparties

Investment income:

Other investment income
Financial account
Portfolio investment
Financial derivatives
Other investment
IIP
Portfolio investment
Financial derivatives
Other investment

Annual Managed Funds
Survey (AMFS)

The AMFS is conducted each March
reference period. The AMFS
population includes small to medium
fund managers and self-managing
superannuation schemes

Current account

The survey captures data on asset
and liability transactions and positions,
and asks for income receivable and
payable on these assets and liabilities

Other investment income

Investment income:
Portfolio investment income

Financial account
Portfolio investment
Other investment
IIP
Portfolio investment
Financial derivatives
Other investment
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Collections from households and individuals
International Visitors
Survey (IVS)

IVS is an online survey emailed to
visitors once they return home. The
survey targets a sample of returning
travellers for information on their
expenditure in NZ. This data collection
method enables travellers to use
information such as credit card
statements to estimate the cost of their
trip. Respondents are asked to
estimate their total expenditure by
cash, credit card, and debit card

Current account
Services:
Travel

IVS includes expenditure of travellers
using business and first class lounges,
and those departing from
Queenstown, Auckland, Wellington,
and Christchurch airports. Evidence
suggests that both Queenstown
departees and lounge users tend to
spend more (on average) than other
visitors to NZ

Other official sources
Treasury and Inland
Revenue

The New Zealand Treasury provides
data on both the receipt and payment
of non-resident withholding tax
(NRWT)

Current account
Secondary income:
Government transfers

Non-residents pay NRWT to Inland
Revenue on the interest and dividends
they earn from their investments in
NZ. New Zealanders pay NRWT on
the income from their overseas
investments to the appropriate tax
authority
Inland Revenue

’Overseas income’ reported in tax
forms IR3 (individuals), IR4
(companies), IR6 (trusts and estates),
and IR7 (partnerships) is used to
derive an estimate for the nonsurveyed entities receiving income
from abroad
For income payment abroad the forms
are IR3NR (individuals) and IR67a
(approved issuer levy), and IR67p
(dividends, interest, and royalties)
As the ‘overseas income’ amount is
not disaggregated by type, all income
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Primary income:
Investment income
Other investment income
(credits and debits)
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receipts and payments are allocated to
the other investment component

Work and Income New
Zealand (WINZ)

New Zealand
Immigration Service
(NZIS)

The employer monthly schedule
information we source from Inland
Revenue is used to derive the
estimate for compensation of
employees (debits)

Primary income:
Compensation of employees
– debits

Inland Revenue’s estimate of loans
outstanding by NZ students overseas
for a year or more is used to represent
NZ government assets abroad

IIP

WINZ provides data on government
current transfers, including pension
and benefit payments paid by NZ
Government to other governments for
NZ citizens living in other countries. It
also includes benefit and pension
payments received by NZ Government
for foreign residents living in NZ

Current account

We use NZIS information to estimate
migrant transfers’ inflows

IIP and reconciliation
statement

Other investment – assets

Secondary income:
Government transfers

Other investment:
Net assets of immigrants and
emigrants
Ministry of Foreign
Affairs and Trade
(MFAT)

MFAT provides data on government
transfers (eg foreign aid)
We incorporate a periodic survey of
NZ aid organisations run by MFAT into
the model of personal transfers
MFAT also provides data on purchase
and sale of building and fixed assets
by foreign governments in NZ and NZ
government overseas

New Zealand Defence
Force (NZDF)

Education New Zealand

Department of Internal
Affairs (DIA)

Current account
Services:
Government services nie
Secondary income:
Government transfers
Personal transfers (model)

NZDF provides data on peacekeeping
roles and expenditure by NZ military
personnel located overseas

Current account

We incorporate data from the Ministry
of Education into estimates of
expenditure of international students
studying in NZ

Current account

DIA provides data on revenue
generated through processing official
documentation

Current account
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Services:
Government services nie

Services:
Travel

Services:
Government services nie
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New Zealand Trade and
Enterprise (NZTE)

Health and hospital
services providers

NZTE provides information on the
operating expenses of their offices
overseas

Current account

Estimations of health expenditure of
non-residents is extrapolated from
health and hospital services (formerly
Crown health entities) data

Current account

Services:
Government services nie

Services:
Travel

Miscellaneous data sources
Quarterly Employment
Survey (QES)

