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Note by the editor:

This chapter contains material on the transition from the financial account of the SNA to the system of
monetary and financial statistics more generally. It depends in part on the sub-sectoring of the financial
sector. It is proposed this be shown in chapter 4, as at present, but in order to understand the consequences
for this chapter, draft text for the sub-sectoring is appended behind the chapter proper.
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26.1.

26.2.

26.4

Chapter 26 V2

@apter 26: Links/{fe monetary and-finanecial statistics

Introduction

Chapter 11 describes the financial account
in the context of the sequence of accounts
of the System. It shows the flows for each
of the listed financial assets and liabilities
for each of the institutional sectors of the
national economy and of the rest of the
world. The transactions recorded may be
either counterparts of transactions recorded
in other accounts of the System or may
show the exchange of financial assets
between two sectors.

The financial account of the System is only
one presentation of the acquisition and
disposal of financial assets and liabilities.
Theframewsrk—eimenctry—and-tinancial
statisties-is-wider-than-this: The purpose of
this chapter is to give an introduction to the
sorts of analyses involved in financial and
monetary statistig\ more generally and to
show how the data in the System can be

|IabI|ItIeSA @

The classification of financial assets, shown
in table 26.1, is based primarily on two
kinds of criteria: the liquidity of the asset
and the legal characteristics that describe
the form of the underlying creditor/debtor
relationship.  The concept of liquidity
embraces other more specific
characteristics such as negotiability,
transferability, marketability or
convertibility. These characteristics play a
major role in determining the categories,
although they are not separately identified
in a systematic way. The classification is
designed to facilitate the analysis of
transactions of institutional units and is a
framework for assessing the sources and

linked to these other presentations. Further
detail on monetary and financial statistics

can be found in MFSM\and ghe /@ompilation
guide and the ECB

26'3'Ag ’ 5 - -.

26.5,

26.6;
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to-the-assetsand-Habiities-held-by-financial

We classification of financial assets and

uses of fin
these units

ing and degree of liquidity for

Money

In the SNA, there is no concept or measure
of money within the classification of
financial assets. Money is very important
as a financial variable, but the wide range
of ways in which money is defined in
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26.3 Financial statistics consist of a
comprehensive set of stock and flow data on the
financial assets and liabilities of all sectors of an
economy. The financial statistics are organized
and presented in formats designed to show
financial flows among the sectors of an economy
and corresponding financial asset and liability
positions, as discussed in chapters 11, 12 and 13  This chapter, therefore, discusses monetary statistics, as these data are for different policy purposes and so they are compiled in a somewhat different way.
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Monetary statistics

Monetary statistics consist of a comprehensive
set of stock and flow data on the financial and
nonfinancial assets and liabilities of an economy’s
financial corporations sector. The organization and
presentation of monetary statistics, as
recommended in the MFSM, follow a hierarchical
approach based on two general data frameworks-
sectoral balance sheets and surveys. The
sectoral balance sheet contains the
highly disaggregated stock and flow data for
all categories of assets and liabilities of an
individual subsector within the financial
corporations sector. In the survey the data from the sectoral balance
sheets of one or more of the financial
corporations subsectors are combined into
more aggregated asset and liability categories
that are particularly useful for analytical
purposes.

26.4 Because of the integral links between the monetary and financial statistics and the financial account of the 1993 SNA.rev.1, there is an almost complete concordance between this manual and the 1993 SNA rev.1, with respect to principles and concepts. In particular, these two sets of international guidelines are consistent on such issues as the delineation of resident and nonresident entities, sectorization of the economy, classification of the various categories of financial assets and liabilities, time of recording of transactions and other flows, financial asset and liability valuation, and data aggregation and consolidation. Because of its broader scope, the 1993 SNA contains many principles and concepts not directly relevant to the MFSM. Also, the MFSM contains a few concepts not found in the 1993 SNA, as well as more detailed treatment of some concepts contained therein. 

26.5 The major differences between the MSFM and the 1993 SNA and between the MFSM and this Update are described in the Compilation Guide of the MFSM (Chapter 1, section on the Relationship to the 1993 SNA and its Update, <http://www.imf.org/external/pubs/ft/cgmfs/eng/1.pdf>). Regarding the delineation of institutional units and sectors, the differences are:
• 	Other resident sectors. The 1993 SNA (¶4.6) specifies separate subsectors for
Households and Nonprofit institutions serving households (NPISHs), whereas the
MSFM combines the household and NPISH subsectors in the single category of Other resident sectors.
• 	Other nonfinancial corporations. In the 1993 SNA (¶4.71), the nonfinancial
corporations sector is divided into three subsectors: (1) Public nonfinancial
corporations, (2) National private nonfinancial corporations, and (3) Foreign
controlled nonfinancial corporations. In the MFSM, only two categories are specified-Public nonfinancial corporations and Other nonfinancial corporations-given that sectoral classification on the basis of residency of those who control a corporation is not relevant for the monetary statistics.
• 	Other nonfinancial corporations. The 1993 SNA (¶4.83) specifies separate financial
corporations subsectors for (1) Other financial corporations, except insurance
corporations and pension funds, (2) Financial auxiliaries, and (3) Insurance
corporations and pension funds. These subsectors are recognized in the MFSM and its compilation guide, but are combined to form the Other financial corporations subsector in all
data compilation and presentations of the standard sets of monetary statistics.
• 	Government entities that supervise financial corporations. These supervisory
agencies are placed in the Central bank sub-sector in the 1993 SNA (¶4.86), whereas
they are included in the Financial auxiliaries subsector in the MFSM and its compilation guide.
• 	Other depository corporations. In the MFSM, all financial corporations that issue liabilities included in broad money are designated as Depository corporations. These include the Central bank subsector and the Other Depository Corporations subsector. In the 1993 SNA (¶4.88), other depository corporations are defined as those “...which have liabilities in the form of deposits or financial instruments such as short-term certificates of deposit which are close substitutes for deposits in mobilizing financial resources and which are included in
measures of money broadly defined.” The subtle distinction is that, in the 1993 SNA,
the delineation of an other depository corporation is not based on a single construct
of Broad money as defined by the national authorities.
• 	Regional central banks. In the 1993 SNA (¶14.34), a regional central bank which is
the headquarters for a currency union or monetary union is not treated as a separate
institutional unit, and its transactions and balance-sheet positions are apportioned
among the member countries in the union. In the MFSM, the 1993 SNA treatment may apply or, depending on the characteristics of the monetary/currency union, the regional central bank may be delineated as a separate institutional unit whose transactions and balance-sheet positions are treated akin to an international organization.
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Mr. Joisce: This belongs in Chapter 4. Moreover, the principle of “declining degree of liquidity” as a basis for the classification is not true. The ordering of the instruments is one of convention, nothing else.
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Mr. Joisce: Again, as we propose that this chapter only focus on monetary statistics, we propose that this paragraph be dropped.
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Table 26.1: The classification of financial assets and Iiabilitie@

