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ABSTRACT

The statistical discrepancy in the U.S. international
transactions accounts has tended to be both large and positive over the
last decade and a half. 1In 1990 the statistical discrepancy rose by $45
billion to a record $64 billion and brought the cumulative discrepancy
since 1960 to. almost $250 billion. The size and persistence of this
discrepancy has called into question the accuracy of the data on the U.S.
current and capital accounts.

This paper attempts to find clues to the sources of the
statistical discrepancy by 1) reviewing past history, 2) examining the
data sources for each major component of the U.S. international
transactions accounts, and 3) using regression analysis. The paper
concludes with a list of recommendations for data improvements.

While inadequacies are evident in the data for a wide variety of
international transactions, both current and capital account, the search
for sources of the big increase in the discrepancy between 1989 and 1990
probably can be narrowed largely to the capital account. It seems
unlikely that net exports of goods, services, or investment income
increased by an additional $45 billion in 1990. On the capital account
side, increases in foreign holdings of U.S. currency probably played a
significant role, but the bulk of the increase in the statistical

discrepancy in 1990 remains a mystery.



THE STATISTICAL DISCREPANCY TN THE U.S. INTERNATIONAL TRANSACTIONS
ACCOUNTS: SOURCES AND SUGGESTED REMEDIES

Lois Stekler1

I. INTRODUCTION

The statistical discrepancy in the U.S. international
transactions accounts has tended to be both large and positive over the
last decade and a half. 1In 1990 the statistical discrepancy reached a
record $64 billion and the cumulative discrepancy since the beginning of
1960 summed to almost $250 billion. The size and persistence of this
discrepancy has called into question the accuracy of the data on the U.S.
current and capital accounts.

In principle, the sum of all transactions in the U.S. balance of
payments accounts, a double-entry bookkeeping system, should equal zero;
for each transaction there should be two equal entries of opposite sign.
In practice, the recorded accounts never sum exactly to zero because the
data that would reflect the debit and credit counterparts of each single
transaction generally are obtained from different sources. The
statistical discrepancy is the net of errors and omissions in all the
components of the international transactions accounts. A positive

statistical discrepancy represents some combination of net unrecorded

1. The author is a staff economist in the Division of International
Finance. This paper reflects the views of the author and should not be
interpreted as reflecting the views of the Board of Governors of the
Federal Reserve System or other members of its staff. The author would
like to acknowledge many helpful conversations with staff members at BEA,
Treasury, the Federal Reserve Bank of New York, and the IMF Working Party
on the Measurement of International Capital Flows. The author would also
like to thank Allen Frankel, Bill Helkie, Sarah Holden, Peter Hooper,
Russ Krueger, Walther Lederer, Kathy Morisse, and Larry Promisel for
helpful comments on an earlier draft and Vladimir Gutin for his
assistance.
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Inadequacies in the data on U.S. international transactions have
produced both increased volatility in the statistical discrepancy in
recent years and a tendency towards large positive values. The sources.
for these trends need not be the same. While timing problems and errors
and omissions in the reporting of capital flows are more likely sources
of the increases in short-term volatility, errors and omissions in the
recording of current account transactions also have probably contributed
to the upward trend in the discrepancy.

Part II of this paper reviews the past history of the
statistical discrepancy for clues about its sources. Part III examines
the data sources for each major component of the U.S. international
accounts, points to problem areas, and suggests certain improvements.
Part IV uses statistical tests to try to shed light on the sources of the
statistical discrepancy and Part V summarizes the conclusions and
suggestions for improving the data.

IT. CLUES FROM PAST HISTORY

The growth of the statistical discrepancy in the U.S.
international transactions accounts is a relatively recent development.
In both the 1950’'s and the 1960's the statistical discrepancy was close
to zero. (See chart 1.) In contrast, during the early 1970's there were
substantial net unrecorded outflows or payments. Since 1974 the
statistical discrepancy has tended to be both large and positive,
indicating net unrecorded receipts or inflows. This increase in
magnitude is not just the result of the inflation of nominal values. The
ratio of the statistical discrepancy to the value of trade (the average

of recorded exports and imports of goods, services, and investment
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income) rose from a mean absolute value of .02 in the 1950's and 1960's
to .05 in the 1970's and 1980's.>

The statistical discrepancy has increased not only in size, but
also in volatility. Increases in the statistical discrepancy in one
quarter, tend to be followed by decreases in the next quarter.3 The
average absolute size of the quarterly changes in the statistical
discrepancy, scaled by the value of trade, has risen from .04 in the
1960's, to .06 in the 1970's, and .09 in the 1980's.