QES measures quarterly estimates of
changes in and levels of average
hourly and average weekly (pre-tax)
earnings, average weekly paid hours,
and number of filled jobs

Current account
Secondary income:
Personal transfers

The data is incorporated into the
personal transfers’ model
Foreign embassies

We measured expenditure of foreign
embassies in NZ in 1999 in a
benchmark survey
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Current account
Services:
Government services nie

Appendix 3: Data methodologies used in compiling
BoP and IIP components
This appendix outlines a selection of methodologies used to estimate BoP and IIP
components.
Data methodology title
and data source(s)

Methodology description

Contributes to BOP and
IIP component(s)

Expenditure of foreign
residents travelling in
New Zealand

This methodology derives the
expenditure of overseas tourists
travelling in NZ

Services:

International Visitors Survey
(IVS)

IVS is an online survey emailed to
visitors once they return home. It is run
by a private research company on
behalf of the Ministry of Business,
Innovation and Employment (MBIE)
and targets a sample of returning
travellers for information on their
expenditure in NZ. The online data
collection enables travellers to use
information such as their credit card
and other bank statements to estimate
the cost of their trip. Respondents are
asked to estimate total expenditure
incurred using cash, credit card, and
debit card.

Statistics NZ migration data
Education New Zealand

Travel credits

The survey also includes expenditure of
travellers using business and first class
lounges. In addition to the three main
airports, Auckland, Wellington, and
Christchurch, we include travellers
leaving Queenstown airport, and cruise
ship passengers visiting NZ
Travel credits is further disaggregated
into business and personal
components. The personal component
splits into education, health, and other.
Education expenditure is derived from
Export Education Levy tuition fee data
combined with an estimate for student’s
living costs (from Education New
Zealand). Health expenditure is derived
from Crown health entity data. ‘Other’
expenditure is personal expenditure
from the IVS.
Expenditure of New
Zealand residents
travelling abroad

This methodology derives an estimate
of expenditure of New Zealanders
travelling overseas

Survey of Returned
Travellers (SORT)

We extrapolate quarterly estimates
from 2002–04 SORT results. SORT
collected expenditure data on a sample
of NZ travellers over the two years. We

Statistics NZ migration data
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Services:
Travel debits
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Exchange rate indices
Consumers price index
(CPI)

Insurance methodology
Quarterly surveys of
resident insurers, agents
and brokers, and resident
enterprises that place
insurance directly with nonresident insurers
Freight insurance of goods
is sourced from OMT
figures
Data from the Annual
Enterprise Survey (AES) is
used to derive the average
domestic service charge
ratio (ADSCR)

derived an estimate of their per day
expenditure using the quarterly
movements in visitor days obtained
from the migration data. We converted
the aggregate estimate into current
prices by adjusting for exchange rates
and overseas CPIs from four countries:
Australia, United Kingdom, Japan, and
United States. Weights are applied to
split the total expenditure data into
business and personal expenditure
This methodology applies a service
charge to the surveyed insurance data.
We treat general (non-life) insurance
and life insurance differently
General insurance premiums paid
divide into two components. The
service component is the part of the
premium that pays the insurance
company for the service it provides.
The transfer component is the part the
company keeps and transfers back to
the policyholder when a claim is made

Services:
Insurance services –
debits and credits
Secondary income:
Other sector, non-life
insurance transfers –
debits and credits

Service component measured by
multiplying the total amount of
insurance premiums exported/ imported
by the five-year ADSCR. ADSCR is the
ratio of the domestic insurance service
charge to total domestic premiums
(service charge is premiums minus
claims). The data model evens out
claims arising from exceptional events
over several specified periods
Service component is recorded in
current account under insurance
services; transfer component in current
account under current transfers
International transactions in life
insurance services are small. For life
insurance imports the service charge is
premiums minus claims, and added to
insurance services.

Expenditure of foreign
embassies in New
Zealand
Foreign Embassy Survey

We derive the estimate of expenditure
of foreign embassies in NZ (goods,
services, and labour income) from a
1999 survey of foreign embassies
Estimates are CPI adjusted

Services:

This methodology is used to estimate
remittances made or received by New
Zealand residents.