Monetary gold and special drawing rights (SDRs)
Monetary gold
Special drawing rights

Currency and deposits
Currency
Transferable deposits
Interbank positions
Other transferable deposits
Other deposits

Debt securities *
Short-term
Long-term

Loans
Short-term
Long-term

Equity and investment fund shares **
Equity
Listed shares
Unlisted shares
Other equity
Investment fund shares/units*
Money market fund shares/units
Other investment fund shares/units

Insurance, pension and standardised guarantee schemes
Non-life insurance technical provisions
Life insurance and annuity entitlements
Pension entitlements
Provisions for calls under standardised guarantees

Financial derivatives and employee stock options
Financial derivatives
Options
Forwards***
Employee stock options

Other accounts receivable / payable
Trade credit and advances
Claims by pension funds on sponsors
Other

Memorandum item: Direct foreign investment
Equity
Loans
Debt securities
Trade Credit
Other

* The listed/unlisted split is relevant for debt securities and investment funds also

fale Reinvested earnings can exist under any of these
faleie Credit default swaps to cover for guarantees are included within this item.

Chapter 26 V2 08/12/2006
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different countries precludes a simple
definition within the SNA. Fer—example;
certal f al.elal Hnstitutions—may .SE.a'E’ to
p'e.“de paitlall oF-Hul € |ee|ue| IaFellltles o
acceunts  that  were—proviously  net
X iR hrological :

The composition of broad money and other
monetary aggregates varies even—mere
widely among countries and encompasses
many classes of deposits and certain
categories of  short-term  securities,
particularly negotiable certificates of
deposit. In addition, many countries
compile a range of money measures, as

well as broader liquidity measures-n%hat—may
Even within a single country, innovation,
deregulation or technical progress cause
definitions of narrew—er—bread money to
shift over time in response to changes in
financial instruments and the organization
of money markets. It follows that there can
be no single concept of money supply
implicit in the SNA. However, this does
not preclude countries from organizing,

>
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either as the primary classification scheme
or as a supplementary scheme, their
financial classification and accounts around
a specific money measure or measures.
Such an approach would be very useful in
integrating national accounts and monetary
analysis,

Maturity,

The classification, de-emphasizes maturity
as a basic classification criterion.

ton, in financial markets and more
aggressive approaches to management of
assets and liabilities have diminished the
usefulness of a simple short-term/long-term

distinction. Examples of sueh—mnevaﬂeng\

are rellevers—et——sherterm—instruments;
- .

berrowing—throtgh 5'.9.'.E toFARSFUMERTS

¢ der—long _te. i |a€I|IEIE,S S.He-' als Rete

en long-term assets that mak

them a series of short-term arrangements,
and early redemption of callable liabilities.
In addition, when maturity analysis is
important, such as for analysis of interest
rates and asset yields, a breakdown of a
range of maturities fnay be required. For
these reasons, maturity distinction is
recognized as a secondary classification
criterion when relevant and national
compilers should determine whether a
maturity breakdown is necessary. Short-
term is defined for the classification as one
year or less, while long-term is defined as
more than one year. In  some
circumstances, it may also be helpful to
distinguish those long-term instruments
with less than a year to go before maturity.

Functional categories @

The classification does not contain
functional categories, such as direct
investment, portfolio investment, and
international reserves, that are basic
classification criteria for the balance of
payments capital account. In view of the
importance of these categories, the
classification does provide for a
memorandum item for financial account
transactions related to direct foreign
investment relationships.  This topic is
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The MSFM methodology uses a country-specific concept of broad money as nationally defined. Though the specific components of broad money may vary across countries, the broad money concept is consistent across countries. Broad money as nationally defined is a crucial element of the monetary statistics methodology, given that it is used as the institutional criterion to distinguish between depository corporations (defined as those financial corporations that issue liabilities included in broad money) and other financial corporations (defined as those that do not issue such liabilities).
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Mr. Joisce suggests this be moved to the ROW chapter
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4,

treated in greater detail in annex Il at the
end of this manual.

Reserve assets@

26.19, Reserve assets consist of those external

C.

assets that are readily available to and
controlled by a country’s authorities for
direct financing of international payments
imbalances, for indirect regulation of the
magnitude of such imbalances through
intervention in foreign exchange markets to
affect their currency’s exchange rate, and
for other purposes. Reserve assets

comprise monetary gold, SDRs, reserve
position in the IMF, foreign exchange
assets (consisting of currency, deposits, and
securities), and other claims, such as non-
marketable claims arising from
arrangements between central banks or
governments. Reserves must be claims on
non-residents but they may be denominated
in the currency of the creditor or debtor,
Only the central bank and centra
government can hold reserves. However,
not all financial claims held by the
authorities on non-residents are reserves, as
reserves must be readily available, that is,
must be highly liquid.

The classification of financial institutions @

b bl bl
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Financial corporations sub-sector 7 is designated as “Captive financial institutions and money lenders” in Table 26.2, but as “Other financial corporations, except ICPFs’ on page 3 of the attachment (Classification of financial corporations). [We are unclear as to which of these descriptor for subsector 7 is the latest.] Use of  “Captive financial institutions” as the descriptor would not create difficulties for the monetary statistics methodology, whereas use of “Other financial corporations, except ICPFs” would cause major difficulties. In the monetary statistics methodology as first specified in the MFSM (2000), ‘Other financial corporations’ is defined as the set of all financial corporations that are not depository corporations-namely, (1) Other financial intermediaries except insurance corporations and pension funds, (2) insurance corporations and pension funds, and (3) financial auxiliaries. The use of  “Other financial corporations” in a totally different context-namely, to define what is essentially a residual category of the financial corporations sector-would create a major inconsistency of terminology for the national accounts and monetary statistics. For several years now, the term ‘Other financial corporations’ has been an integral part of the monetary statistics framework. It is hoped that a different term can be used in the Update context. Use of the term ‘Captive financial institutions and money lenders’ would not cause problems for the monetary statistics. However, we are not sure that these units need to be separated from the financial auxiliaries sub-sector, and we are unclear about the characteristics of  “moneylenders” (see comment on money lenders, page 4 of attachment).    
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26.15.

