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I. Definition and Sc~e of Financial Statistics 

Th~ financial system is different: from all other sectors of the economy;..· 

Sta~istics describing and explaining it ·are therefore different from, tbos.e. 

. requireq. :for other sectors. Non .• financial businesses produce goods and: 

servic~~ for sale at, a price and. the :tqtal value of production ordinarily·

inc~~a~es w:l. t;n.Jncrea~ed production. · .Hence, under. most circumstances, increased

proq~ction is th~ sign of.progress and the determination of·the best methods:of 

recording the .aiJlC?unts .of production and consumption and the.cha.nges ·in prices .. 

and costs provide mqs~ of_ the problems facing statisticians. The services''ot' the 

financial system, however, while of very great value, are often not of 

greater value when produced in larger quantity. Indeed, a rapid incre~se in 

the production of financial services is one of the clea~ signs of an inflation

T~e ,P,rocess .of .cot~ting the production of servi~es is, therefore, only a small

part of the job ... of fiuancial statistics. The essential j;;a'Sk of financial .· .' . . '-~~ ..... ' 

business is to provide the community with a variety of li.quid assets that can 

be, hel~ rath~r .than cons.umed by the rest of the economy ia return foJ; less 

liquid assets or ~vidence of direct indebtedness. This prpcess enables the 
J • • '," L ~, - , , 

community to .di~tribut~ i-ts .wealth in a. greater yariety ·ot\-.. forms. The~ 

financial system t~s provides bridges between the pr:esent and the future and 

betwe~n the domest~.~conomy ~nd the rest of the world. It channels the 

savi;~gs of those who do not wish. to invest in real assets .i.nto the hands of 

those who do, and similarly channels the foreign receipts of those who do not 
" -l, ', 

wish to .buy abroad into ·the hands of those who do. The system consists of a 

5.3-00998 



E/CN.3/161 
English 
Page 2 

large number of institutions using a number of tools to create assets for the 

rest of the community to hold: treasuries, central ·banks, other banks, and 
I 

nutterous savings, investment, and foreign exchange businesses. These 

institutions operate largely on the basis of (1) interest rate~ that equate the 

present and future demand for and supply of money and. that influence the demand 

for and the supply of foreign exchange, and (2) excha.nge rates that provide a more 

direct means of equating the demand for and the supply of foreign exchange. Their 

use of these tools is in part regulated by a series of gold, foreign exchange, 

and other reserve ratios. The product of their operations is a regulated supply 

of money and an array of other liquid assets that provide, for savers, alternatives 

to direct investment and a concomitant structure of liabi.li ties oved by var.ious 

parts of the economy to the financial institutions. Therefore financial statistics 

should be a record of the changes in the asset and liability accounts of these 

institutions and of the uses made of their tools to alter their balance sheets. 

On this basis, a measurement of the creation of liquid asse~s. to be held by the 

public in return for the surrender or le:Ss liquid.afjsets or the creation of debts 

should explain how the system works. and the mQtivations and eonseq_uences of its 

action. 

II. The Role of Financial Statistics 

Econolllic statistics measure what bas happened. However, one wishes to know 

not only what happened, but why it happened. It is here that financial 

statistics shoUld make their principal contrib~tion. 

In one respect the record of the financial institutions-is always good. When 

the statistics of any period are assembled actual savings.must always be found to 

be equai to realized investment and total foreign receipts must always be found to 

be equal to total foreign payments. A statement contrasting, as of the 

beginning of a period, the amount that savers wished to save with the amount that 

investors wished: to invest and the amount of exchange that buyers wished to buy 

with the amount that sellers wished to sell at existing interest and exchange rates 

would, if it could be compiled, tell a different story.. If these statistics 

could be compiled, the record of the finnncia:::..systemwol.J.ld appear much less 

good. 