Secondary income:

Government services nie –
credits

Consumers price index
(CPI)
Personal transfers
(remittances)
Ministry of Foreign Affairs
and Trade (MFAT)

Personal transfers include private
sector foreign aid and cash gifts from
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Other sector, other
transfers – debits and
credits
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Survey of International Aid
Quarterly Employment
Survey
NZIS immigration data
Overseas exchange
transaction data (OET)
Average real disposable
income index
Average quarterly
exchange rate index
Consumers price index
External migration index
Trade weighted index

residents of one country to residents of
another – including workers'
remittances, which covers current
transfers by employees who are
migrants to their families abroad.
The methodology relies on benchmark
surveys, immigration data, and OET
data, with all three sources being
adjusted using current value indicators
and indexes.
We obtain the private sector aid
estimate from an annual survey of NZ
aid organisations, which MFAT has
conducted since 1994.
The estimate of cash gifts from NZ
residents to non-residents is derived
from OET data extrapolated using
statistical methodology.

Estimation of accrued
interest on government
bonds held by nonresidents.

This methodology is used to estimate
the accrued interest on long-term
government bonds issued in NZ and
held by non-residents

Investment income
(debits)

RBNZ data on
government’s domestically
issued securities held by
non-residents

We estimate accrued interest income
by multiplying the average of the
opening and closing market values of
the long-term government bonds by the
average yield for the relevant bonds
during the quarter

Government sector –
interest on bonds

Portfolio investment
income

This methodology derives the interest
estimate on a creditor basis (ie income
accrued from creditor’s viewpoint)
Investment in New Zealand
equity securities by
nominees

This methodology estimates the value
of transactions in shares issued by NZ
companies and held by non-residents

Quarterly Nominees Survey

Net transactions is calculated as:
change in number of shares held by
non-residents over the quarter
multiplied by daily average share price.
Methodology is adjusted where
necessary (eg for bonus issues of
shares where the number of shares
changes without a transaction
occurring)

Portfolio investment
(credits)
Equity and investment
fund shares

There is no estimate for credits,
because we have no suitable data
sources
Direct holdings of equity
in Australia by New
Zealand
individuals/households

This methodology estimates the direct
holdings of equity securities by NZ
residents in Australia. Direct holdings of
equity refers to share holdings ‘in own
custody’ and not via any resident
intermediary, broker, or fund manager
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Portfolio investment
(debits)
Equity and investment
fund shares
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We undertake a bilateral reconciliation
of data – between NZ’s portfolio equity
investments in Australia and data the
Australian Bureau of Statistics reports
on Australian portfolio equity liabilities
from NZ
This reconciliation produces a shortfall
of NZ’s portfolio equity assets in
Australia, which we assume to
represent NZ’s directly held equity in
Australia that is not measured through
any existing surveys
Accuracy of the estimates produced
this way depends on the accuracy of
data on country allocations and
classification of financial instruments in
debt and equity

Estimating income
undercoverage from
Inland Revenue-reported
tax data.

We expect to review this methodology
in 2015
Income credits
‘Overseas income’ reported in tax forms
IR3, IR4, IR6, and IR7 are the basis for
this estimate, representing income
received from an overseas source. The
‘overseas income’ amount is not
disaggregated into income types (eg
dividends, interest, royalties, labour,
income) – we have no credible
information available to distinguish
them. All income is classified as
investment income and recorded within
the functional category ‘Other
investment income’
The estimation for each form type
involves isolating and excluding data for
entities already in a BoP survey – we
match the reporting unit in BoP surveys
with that in the tax forms. The sum of
the ‘overseas income values for nonsurveyed entities’, is the designated
undercoverage estimate
We make no adjustment to overseas
income from tax for form IR3 because it
is targeted at individuals – who are
generally excluded from BoP surveys
Income debits
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Primary income
Investment income
Other investment income
– credits and debits
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The main contributor to our income
payable abroad (debit) estimate is the
IR67 tax form
IR67 tax data includes non-resident
withholding tax (NRWT) deducted on
interest and dividends paid to nonresidents (declared in IR67 as
approved issuer levy) and NRWT on
interest and dividends. AIL and NRWT
are calculated as a designated percent
of the income
As for credits, the debit estimate
includes data for units not already
captured through BoP surveys
We also include investment income
declared in the IR3NR tax form by nonresidents, from their investments in NZ,
in the Inland Revenue income data.
Income types declared include: interest,
dividends, and distributions from
estates and trusts – dividends and
interest reported include income flows
on which NRWT was not applied at the
appropriate rates. As such, these
income flows would not be reported in
existing surveys by resident entities that
make these payments to non-residents
Deriving the estimate for
compensation of
employees (COE)