26.16.

1.

Financial assets and liabilities analysed by sector of debtor and

creditor E]

One common form of table is to show how
the closing stock of a comprehensive set of
assets for a particular sector may be
analysed by seeing how the opening stock
is changed by transactions in the asset,
revaluation changes and other changes in
the volume of assets to reach the closing
stock. This is a particular application of
the asset accounts described in chapter 13.

Another popular form of table is that known
as a flow of funds table. This may take one
of several forms. The most common
presentation, as described in the next
section, consists of an articulation of flows
(or stocks) showing for each instrument
which sector or sub-sector is the creditor
and which the debtor. Another variation is
to combine the elements of the capital and
financial accounts to examine all
accumulation transactions and not just those
concerning financial assets. The rationale
for this is that the balancing item of the
financial account should be exactly equal in
magnitude but opposite in sign to that in the
capital account. By including the items
from the capital account, discrepancies in
this account may be revealed by the
exercise of completing the flow of funds
table, instead of assuming the net
borrowing/lending  total is  already
determined.

Flow of funds account

26.34, AZF/Ye financial account, as presented in table
1

Chapter 26 V2

.2, records the net acquisition of financial

08/12/2006

assets and net incurrence of liabilities for all
institutional sectors by type of financial
asset. For each sector, the financial account
shows the financial liabilities that the sector
incurs to mobilize financial resources and
the financial assets that the sector acquires.
For each financial asset and liability, the
financial account shows the overall change
in the level of assets held by each sector
and the change in the level of liabilities
incurred by each sector. This information
is very valuable in identifying the financial
assets that net borrowing sectors use to
finance their deficits and the assets that net
lending sectors use to allocate their
surpluses.  Although the movement of
financial flows can be mapped at this level
of recording, the question of who is
financing whom is not answered. In table
11.1, it is clear that non-financial
corporations incurred liabilities  (140)
predominantly in the form of loans (71) and
other equities and investment fund shares
(69). Financial corporations incurred net
liabilities (232) by using the full range of
financial instruments. While the instrument
by which the liabilities are incurred is
clearly presented in this account, it is not
possible to identify the sector that is
providing the funds. Similarly, the net
acquisition of financial assets can be
tracked. Households acquired net financial
assets of 181 spread across a range of
assets, while financial  corporations
acquired net financial assets of 237, mostly
in the form of loans and securities.
However, it cannot be determined from this
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level of recording to which sectors the
financing is being provided.

26.18 For a full understanding of financial flows

26.19

Chapter 26 V2

and the role they play in the economy, it is
often important to know more detailed
financial relationships between sectors and
the financial assets by which these
relationships are carried out. For example,
it is often important for the government to
know not just what types of liabilities it is
using to finance its deficit but also which
sectors (or the rest of the world) are
providing the financing.

For financi
corporations (and those supervising the

it is important to know not only t
composition of financial assets (loans and
securities) that they have acquired but also
which sectors these are claims upon. In
addition, it is often necessary to analyse
financial flows between sub-sectors within
a sector (central government financial
transactions with local governments or
central bank financial transactions with
deposit-taking institutions) and across
sector boundaries (changes in deposit-
taking institutions’ claims on public non-
financial corporations).  Such detailed
information is necessary to understand how
financing is being carried out and how it is
changing over time.

This more detailed approach is particularly
important in spelling out the role that
financial institutions in general and
financial intermediaries in particular play in
financial transactions. Financial
corporations often have very small net
lending or borrowing balances in
comparison  with  their volume of
transactions in both financial assets and
liabilities. This reflects the basic role of
financial intermediation of mobilizing
financial resources through certain financial
transactions and making these financial
resources available to other sectors in forms
suitable to these sectors through
maturity/asset  transformatio Thus,
financial corporations play a cri&cal role in
directing financing flows from net lending
sectors to net borrowing sectors and allow
lenders to choose their asset instruments
and borrowers their forms of indebtedness.

08/12/2006

26.29‘ Tables 26.3a and 26.3b. facilitate the more

detailed financial analysis just described.
Table 26.3a records transactions in assets
cross-classified by type of asset and by the
debtor sector. The sectors transacting in
assets are shown horizontally across the top
of the table while the type of asset,
disaggregated by sector of debtor, is
arrayed vertically. Table 26.3b records
transactions in liabilities cross-classified by
type of liability and by the creditor sector.
Since all financial assets other than
monetary gold have an asset/liability
symmetry, it would be conceptually
possible to present all debtor/creditor
relationships in a single table but this would
require a table of very many cells, many of
which would be blank. The tables, as
presented, are merely examples of the type
of detail that a country may wish to
develop. They identify the full sectors for
households, NPISHs, general government,
and non-financial corporations. Sub-sectors
are shown for the financial corporations to
emphasize the special role these units play
in financial transactions. For particular
analysis or policy purposes, it may be
useful to break down the other sectors into
sub-sectors as  well. In  many
circumstances, it will be necessary, for
example, to identify financial transactions
of central government or of non-financial
public corporations. The sector breakdown
under each type of financial asset is
suggestive rather than prescriptive. For
securities and loans, it is suggested to
identify the debtor sectors (in table 26.3a)
as follows: non-financial corporations,
financial corporations, central government,
state and local government, other resident
sectors, and the rest of the world.
Alternative breakdowns are illustrated for
other types of assets.