When intended savings exceed intended investment, prices, incomes, 
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emploJcment, and production will fall UL~less some individuals' intentions are 

frust,·ated ~.n ap·propriate directions. If the same situation docs not preve.il 

ahroad. the balance of payments may develop an unwanted surplus. Conversely, 
• 

when plarmed investment exceeds planned savings the oppos:i.te phenomena may 

occur • collectively called inflation. It is the nm.in function of the 

financial system to assist in the frustration of certain of these intentions 

so that their inevitable reconciliation :proviaeG a satisfactory level of 

income, emplo;yment production and prices. The financial mach:i.nery can only 

rarely encourage or restra~n saving sufficiently to mate it exactly equal to 

desired investment or vice versa. Likewise it can only rarely bring about an 

exact balance between foreign exchange purchases a::1d sales vjthout calling upon 

the monetary authorities to make some un:p!.anned :purchases or sales of exchange. 

In some cases, the obviO'!.lS poorer qu.s!.li ty of the rec.ord is reflected in 

developments that can unquestiom.bly be classified as inflation or deflation 

and on occasion the financ1al system cfln only orerate with the assistance of 

exchange restrictions that are designed to disappoint some of the demands· for 

foreign exchange and to forcibly augment the supply of foreign exchange 

tendered to it. 

It should be the main purpose of financial statistics to throw light upon 

these problems. Financial stat~stics are, however, necessarily records of 

completed events from which the frustrated aspirations that one primarily wants 

to know cannot be read, but can only be imperfectly inferred. Both the 

special importance of financial statistics and the difficulty of making good. 

ones arise from this fact. 

III. Available Fi.r0ncial S~i':...tist~£~. 

The financial statistics of many countries took their presen~ form some 

years ago, largely as a by-product of regulations intended to insure the 

solvency of individual banks and fi~qncial firms by prescribing the 

distribution of their assets and liabilities. To enforce these prescriptions, 

government agencies were given the power to require banks and certain other 
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clasees of finandal firms to p!·epare balance sheets in a speci.fied manner and 

to m.lbmit theM periodically to the supervisory agency-. Financial statistics 

resulted from the consoiidation or combination of the returns by the 

supel'visory agency. In many cases, this system ia no' longer the best: as 

stat-:.stics constructed primarily to demonstrate the solvency of f:!.nancial 

institutions under specific assumptions regarding the l1quidit7 of individual 

assets and liabilities do not provide relevant answe~s to the questior£ that 

must be faced when conduct}ng a sm·ve:r of the financial system. 

Even the ability of banks to rua·tntain thej_r solvency during a period of 

rapidly declining money supply through :following ::.·ules regarding the amount 

and distribution of their assets and liabilities has been called seriously 

into question. On the other hand, the wisdom of requir:ing bar.ks to contract 

their assets - and hence fnrther to contract the money supply - during such 

a period has been called eeriously into question. Since the establisrunent of 

central banks. it hc:,s be<~ome evident that the cash reserves of commercial banks 

are the creation of tpe central bank and that the solvency of the banking system 

depends in the first instance upon the mainter~nce of a sufficient level of 

lending by the banks themselves and ultimately upon the willingness of the 

central bank to ex1;and the volume of reserve money. In these circumstances, 

it :i.s unlikely that statistics derived from the attempt to insure the solvency 

of banks through controlling the amount and distribution of their assets and 

liabilit-ies would prov:ide the most useful picture of the operation of the 

banking system. 

IV. M.ajor Problems in the Construction of Financial Statistics -----·-·-
Many of the problems that frequently have to be :faced in the compilation 

of statistics do not arise in the field of financial :3tatistics. Money and 

banking statistir::s are not created b;'{ special an.qlysis. sm~veys or reports. A 

monetary system necessarily p:::·oduGes them as part of its normal operations. 

Money is a statistic since it consists in nu:m.'J:'.ers written on the books of banks 
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or of currency whose issues are fully recorded. The valuation of items and 

the means of combining items from various sotrrces is less of a problem than in 

most fields of statistics since practically all the assets and liabHities 

of the banks and the monetPry authorities are money or claims to money. In most 

countries, the assembly of the data constitutes no great problem. The monetary 

authorities and the banks are few in number compared to the primary sources in 

other fields of economic statistics, the keeping of books is one of the most 

essential parts of banlring .. and t:te tradition that ba.nlts should report to the 

monetary authorities or publish balance sheets is well established in 

prectically all countries. 