COE only occurs when a resident
individual is employed by a nonresident, or a non-resident is employed
by a resident. Self-employed are not
included in COE – they are classified as
providing output from their own
unincorporated enterprises and
therefore classified as providing
services
Sources for our estimation of COE
outflow (debits) include: Inland
Revenue data on employer monthly
schedule (EMS), and data from MFAT
on wages and salaries paid to nonresident workers of NZ’s embassies
and consulates overseas
EMS data can be disaggregated into
taxpayers without a valid IRD number
and those with an IRD number at the
time PAYE is deducted from their
earnings. The COE debit estimate is
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Primary income
Compensation of
employees – debits
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based on taxpayers who started work
without an IRD number. We assume
non-residents are the people in this
group. We select only taxpayers whose
earnings equate to average quarterly
earnings for COE estimates. We adjust
this data to take account of resident
taxpayers with no valid IRD number.
We exclude taxpayers who earn more
than the average quarterly earnings.
Examining these earnings showed
some large values reported were not
earnings related, while others may
denote earnings on contract services.
Note: we include wages and salaries of
recognised seasonal workers in NZ
Estimates for these workers are
included in EMS data. The Recognised
Seasonal Employer scheme brings
workers to NZ from designated Pacific
Island countries for seasonal work in
horticulture and viticulture
Estimates for cash flows
and assets held by
migrants

We have reviewed the migrants’
transfers’ data for its coverage of
migrants’ net wealth, which is no longer
recorded as a capital account
transaction. Instead, when people
change their residency, we add/remove
their assets/ liabilities to or from the IIP
by ‘other volume change’
The model derives an estimate of the
assets held abroad by migrants coming
to NZ, and the value of assets held in
NZ by departing New Zealanders
(emigrants). The model uses
information from the Longitudinal
Immigration Survey: New Zealand
(LISNZ)
LISNZ measured migrants’ assets at
different points in time. Basic
assumptions were applied to derive a
net value of assets for migrants. We
expanded the mix of migrants to include
six broad country groupings in 2014
We rate forward the value of the assets
over time using exchange-rate changes
and changes in asset values.
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IIP
Other investment – assets
and liabilities