26.247-‘ These more detailed flow of funds tables

can be used in at least three important areas
related to economic policy. Data from
these tables can be used in economic
analysis and description of activity and
trends in current periods. They can be used
as an aid to projections in the context of the
production of economic plans or to assess
the effect of current economic policies, or
changes in them, on the future path of the
economy. They can also be used in projects
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Supervisors are not going to use flow of funds (or any statistics) for this function.
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While this is certainly one of the roles of financial institutions, they play a major role in financial markets generally, assisting institutional units to (constantly) rebalance their portfolios of assets (nonfinancial as well as financial) and liabilities, to maximize the balance between risk and safety of investment, risk and return, liquidity preferences, convenience, amid constantly changing market conditions and the institutional unit's own changing preferences. As a consequence, financial institutions also serve institutional units in the lending sectors to incur liabilities as well as units in borrowing sectors to acquire financial assets. 
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that undertake modelling of the economy to
study economic behaviour as an aid to the
formulation of economic policy. Such
studies, of course, would be complementary
to similar work on data from other accounts
in the System. In particular it is useful,
when using the flow of funds accounts to
facilitate the operation of the financial
system in the economy, to relate these
transactions to the behaviour of the non-
financial economy. The capital and
financial accounts provide these links
between the “real” economy and financial
activity.  Similarly, the flow of funds
accounts  facilitate  study of the
saving/investment process, by tracing the
channels by which saving reaches ultimate

borrowing, after passing thrg various
financial institutions and asset

26.22,‘ In the policy area, a few examples will

illustrate the usefulness of these tables.
Common policy problems faced by many
nations include questions such as: Will

i reserves be adequate?
How will the central government’s deficit
be financed? How will the major non-
financial public corporations be financed
and by whom? In each of these examples,
the provision of answers to the questions
requires an impact analysis on various
sectors and types of transaction. The
articulation of the accounts within the flow
of funds facilitates the analysis and
provide amework in which to assess the
answeri;%j

26.23 In the area ofc;%rx:ial projections, the use

of time-serie relevant parts of the
flow of funds tables enables an examination
of the implications of parts of an economic
plan, including testing for consistency of a
number of separately prepared sector or

08/12/2006

market forecasts, and the implications for
future financial transactions of a particular
set of assumptions about future events (e.g.,
interest rates, exchange rates, growth,
sector surpluses/deficits).

26.24, Other policy areas where these projections

and studies can be of assistance are in
considering the long-term development of
financial markets and institutions in the
economy and assessments of the need for
new types of assets to satisfy the potential
demand of savers and investors requiring
access to reliable liquid assets.

26.25‘ Tables 26.3a and 26.3b above should be

interpreted as a general model, and
substantial flexibility should be allowed in
specific country circumstances. In many
countries, the dimensions of the tables will
be severely constrained by data availability.
It should also be noted that these tables are
extensions of the basic financial account
and that adding the third dimension to the
analysis can be done on a selective basis by
identifying particular asset or sector (or
sub-sector) relationships for which this
level of detail would be useful.

Stocks of financial assets and

liabilities analysed by sector of debtor
and creditor

26.26. Just%ables like those above can be

compifed and very usefully analysed in
terms of flows, so it is instructive to
compile exactly similar tables in terms of
the stocks of financial assets and liabilities.
Where flows may be fairly volatile from
one period to the next, the level of stocks is
likely to be more stable and the degree of
fluctuation from the stock level may convey
particularly useful additional information.


jjoisce
Note
A link to Financial Soundness Indicators would also be useful here.

jjoisce
Note
One of the primary uses of flow of funds is to model shocks to the economic environment (both financial and nonfinancial) through such testing of changes to interest rates, price and exchange rates, the impact of rates of default on both the creditor and debtor sectors). Such work is usually done in conjunction with sector balance sheets: hence, the balance sheet approach. 
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Inasfar as the flow of funds is a matrix, time series are not easy to present -- other than as a set of separate matrices. One way to address this problem is to present each sector (or instrument) by itself.
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What is stated in this paragraph is true but it helps if the nonfinancial assets (produced and nonproduced) are also included. In this manner, portfolio theory can then be fully applied, that is, adjustment to all holdings of all types of assets and liabilities, in response to changing markets conditions, as well as the individual unit's own changing preferences, can be taken into account. In this manner, costs and benefits of holding assets (nonfinancial and financial) versus liabilities, or between current consumption or future consumption,  can be derived.
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Table 26.3a: Format for detailed flow of funds table or stocks of financial assets analysed by debtor
and creditor

Financial assets of:

Financial corporations

Type of claim and debtor

Monetary gold and SDRs
Monetary gold
SDRs

Currency and deposits
Currency

National
Residents
Non-residents

Foreign
Residents

Transferable depo:

In national currency
Resglients
Non-residents

In foreign currency
Regglients
Non-residents

Other deposits
In national currency

Resglients

Non-residents

In foreign currency
Resgdients
Non-residents

Debt securities
Short-term
Non-financial corporations
Financial corporations
Central government
State and local government
Other resident sectors
The rest of the world
Short-term
Non-financial corporations
Financial corporations
Central government
State and local government
Other resident sectors
The rest of the world

Loans
Short-term
Non-financial corporations
Financial corporations
Central government
State and local government
Other resident sectors
The rest of the world
Short-term
Non-financial corporations
Financial corporations
Central government
State and local government
Other resident sectors
The rest of the world

Equity
Resident enterprises
Listed
Unlisted
Other equity
Non-resident enterprises
Listed

Unlisted

nsurance, pension and standardised guarantee
schemes

Non-life insurance technical provisions

Life insurance,pd annuity entitlements

Pensions entitlements

Provisions for calls under standardised

uarantees

Financial derivatives and employee stock options
Financial derivatives
Options
Forwards

Employee stock options

Other accounts receivable/payable
Trade credit and advances
Non-financial corporations
Central government
State and local government
Other resident sectors

The rest of the world
Claims of pension funds on sponsors
Other

Resident sectors
The rest of the world
Memorandum item: Foreign direct investment

Equity
Loans
Debt securites
Trade credit
Other
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Table 26.3b: Format for detailed flow of funds table or stocks of financial liabilities analysed by debtor

and creditor

Financial liabilities of:

Financial corporations

Type of claim and creditor

Currency and deposits
Currency
National
Residents
Non-residents
Foreign
Residents
Transferable depo%s
In national currency
Resglients
Non-residents
In foreign currency
Resglients
Non-residents
Other deposits
In national currency
Resglients
Non-residents
In foreign currency
Regglients
Non-residents

Debt securities
Short-term
Non-financial corporations
Financial corporations
Central government
State and local government
Other resident sectors
The rest of the world
Short-term
Non-financial corporations
Financial corporations
Central government
State and local government
Other resident sectors
The rest of the world