In the early 1980's, it was assumed that the sudden increase in
the positive discrepancy was largely accounted for by unrecorded capital
flows. The wide quarterly swings in the size of the statistical
discrepancy also supported that conclusion. It was recognized that
errors and omissions occurred in the reporting of trade transactions, but
there seemed little reason to assume that these errors would suddenly
increase or that they would vary widely from quarter to quarter;

Previous periods of relatively large positive statistical
discrepancies had coincided with unsettled political and economic
conditions abroad. The ratio of the value of the statistical discrepancy
to trade was about as high as or higher than the 1979-1980 levels (.08)
in certain Depression years (1934, 1935, and 1937), the early years of
World War II (1939-41), and 1948. It seemed reasonable to assume that
these earlier episodes were associated with the flight of capital to a
safe haven in the United States in forms that were not fully reported,

either because these investors wanted to remain anonymous or because the

2. The peak values for this ratio in the postwar period were .14 in
1971, .10 in 1982, and .09 in 1990.

3. A regression between changes in the statistical discrepancy in one
quarter and changes in the previous quarter (1960Q2-1990Q4) produces an
R2-of .28 and a statistically significant coefficient of -.53.
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reader is referred to The Balance of Payments of the United States:

Concepts, Data Sources, and Estimating Procedures, published by the

Department of Commerce, Bureau of Economic Analysis, May 1990, for a
detailed description of the accounts. This paper provides only an
impressionistic survey, focusing on problem areas and particularly on
capital flows and investment income, which have not been the focus of
other recent studies of U.S. data adequacy.5 It should be noted that

the statistical discrepancy is the net of all errors and omissions in the
accounts; correction of some data inadequacies would add to the net
statistical discrepancy rather than reduce it.

Before proceeding to discuss each of the components of the U.S.
international transactions accounts, it would be useful to touch on
certain general problems. One pervasive problem in the last decade has
been the scarcity of resources devoted to the collection and improvement
of data. Generally, staffs at Treasury, Commerce, and the Federal
Reserve Bank of New York (FRBNY) are well aware of inadequacies in the
international transactions data they collect or estimate, but resources
have not been available to make substantial improvements.

Preoccupation with reducing the Federal budget deficit and getting the
government "off the backs" of the private sector has outweighed concerns
about data adequacy and the potential for faulty policies based upon
inadequate data. 1In some areas, automation has reduced the costs of data

collection; data have been improved despite constant or even reduced

5. The Panel on Foreign Trade Statistics of the National Academy of
Sciences expects to release its report assessing the data on trade in
goods and services during 1991.

6. In some cases planning is currently underway to correct some of the
inadequacies discussed in this paper and requests for additional funding
are included in current budget proposals.
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Access to data across agencies also has been a problem.
Confidentiality requirements preclude the wide sharing of micro data, but
problems frequently arise even when data are supposed to be shared. For
example, it was agreed in 1983 (after a decade of negotiations between
the Federal Reserve Board and the Treasury) that the Federal Reserve
Board was entitled to have access to banks’ TIC reports. While
information is currently supplied on a special request basis, we are
still working to establish on-line access for the Federal Reserve Board
to the micro data (which is stored on the FRBNY's computer).8 Another
example of problems with data access across agencies was dealt with by
Congressional legislation in 1990. This legislation allows BEA access to
the data provided to Census by the establishments owned by foreign direct
" investors in the United States. Implementation of this legislation will
require both the expenditure of resources and time.

Other problems are caused by the lack of interaction between
those who report the data, those who collect the data, and those who
analyze them. In rapidly changing areas such as international financial
markets, innovations may require frequent adaptations of reporting
systems. Moreover, those who focus narrowly on data collection may not
spot implausible reports without years of experience. Automated edit-
checks are useful under these circumstances, but are not a complete
answer to this problem.

In past decades, an Office of Federal Statistical Policy and
Standards played an active role in coordinating statistical efforts

across government agencies. However, in the 1980’s this office atrophied

8. The last remaining hurdles are acquiring and installing certain
transmitting equipment that meets government security standards and
training personnel to use the necessary software.
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- 10 -

Efforts to reconcile U.S. trade data with other major trading
partners (to improve the basis on which to judge the reliability of U.S.
statistics) is also being undertaken with the European Community and
Korea, although the coverage problem is unlikely to be as large in the
absence of a long land border. A study was completed in March 1991 that
reconciled the U.S. and Japanese merchandise trade data for 1989; when
estimated adjustments for differences in coverage and definitions were
made, the difference between U.S. export and Japanese import data was
only $1.3 billion out of total U.S. exports to Japan of $44.5 billion.

Audits of a sample of exports through four major airports in
1988 also suggested that coverage at airports of exports to countries
other than Canada is substantially better than coverage of exports to
Canada. It should be noted, however, that even if overall coverage of
exports were fairly complete (e.g., 95 percent), the dollar value of
omitted exports would still be substantial (about $20 billion in 1990).
Improvement in the coverage of exports through air, sea, or overland
ports would require additional manpower and efforts devoted by the
Commerce Department and the Customs Service to verify documents. In
addition, it would be useful to clarify the legal authority of the
Commerce Department to investigate exporters’ books and to penalize them
for failure to file timely or accurate declarations.