Reconciliation item
Other changes – assets
and liabilities

Appendix 4: Definitions
Assets – a financial claim held by an entity on another entity (eg a New Zealand bank
lending money to an overseas company would hold an asset equal to the value of the
loan).
Current account balance – the sum of all current account credits less all current
account debits. When the sum of debits is greater than the sum of credits we have a
current account deficit.
Balance of payments (BoP) – New Zealand's BoP statements are records of the value
of New Zealand’s transactions with the rest of the world in goods, services, income, and
transfers. They also record changes in New Zealand’s financial claims on (assets), and
liabilities to, the rest of the world.
Balances – are usually in surplus or deficit and are calculated as credits (exports) minus
debits (imports) – zero balances are unusual. For example, the balance on goods is
goods exports (credits) less goods imports (debits).
BPM6 – the International Monetary Fund’s Balance of Payments and International
Investment Position Manual, Sixth edition (BPM6). It is the current international standard
adopted by New Zealand in compiling balance of payments and international investment
statistics.
Capital account – covers capital transfers and the acquisition or disposal of nonproduced, non-financial assets.
Capital transfers – involve the transfer of ownership of fixed assets or the transfer of
funds linked to them, without an exchange of equal value. Also includes insurance claims
arising from exceptional events
Central bank – the Reserve Bank of New Zealand.
Compensation of employees – comprises wages, salaries, and other benefits earned
by individuals.
Credit – the account side that shows the export of goods and services, income earned,
and, under current transfers, the offsetting entries to resources received by residents
without payment being required.
Debit – the account side that shows the import of goods and services, income paid, and,
under current transfers, the offsetting entries to resources supplied to foreign residents
without payment being required.
Debt instruments – financial instruments that require payment(s) of principal and/or
interest by the debtor at some point(s) in the future.
Deposit-taking corporations – all registered banks
Direct investee – entities (subsidiaries, associates, branches, joint ventures,
partnerships, trusts) that a company holds 10 percent or more of the ordinary shares or
voting power in.
Direct investor – entities (individuals, enterprises, or groups of related enterprises) that
hold 10 percent or more of the ordinary shares or voting power of a company.
Directly held equity – investments that households or individuals manage themselves
and hold in their own custody, as opposed to investments made, for example, through a
collective scheme such as those fund managers operate.
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Double-entry recording system – two corresponding entries for each transaction, to
ensure an accounting balance.
Equity instruments – do not require payment of principal and/or interest and represent a
claim on the residual value of the company, after the claims of all creditors have been
met. Equity instruments are ordinary shares, investment fund shares, and participating
preference shares.
Exchanges – occur when one party provides economic value to another party in
exchange for equivalent economic value.
Exports of travel services – covers all expenditure on both goods and services by
overseas visitors to New Zealand. This includes holidaymakers, business travellers, and
international students but excludes their expenditure on international airfares.
External debt – comprises financial liabilities in the form of debts that are current and
outstanding, and not contingent. External debt excludes equity instruments, monetary
gold, and financial derivatives.
Direct investment inter-company – lending and borrowing between related parties that
are in a direct investment relationship, except for entities within the financial-depository
corporations sector.
External lending – financial assets in the form of debt instruments, and excludes equity
instruments, monetary gold, and financial derivative mark-to-market values.
Fellow enterprises – companies that have no direct investment relationship with one
another but have a common direct investor.
Financial account – records transactions in New Zealand's financial investment abroad
(assets), and foreign investment in New Zealand (liabilities). Each of the asset and
liability sides of the account records transactions that increase and decrease
investments. The financial account is classified into assets and liabilities, which are
broken down by type of investment (direct, portfolio, financial derivatives, other
investment, and reserve assets) and instrument of investment. Note: the income
generated/paid from holding an asset/liability is recorded in the primary income
component of the BoP current account.
Financial capital lending and borrowing – lending and borrowing between related
financial depository corporations that are in a direct investment relationship. This lending
and borrowing is for direct investment purposes and not for financial intermediation.
Financial derivatives – a financial instrument for which the price is dependent on or
derived from one or more underlying assets. The derivative itself is a contract between
two or more parties. Its value is determined by fluctuations in the underlying asset. The
most common underlying assets include stocks, bonds, commodities, currencies, interest
rates, and market indexes.
Financial instruments – comprises debt instruments such as debt securities, loans,
deposits, etc; other non-equity financial instruments (monetary gold and financial
derivatives); and equity instruments – ordinary shares, investment fund shares, and
preference shares treated as equity.
Financial intermediation services indirectly measured (FISIM) – is a type of financial
service fee that is implicitly charged by banks and other similar deposit-taking
corporations on interest transactions. For example, when a New Zealand resident
deposits money in an overseas bank, the amount of the actual interest received is less
than that earned because the overseas bank deducts their service fee charge (FISIM
import).
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Functional classification of investment – The primary classification used for financial
transactions, positions and income in the international accounts which take into account
of the ownership relationship between parties and the motivation for investment. The
functional categories are designed to facilitate analysis by distinguishing categories that
exhibit different economic motivations and patterns of behaviour.
General government – comprises the New Zealand Treasury and other central and local
government entities. State-owned enterprises (SOEs) are not recorded here; these are
recorded in 'other sectors'.
Goods – physical, produced items over which ownership rights can be established and