Loans
Short-term
Non-financial corporations
Financial corporations
Central government
State and local government
Other resident sectors
The rest of the world
Short-term
Non-financial corporations
Financial corporations
Central government
State and local government
Other resident sectors
The rest of the world

Equity

Resident enterprises
Listed
Unlisted
Other equity

Non-resident enterprises
Listed
Unlisted

“Tsurance, pension and standardised guarantee
schemes
Non-life insurance technical provisions
Life insurance nd annuity entitiements
Pensions entitlements
Provisions for calls under standardised

guarantees

Financial derivatives and employee stock options
Financial derivatives
Options
Forwards
Employee stock options

Other accounts receivable/payable
Trade credit and advances
Non-financial corporations
Central government
State and local government
Other resident sectors
The rest of the world
Claims of pension funds on sponsors
Other
Resident sectors
The rest of the world

Memorandum item: Foreign direct investment
Equity
Loans
Debt securijes
Trade credit
Other
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Classification of financial corporations (=)

Financial corporations consist of all resident corporations and quasi-corporations that are
principally engaged in providing financial services, including insurance and pension funding
services, to other institutional units. The production of financial services is the result of financial
intermediation, financial risk management, liquidity transformation or auxiliary financial activities.
Because the provision of financial services is typically subject to strict regulation, it is usually the case
that units providing financial services do not produce other goods and services and financial services
are not provided as secondary production.

Financial corporations can be divided into three broad classes namely, financial intermediaries,
financial auxiliaries and other financial corporations. Financial intermediaries are institutional units
that incur liabilities on their own account for the purpose of acquiring financial assets by engaging in
financial transactions on the market. Financial auxiliary activities are institutional units principally
engaged in serving financial markets, but do not take ownership of the financial assets and liabilities
they handle. Other financial corporations are institutional units providing financial services, where
most of their assets or liabilities are not available on open financial markets.

The financial corporations sector can be divided into nine sub-sectors according to its activity in the
market and the liquidity of its liabilities. Sub-sector 6 corresponds to financial auxiliaries; sub-sector

7 corresponds to other financial corporations. All the other sub-sectors are financial intermediaries of
one sort or another.

1. Central bank

The central bank is the national financial institution that exercises control over key aspects of the
financial system.

In general, the following financial intermediaries are classified in this sub-sector:
(a) The national central bank, including where it is part of a system of central banks; and

(b) Central monetary agencies of essentially public origin (e.g. agencies managing foreign
exchange or issuing banknotes and coin) which keep a complete set of accounts but are not
classified as part of central government. Supervisory authorities that are separate institutional
units are not included with the central bank but are included with financial auxiliaries. (This
is a change from the 1993 SNA.)

2. Deposit-taking corporations except the central bank.
Deposit-taking corporations except the central bank have financial intermediation as their principal
activity. To this end, they have liabilities in the form of deposits or financial instruments (such as

short-term certificates of deposit) that are close substitutes for deposits.

The liabilities of deposit-taking corporations are typically included in measures of money broadly
defined.

In general, the following financial intermediaries are classified in this sub-sector:

(a) Commercial banks, ‘universal’ banks, ‘all-purpose’ banks;
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(b) Savings banks (including trustee savings banks and savings banks and loan associations);
(© Post office giro institutions, post banks, giro banks;

(d) Rural credit banks, agricultural credit banks;

(e) Co-operative credit banks, credit unions; and

® Specialized banks or other financial corporations if they take deposits or issue close
substitutes for deposits.

3. Money market funds (MMF¥)

MMFs are collective investment schemes that raise funds by issuing shares or units to the public.
The proceeds are invested primarily in money market instruments, MMF shares/units, transferable
debt instruments with a residual maturity of less than one year, bank deposits and instruments
which pursue a rate of return that approaches the interest rates of money market instruments.
MMF shares can be transferred by cheque or other means of direct third party payment. Because of
the nature of the instruments, the schemes invest in, their shares or units may be regarded as close
substitutes for deposits.

4 Non-MMF investment funds

Non-MMF investment funds are collective investment schemes that raise funds by issuing shares or
units to the public. The proceeds are invested predominantly in long-term financial assets and non-
financial assets (usually real estate). Investment fund shares or units are generally not close
substitutes for deposits. They are not transferable by means of cheque or third party payments.

5 Other financial intermediaries, except insurance corporations and pension funds
(ICPFs)

Other financial intermediaries except insurance corporations and pension funds consists of
financial corporations and quasi-corporations which are engaged in providing financial services by
incurring liabilities, in forms other than currency, deposits or close substitutes for deposits, on their
own account for the purpose of acquiring financial assets by engaging in financial transactions on
the market. It is a feature of a financial intermediary that transactions on both sides of the balance
sheet are carried out in open markets.

In general, the following financial intermediaries are classified in this sub-sector:

(a) Financial corporations engaged in the securitization of assets
(b) Security and derivative dealers (on own account)
(© Financial corporations engaged in lending, including the finance associated of retailers, who

may be responsible for financial leasing and both personal or commercial finance;
(d) Specialized financial corporations that provide
- Short-term financing for corporate mergers and takeovers;

- Export/import finance;



- Factoring companies;

- Venture capital and development capital firms.
6. Financial auxiliaries
Financial auxiliaries consists of financial corporations that are principally engaged in activities
associated with transactions in financial assets and liabilities or with providing the regulatory
context for these transactions but in circumstances that do not involve the auxiliary taking
ownership of the financial assets and liabilities being transacted.

In general, the following financial auxiliaries are classified in this sub-sector:

(a) Insurance brokers, salvage and claims adjusters (whether employed by the insurance
company, an independent adjuster or a public adjuster emplyed by the policy holder),
insurance and pension consultants,

(b) Loan brokers, securities brokers, investment advisers, etc.;
(c) Flotation corporations that manage the issue of securities;

(d) Corporations whose principal function is to guarantee, by endorsement, bills and similar
Instruments;

(e) Corporations which arrange derivative and hedging instruments, such as swaps, options
and futures (without issuing them);

(f) Corporations providing infrastructure for financial markets;

(g) Managers of pension funds, mutual funds, etc. (but not the funds they manage);

(h) Corporations providing stock exchange and insurance exchange;

(i)  Foreign exchange bureaux,

(j)  Credit insurance corporations and guarantee banks to the extent that they do not have
differentiated pools of reserves to meet claims; if they do they are classified in insurance

corporations,

(k) Non-profit institutions recognized as independent legal entities serving financial
corporations, but are not themselves providing financial or auxiliary financial services;

(1) Central supervisory authorities of financial intermediaries and financial markets when
they are separate institutional units.