While coverage of U.S. trade in goods is probably fairly good,
the accuracy of valuations is probably a more serious problem.
Understandably, the Customs Service monitors declared values of dutiable

imports more carefully than other imports or exports.9 At the same

9. For this reason free trade agreements, such as the one recently
signed between the U.S. and Canada, may result in a deterioration in the
trade data. :
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The net effect of inadequacies in the trade data on the
statistical discrepancy is not clear. Omitted drug imports may very well
be on about the same scale as omitted or understated exports. As for
contributing to wide swings in the statistical discrepancy, it seems
unlikely that errors and omissions in the reporting of trade in goods
would vary sharply from period to period.

B. Exports and Imports of Services

Over the last decade, the Office of the U.S. Trade
Representative has lobbied hard and effectively for improved data on
international trade in services for use in the current GATT negotiations.
BEA has responded by adding estimates for a long list of services to the
accounts (many based on new surveys), improving estimates for services
already included in the accounts, and providing separate estimates for
certain services that previously had been aggregated with other items in
the accounts.11 Table 1, reproduced from Ascher and Whichardlz, provides
an overview of these improvements. The net impact of the introduction of
these improvements was to increase recorded net exports of services and
to reduce the positive statistical discrepancy in the U.S. international
transactions accounts by about $10 billion per year in 1987 and 1988.

Much has been accomplished, but certain problems remain.
Responses to the survey of travelers’ expenditures are very low and

estimates of receipts and payments are probably subject to a substantial

11. See Anthony J. DilLullo and Obie Whichard, "U.S. International Sales
and Purchases of Services", Survey of Current Business, Volume 70 number
9 (September 1990). pp. 37-72.

12. Bernard Ascher and Obie Whichard, "Developing a Data System for
International Sales of Services: Progress, Problems, and Prospects", in
P. Hooper and J. Richardson (eds.) International Economic Transactions:

Issues in Measurement and Empirical Research. Chicago, Chicago University
Press, forthcoming.
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margin of error. Estimates of financial services provided to foreigners
such as swaps and foreign exchange transactions are incomplete. The
survey of business, professional, and technical services probably is mofe
adequate on the export side than the import side; providers of these
services to foreigners are more likely to be easily identified than
purchasers from foreigners. Although recent improvements in the data on
services have reduced net omitted receipts, it is not clear that further
improvements would necessarily operate in the same direction. Moreover,
continued efforts are required to keep up with a rapidly changing world.

C. Unilateral Transfers

Unilateral transfers include a wide range of both govermment and
private transfers. Among the more problematic items are estimates of
immigrants’' transfers. The United States receives large numbers of
immigrants each year; not all are penniless, but no estimate of their
wealth is included in the accounts. This omission contributes to a
positive statistical discrepancy in the accounts to the extent that
reported holdings of foreign residents decline and those of U.S.
residents increase as a result of immigration.13 Lack of information on
immigrants’ assets abroad would also lead to a continuing underestimation
of U.S. investment income. On the other hand, immigrants frequently make
remittances to relatives left behind; coverage of these remittances is

incomplete, and does not include any currency sent.14 It is not clear

13. BEA has occasionally made adjustments to unilateral transfers of this
sort. For example, an adjustment of about $1 billion was made when John
Paul Getty died, because, although he was a U.K. resident, his estate was
a U.S. resident.

14. Evidence gathered in connection with the recent amnesty granted to
illegal immigrants indicates that the total of these remittances sent
abroad has been substantially understated.
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sales of stocks).15 Perhaps some thought should be given to changing the
way data are collected on the international transactions that are
associated with limited partnerships or with various forms of cooperation
such as research partnerships, technology sharing, or contractual
production.

Direct investment reports for balance of payments purposes
include information on income (dividends, interest, and reinvested
earnings) and capital flows (changes in equity capital, intercompany
debt, and reinvested earnings). Since these data are required by firms
for a variety of purposes, accurate reporting should be routine. BEA
does monitor the data carefully, but is necessarily dependent on
reporters to devote sufficient resources to ensure accuracy; BEA does not
conduct audits of firms’ books. Late reports are an increasing problem.
In addition, foreign investors in the United States are sometimes
unfamiliar with reporting requirements and recently acquired firms,
heavily debt-burdened and stripped of "fat", may not devote sufficient
resources to ensure accurate reporting.

In addition, it is uncertain whether wholly-owned U.S.
affiliates of foreigners report as instructed using U.S. generally
accepted accounting practices rather than U.S. tax accounting or foreign
accounting practices. Differences between economic and tax depreciation
charges could have substantial impacts on reported income and reinvested
earnings. Since reinvested earnings are included in capital flows as

well, the net impact on the statistical discrepancy of the use of these

15. Clarification of the TIC-S reporting instructions in July 1990 may
help some, but since many real estate partnerships are formed without the
participation of current S-form reporters, coverage is likely to continue
to be inadequate.
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