whose ownership can be passed from one person to another through transactions.
Hedging – a risk management strategy used in limiting or offsetting probability of loss
from fluctuations in the prices of commodities, currencies, or securities (eg taking equal
and opposite positions in two different markets).
Imports of travel services – covers all expenditure on both goods and services by New
Zealand-resident travellers while overseas, but excludes international airfares.
Institutional sector – Institutional units are grouped into institutional sectors where units
have similar economic objectives, functions and behaviour.
Insurance, pension and standardised guarantee schemes – consist of; non-life
insurance technical reserves – amounts identified by the insurance companies to account
for premiums prepaid and claims incurred but not yet paid. Pensions includes the extent
of financial claims both existing and future pensioners hold against either their employer
or a fund nominated by the employer to pay pensions earned as part of a compensation
agreement between the employer and the employee. Standardised guarantee schemes
are schemes for which the probability of default can be well established, for example,
guarantees issued by governments on export credit or student loans. Note that for this
item within the tables comprises of non-life technical reserves.
International investment position (IIP) – New Zealand’s IIP statement provides a
snapshot of the country’s international financial assets and liabilities. It measures the
stock (or level) of New Zealand's financial assets and liabilities with the rest of the world
at a particular point in time.
Investment fund shares – are units or shares in pooled investment vehicles such as
whole equity funds and cash management trusts.
investment income – earnings from the provision of capital (eg dividends received from
owning shares, reinvested earnings, interest received from lending money, or income
attributable to policyholders in insurance, standardised guarantees, and pension funds).
Liabilities – a financial claim owing to an entity by another entity (eg a New Zealand
company borrowing from overseas would have a liability to overseas equal to the value of
the loan).
Net errors and omissions (residual) – is a balancing item, and is recorded on the credit
side of the account. It is equal and opposite in sign to the sum of all inflows less the sum
of all outflows.
Net external debt – is the net of external debt less external lending. The external debt
series excludes equity instruments, monetary gold and financial derivative mark to market
positions.
Net international debt – New Zealand's overseas lending less its overseas borrowing.
Lending and borrowing include debt instruments only, and exclude equity (shares).
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Financial derivative asset and liability positions are included in lending and borrowing.
See also 'net external debt'.
New Zealand direct investee – is a New Zealand company in which a non-resident
owns 10 percent or more of the voting shares.
New Zealand direct investor – is a New Zealand resident (eg an individual or an
enterprise) that owns 10 percent or more of the voting shares in a company located
overseas.
Non-equity financial instruments – comprises debt instruments such as debt securities,
(non-participating preference shares are treated as debt instruments), loans, deposits,
trade finance, and other non-equity financial instruments (monetary gold and financial
derivatives
Non-produced, non-financial asset – consist of natural resources; contracts, leases,
and licences; marketing assets; and goodwill (eg the sale of a brand name).
Official sector – the sector comprising general government and the monetary
authorities.
Other investment – comprises borrowing and lending using loans, trade finance and
deposits, where the transactors are unrelated or have less than 10 percent ownership
interest in each other. Depository corporations are an exception. Intercompany borrowing
and lending of these entities in the form of loans and deposits are recorded under other
investment.
Other sectors – include transactors (eg companies, organisations, individuals) that do
not belong to General Government, monetary authorities and depository corporations.
Portfolio investment – arises under two situations; when an investor owns less than 10
percent of the voting shares of a company or when an investor holds debt securities
issued by a company in which the investor’s ownership interest is less than 10 percent.
Note that borrowing and lending in the form debt securities between related depository
corporations are also included under portfolio investment.
Primary income (previously called income) – earnings from the provision of capital (eg
profits received from directly owning a company, dividends received from owning shares,
interest received from lending money) or wages/salaries earned from providing labour
(‘compensation of employees’).
Reinvested earnings – the earnings of a business enterprise that are not paid out as
dividends or other distributions to direct investors of that enterprise.
Related – a relationship classification introduced for the external lending and debt series
and applied solely to the bank sector, due to their role as financial intermediaries.
Captures funding and claims between a bank and its direct investment partners (the
bank’s parent and its own subsidiaries) where the purpose of funding and claims is
financial intermediation – borrowing to lend.
Secondary income (previously current transfers) – offsetting entries to transactions
where goods and services are supplied or received without there being an exchange of
equal value in return (eg taxes or donations, risk element of insurance premiums etc).
Securities – financing or investment instruments designed to be bought and sold in
financial markets, such as bonds, notes, options, and shares.
Services – products other than tangible goods. Services result from production activity
that changes the conditions of the consuming units, or makes the exchange of products
or financial assets possible.
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Special drawing rights (SDRs) – is a reserve asset item created by the International
Monetary Fund (IMF) to supplement other reserve assets that are periodically allocated to
IMF members in proportion to their respective quotas. The value of SDRs is determined
by a weighted basket of currencies. Transactions in SDRs are recorded in the financial
account, and positions are recorded in the IIP accounts.
Position – the value, at a set point in time, of a country’s financial assets or liabilities.
Transfers – occur where economic value is provided by one party with no receipt of
equivalent economic value in return.
Unrelated – a relationship classification introduced for the external lending and debt
series. Captures all positions in all debt instrument types that are not the subject of a
direct or related (bank sector only) investment relationship.
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