7. Other financial corporations, except ICPFs.

This sub-sector consists of institutional units providing financial services, where most of either their
assets or liabilities are not transacted on open financial markets. It includes entities transacting
within only a limited group of units such as with subsidiaries or subsidiaries of the same holding
corporation or entities that provide loans from own funds provided by only one sponsor,

In general, the following financial corporations are classified in this sub-sector:



(a) Units which are legal entities such as, trusts, estates, agencies accounts or brass plate
companies.

(b) Holding corporations which only hold the assets (owning controlling-levels of equity)
of a group of subsidiary corporations and whose principal activity is owning the group
without providing any other service to the businesses in which the equity is held, i.e.
they do not administer or manage other units.

(c) Financial holding corporations, entities principally engaged in controlling (head office
services) financial corporations or groups of financial corporations but which do not
themselves conduct the business of financial corporations.

(d) Financial corporations such as SPEs or conduits that raise funds in open markets to be
used by their parent corporation,

(e) Units which provide financial services exclusively with own funds, or funds provided
by a sponsor to a range of clients and incur the financial risk of the debtor defaulting,
including

Moneylenders @

Corporations engaged in lending (e.g. student loans, import/export loans) from funds
received from a sponsor such as a government unit or non-profit institution.

(f) Pawnshops that predominantly engage in lending;
8. Insurance corporations (ICs)

[Existing SNA para 4.97] This sub-sector consists of resident insurance corporations and
quasi-corporations and autonomous pension funds. Insurance corporations consist of
incorporated, mutual and other entities whose principal function is to provide life, accident,
sickness, fire or other forms of insurance to individual institutional units or groups of units.

9 Pension funds (PFs)

[Existing SNA para 4.98]  The pension funds included here are those which are constituted
in such a way that they are separate institutional units from the units which create them. They
are established for purposes of providing benefits on retirement for specific groups of
employees. They have their own assets and liabilities and they engage in financial
transactions in the market on their own account. These funds are organized, and directed, by
individual private or government employers, or jointly by individual employers and their
employees; and the employees and/or employers make regular contributions. They do not
cover pension arrangements for the employees of private or government entities which do not
include a separately organized fund nor an arrangement organized by a non-government
employer in which the reserves of the fund are simply added to that employer’s own reserves
or invested in securities issued by that employer.
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Note by the editor:


This chapter contains material on the transition from the financial account of the SNA to the system of monetary and financial statistics more generally.  It depends in part on the sub-sectoring of the financial sector.  It is proposed this be shown in chapter 4, as at present, but in order to understand the consequences for this chapter, draft text for the sub-sectoring is appended behind the chapter proper.


Chapter 26: Links to monetary and financial statistics


A. Introduction


26.1. Chapter 11 describes the financial account in the context of the sequence of accounts of the System.  It shows the flows for each of the listed financial assets and liabilities for each of the institutional sectors of the national economy and of the rest of the world.  The transactions recorded may be either counterparts of transactions recorded in other accounts of the System or may show the exchange of financial assets between two sectors.  


26.2. The financial account of the System is only one presentation of the acquisition and disposal of financial assets and liabilities.  The framework of monetary and financial statistics is wider than this.  The purpose of this chapter is to give an introduction to the sorts of analyses involved in financial and monetary statistic more generally and to show how the data in the System can be linked to these other presentations.  Further detail on monetary and financial statistics can be found in MFSM and the compilation guide o MFSM of the IMF and the ECB publication ??

26.3. In general, monetary statistics are restricted to the assets and liabilities held by financial corporations while financial statistics consist of the assets and liabilities held by all sectors of the economy.  Financial statistics include information on both stocks and flows and illustrate the interactions between the sectors. Before discussing the sort of tables that are commonly presented, it is necessary to look more closely at the rationale for the classification of financial assets and liabilities on the one hand and of the sub-sectors of the financial corporation sector on the other.


B. The characteristics behind the classification of financial assets and liabilities


26.4. The classification of financial assets, shown in table 26.1, is based primarily on two kinds of criteria: the liquidity of the asset and the legal characteristics that describe the form of the underlying creditor/debtor relationship.  The concept of liquidity embraces other more specific characteristics such as negotiability, transferability, marketability or convertibility.  These characteristics play a major role in determining the categories, although they are not separately identified in a systematic way.  The classification is designed to facilitate the analysis of transactions of institutional units and is a framework for assessing the sources and uses of financing and degree of liquidity for these units.


26.5. In addition to the basic classification, there are other factors to be considered when looking at financial assets in a more general context than that of the SNA.  These are described below.


1. Money


26.6. In the SNA, there is no concept or measure of money within the classification of financial assets.  Money is very important as a financial variable, but the wide range of ways in which money is defined in 


Table 26.1: The classification of financial assets and liabilities


		Monetary gold and special drawing rights (SDRs)


Monetary gold


Special drawing rights



		Currency and deposits


Currency


Transferable deposits


Interbank positions


Other transferable deposits


Other deposits



		Debt securities *

Short-term


Long-term



		Loans


Short-term


Long-term



		Equity and investment fund shares **

Equity


Listed shares


Unlisted shares


Other equity


Investment fund shares/units*

Money market fund shares/units


Other investment fund shares/units



		Insurance, pension and standardised guarantee schemes


Non-life insurance technical provisions


Life insurance and annuity entitlements


Pension entitlements


Provisions for calls under standardised guarantees



		Financial derivatives and employee stock options


Financial derivatives


Options


Forwards***

Employee stock options



		Other accounts receivable / payable


Trade credit and advances


Claims by pension funds on sponsors


Other



		Memorandum item: Direct foreign investment


Equity


Loans


Debt securities


Trade Credit


Other





*
 The listed/unlisted split is relevant for debt securities and investment funds also


**
Reinvested earnings can exist under any of these


***
Credit default swaps to cover for guarantees are included within this item. 


different countries precludes a simple definition within the SNA. For example, certain financial institutions may start to provide partial or full cheque facilities, or to issue bank or credit cards for deposit accounts that were previously not transferable.  As a result of financial innovation, technological progress in computers and communications, and the force of competition, the distinction between transferable and non-transferable deposits and between the financial institutions that accept these deposits has become both blurred and unstable.  For these reasons, it may be difficult and not very useful analytically, at least in some countries, to try to draw a clear distinction between transferable and non-transferable deposits.  Therefore, the SNA does not build this distinction into the classification at the first level.  When the financial market is such that a clear distinction can be drawn, the SNA recommends that the distinction should be made, although it comes in at the second level of the classification.


26.7. Given that the boundary between transferable and non-transferable deposits may not be stable in many countries, even measures of narrow money, which generally include currency and transferable deposits, may be difficult to define.  In addition, few countries find that a stable relationship exists between narrowly defined money and other target variables.  The composition of broad money and other monetary aggregates varies even more widely among countries and encompasses many classes of deposits and certain categories of short-term securities, particularly negotiable certificates of deposit.  In addition, many countries compile a range of money measures, as well as broader liquidity measures, that may include liabilities of non-financial sectors.  Even within a single country, innovation, deregulation or technical progress cause definitions of narrow or broad money to shift over time in response to changes in financial instruments and the organization of money markets.  It follows that there can be no single concept of money supply implicit in the SNA.  However, this does not preclude countries from organizing, either as the primary classification scheme or as a supplementary scheme, their financial classification and accounts around a specific money measure or measures.  Such an approach would be very useful in integrating national accounts and monetary analysis.


2. Maturity


26.8. The classification de-emphasizes maturity as a basic classification criterion.  Innovation in financial markets and more aggressive approaches to management of assets and liabilities have diminished the usefulness of a simple short-term/long-term distinction. Examples of such innovations are rollovers of short-term instruments, borrowing through short-term instruments under long-term facilities such as note issuance facilities (NIFs), adjustable rates on long-term assets that effectively make them a series of short-term arrangements, and early redemption of callable liabilities.  In addition, when maturity analysis is important, such as for analysis of interest rates and asset yields, a breakdown of a range of maturities may be required.  For these reasons, maturity distinction is recognized as a secondary classification criterion when relevant and national compilers should determine whether a maturity breakdown is necessary.  Short-term is defined for the classification as one year or less, while long-term is defined as more than one year.  In some circumstances, it may also be helpful to distinguish those long-term  instruments with less than a year to go before maturity. 

3. Functional categories


26.9. The classification does not contain functional categories, such as direct investment, portfolio investment, and international reserves, that are basic classification criteria for the balance of payments capital account.  In view of the importance of these categories, the classification does provide for a memorandum item for financial account transactions related to direct foreign investment relationships.  This topic is treated in greater detail in annex II at the end of this manual.

4. Reserve assets


26.10. Reserve assets consist of those external assets that are readily available to and controlled by a country’s authorities for direct financing of international payments imbalances, for indirect regulation of the magnitude of such imbalances through intervention in foreign exchange markets to affect their currency’s exchange rate, and for other purposes.  Reserve assets comprise monetary gold, SDRs, reserve position in the IMF, foreign exchange assets (consisting of currency, deposits, and securities), and other claims, such as non-marketable claims arising from arrangements between central banks or governments.  Reserves must be claims on non-residents but they may be denominated in the currency of the creditor or debtor.  Only the central bank and central government can hold reserves.  However, not all financial claims held by the authorities on non-residents are reserves, as reserves must be readily available, that is, must be highly liquid.


C. The classification of financial institutions


26.11. As explained in chapter 4, there are a maximum of nine sub-sectors of the financial corporations sector proposed.  These are shown in table 26.2. 

26.12. It is unlikely that all nine sub-sectors would be distinguished at the same time but they represent a flexible set of building blocks for alternative aggregations to be compiled according to different needs and possibilities.  At the same time, further disaggregation within one of the sub-sectors may be desirable on occasion, for example to separate commercial banks fro mother deposit-taking institutions or to separate public and private institutions within one or more categories


Table 26.2: Sub-sectors of the financial corporations sector


		1. Central Bank



		2. Deposit-taking corporations except the Central Bank  



		3. Money market funds (MMF)



		4. Non-MMF investment funds



		5. Other financial intermediaries except insurance corporations and pension funds (ICPF) 



		6. Financial auxiliaries



		7. Captive financial institutions and money lenders 



		8. Insurance companies (IC)



		9.  Pension funds (PF)





26.13. One probable combination is to put together all institutions treated as being depository corporations.  This would include the central bank and deposit-taking institutions.  In countries where the instruments held by money market funds are exclusively short-term securities, these funds may also be included because they are considered to be part of broad money.


26.14. If money market funds are not combined with depository corporations, they may be combined with investment funds.  Wherever money market funds are grouped, the sum of depository corporations, investment funds and other financial intermediaries (that is groups 1 to 5) may be combined to give the total of all financial intermediaries.  Similarly financial auxiliaries and other financial institutions may be combined as may insurance companies and pension funds.

D. Financial assets and liabilities analysed by sector of debtor and creditor


26.15. One common form of table is to show how the closing stock of a comprehensive set of assets for a particular sector may be analysed by  seeing how the opening stock is changed by transactions in the asset, revaluation changes and other changes in the volume of assets to reach the closing stock.  This is a particular application  of the asset accounts described in chapter 13.

26.16. Another popular form of table is that known as a flow of funds table.  This may take one of several forms.  The most common presentation, as described in the next section, consists of an articulation of flows (or stocks) showing for each instrument which sector or sub-sector is the creditor and which the debtor.  Another variation is to combine the elements of the capital and financial accounts to examine all accumulation transactions and not just those concerning financial assets.  The rationale for this is that the balancing item of the financial account should be exactly equal in magnitude but opposite in sign to that in the capital account.  By including the items from the capital account, discrepancies in this account may be revealed by the exercise of completing the flow of funds table, instead of assuming the net borrowing/lending total is already determined. 

1. Flow of funds account


26.17. The financial account, as presented in table 11.2, records the net acquisition of financial assets and net incurrence of liabilities for all institutional sectors by type of financial asset.  For each sector, the financial account shows the financial liabilities that the sector incurs to mobilize financial resources and the financial assets that the sector acquires.  For each financial asset and liability, the financial account shows the overall change in the level of assets held by each sector and the change in the level of liabilities incurred by each sector.  This information is very valuable in identifying the financial assets that net borrowing sectors use to finance their deficits and the assets that net lending sectors use to allocate their surpluses.  Although the movement of financial flows can be mapped at this level of recording, the question of who is financing whom is not answered.  In table 11.1, it is clear that non-financial corporations incurred liabilities (140) predominantly in the form of loans (71) and other equities and investment fund shares (69).  Financial corporations incurred net liabilities (232) by using the full range of financial instruments.  While the instrument by which the liabilities are incurred is clearly presented in this account, it is not possible to identify the sector that is providing the funds.  Similarly, the net acquisition of financial assets can be tracked.  Households acquired net financial assets of 181 spread across a range of assets, while financial corporations acquired net financial assets of 237, mostly in the form of loans and securities.  However, it cannot be determined from this level of recording to which sectors the financing is being provided.


26.18. For a full understanding of financial flows and the role they play in the economy, it is often important to know more detailed financial relationships between sectors and the financial assets by which these relationships are carried out.  For example, it is often important for the government to know not just what types of liabilities it is using to finance its deficit but also which sectors (or the rest of the world) are providing the financing.  For financial corporations (and those supervising them), it is important to know not only the composition of financial assets (loans and securities) that they have acquired but also which sectors these are claims upon.  In addition, it is often necessary to analyse financial flows between sub-sectors within a sector (central government financial transactions with local governments or central bank financial transactions with deposit-taking institutions) and across sector boundaries (changes in deposit-taking institutions’ claims on public non-financial corporations).  Such detailed information is necessary to understand how financing is being carried out and how it is changing over time.


26.19. This more detailed approach is particularly important in spelling out the role that financial institutions in general and financial intermediaries in particular play in financial transactions.  Financial corporations often have very small net lending or borrowing balances in comparison with their volume of transactions in both financial assets and liabilities.  This reflects the basic role of financial intermediation of mobilizing financial resources through certain financial transactions and making these financial resources available to other sectors in forms suitable to these sectors through maturity/asset transformation.  Thus, financial corporations play a critical role in directing financing flows from net lending sectors to net borrowing sectors and allow lenders to choose their asset instruments and borrowers their forms of indebtedness.


26.20. Tables 26.3a and 26.3b.  facilitate the more detailed financial analysis just described.  Table 26.3a records transactions in assets cross-classified by type of asset and by the debtor sector.  The sectors transacting in assets are shown horizontally across the top of the table while the type of asset, disaggregated by sector of debtor, is arrayed vertically.  Table 26.3b records transactions in liabilities cross-classified by type of liability and by the creditor sector.  Since all financial assets other than monetary gold have an asset/liability symmetry, it would be conceptually possible to present all debtor/creditor relationships in a single table but this would require a table of very many cells, many of which would be blank.  The tables, as presented, are merely examples of the type of detail that a country may wish to develop.  They identify the full sectors for households, NPISHs, general government, and non-financial corporations.  Sub-sectors are shown for the financial corporations to emphasize the special role these units play in financial transactions.  For particular analysis or policy purposes, it may be useful to break down the other sectors into sub-sectors as well.  In many circumstances, it will be necessary, for example, to identify financial transactions of central government or of non-financial public corporations.  The sector breakdown under each type of financial asset is suggestive rather than prescriptive.  For securities and loans, it is suggested to identify the debtor sectors (in table 26.3a) as follows: non-financial corporations, financial corporations, central government, state and local government, other resident sectors, and the rest of the world.  Alternative breakdowns are illustrated for other types of assets.


26.21. These more detailed flow of funds tables can be used in at least three important areas related to economic policy.  Data from these tables can be used in economic analysis and description of activity and trends in current periods.  They can be used as an aid to projections in the context of the production of economic plans or to assess the effect of current economic policies, or changes in them, on the future path of the economy.  They can also be used in projects that undertake modelling of the economy to study economic behaviour as an aid to the formulation of economic policy.  Such studies, of course, would be complementary to similar work on data from other accounts in the System.  In particular it is useful, when using the flow of funds accounts to facilitate the operation of the financial system in the economy, to relate these transactions to the behaviour of the non-financial economy.  The capital and financial accounts provide these links between the “real” economy and financial activity.  Similarly, the flow of funds accounts facilitate study of the saving/investment process, by tracing the channels by which saving reaches ultimate borrowing, after passing through various financial institutions and assets.


26.22. In the policy area, a few examples will illustrate the usefulness of these tables.  Common policy problems faced by many nations include questions such as: Will foreign exchange reserves be adequate? How will the central government’s deficit be financed? How will the major non-financial public corporations be financed and by whom? In each of these examples, the provision of answers to the questions requires an impact analysis on various sectors and types of transaction.  The articulation of the accounts within the flow of funds facilitates the analysis and provides a framework in which to assess the answers.


26.23. In the area of financial projections, the use of time-series from relevant parts of the flow of funds tables enables an examination of the implications of parts of an economic plan, including testing for consistency of a number of separately prepared sector or market forecasts, and the implications for future financial transactions of a particular set of assumptions about future events (e.g., interest rates, exchange rates, growth, sector surpluses/deficits).


26.24. Other policy areas where these projections and studies can be of assistance are in considering the long-term development of financial markets and institutions in the economy and assessments of the need for new types of assets to satisfy the potential demand of savers and investors requiring access to reliable liquid assets.


26.25. Tables 26.3a and 26.3b above should be interpreted as a general model, and substantial flexibility should be allowed in specific country circumstances.  In many countries, the dimensions of the tables will be severely constrained by data availability.  It should also be noted that these tables are extensions of the basic financial account and that adding the third dimension to the analysis can be done on a selective basis by identifying particular asset or sector (or sub-sector) relationships for which this level of detail would be useful.


2. Stocks of financial assets and liabilities analysed by sector of debtor and creditor


26.26. Just as tables like those above can be compiled and very usefully analysed in terms of flows, so it is instructive to compile exactly similar tables in terms of the stocks of financial assets and liabilities.  Where flows may be fairly volatile from one period to the next, the level of stocks is likely to be more stable and the degree of fluctuation from the stock level may convey particularly useful additional information.
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Table 26.3a: Format for detailed flow of funds table or stocks of financial assets analysed by debtor and creditor
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Table 26.3b: Format for detailed flow of funds table or stocks of financial liabilities analysed by debtor and creditor
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