The questions that must be faced are, h~ever: of the most fundamental 

character. The major problem is to organize the available data so as to 

indicate the answers to some of the problems outlined above. Thus, it may be 

known at the end of any period that savings and investment are equal, but it 

is not known whether the plans of savers and investors were consistent at the 

beginning of the period. However, if these plans had been consistent: the 

finnncial system would have been called upon to do nothing more than transfer 

the savings of some parts of the community to other parts. If however, these 

plans had not been consistent, the financial system vould have been ealled upon 

to accommodate these inconsistent desires through an expansion or cont~action of 

:its assets. Thus, those who are saving will have attempted to increase their 

holdings of moneyJ repay loans that the banks had made to them or purchase 

securities. On the other hand, individuals and firms wishing to invest at 

the current rate of interest will have attempted either to decrease their 

holdings of ~oney, borrow from the banks, sell their existing holdings of 

securities or issue new securities for sale. If the supply of securities on the 

part of the non financial sectors of the economy was inadequate to satisfy the 

demands of savers, at the current rates of interest accepted by the banks, the 

bP-nks will have been required to sell securities to prevent a fall in interest 

rates. Conversely, if the demand was inadequate to meet the supply; the banks 

will either have had to purchase securities or acquiesce in a rise in interest 



rates. Thus, the expansion or contraction of banl-:: assets in any period gives 

an indication of the de{;ree to which the pl:ms of savers and in':estm.~s at the 

beginning of any period are inconsi.stent. 

It is probably impossnle to f\ive a quantitative meas11rement to this 

inconsistency. In the first place, to the extent that some of the saving 

planned by the community at the beg:i.nning of the period was intended to be 

held in monetary form, a rise in bank assets dtlring the period will be 

compatible with consistent investment and savings plans. Yet even a measure 

of the rise in bank assets resulting from inconsistent plans w:Ul not give a 

measure of the inconsistency. The interest rates acceptable by banks are 

likely to alter during the period under rev~ew and even if they do not alter, 

the effects of an alteration of bank assets and liabilities \-rill produce 

changes in the desires that investors and savers had at the beginning of the 

period. 

Changes in these aggregates alone cannot p:covide an adequate measure of 

developments in the economy. For a f1~ll UJ.""J.derstanding of the forces at work~ the 

relation between the banks and particular sectors of th,3 econom;,' must be 

analysed. Thus, it is perfectly feasible-for the savi~ss plans of resident 

individuals and businesses as a group to be inconsistent and for the plans of 

the entire private sector to be consistent. Account muGt be taken of the 

change in a country's interna.tional indebtedness. Thus_, to the extent that 

foreigners are making net investments in a country planned domestic saving 

can be less than total investment. Even if total priva1~ savings and investment 

plans are inconsistent, there will still be consistency for the econo~r as a 

single unit ifi at the same time 1 the savings and investment plans of the 

government are equally inconsistent in the opposite direction so that the 

savings and investment plans of the community as a whole' are cons is tent. This 

planned inconsistency in government accounts is frequently one of the aims of 

national economic policy. Under these circumstances the assets and liabilities 

of the banks, vis-a-vis the private sector of the economy w:lll tend to alter in 

one direction and their assets and liabilities, yis-a-v:is_ the government will 
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move in the opposite direction. If, however, these inter-relations within the 

econamy are to be fully understood and the consistency of the plans of the 

various sectors of the economy compared with their achievements, it follows that 

financial statistics should be constructed so as to show the relations between 

the financial system and the different sectors of the econo~-. It also follows 

that financial, national income, and other economic statistics should be 

constructed on the basis of comparable classifications. 

Even the broad classifications outli.ned here a.:r.e US'\.lally inadequate for a 

complete understanding of economic developments. It is also desirable to know 

\vhen particular industrial or other segments of the economy can only satisfy 

their savirJBS and investment desires after d:l.rect or indirect recou.rse to the 

!nonetary system. Therefore, in so far as possible, the accounts of the financial · 

system should be segregated by as detailed economic classifications as is 

feasible. 

Considerations of economic policy must, however, recogn:i.ze that the 

relation between the various sectors of the economy is complicated by the 

relations between the economy and the rest of the world. Individlmls plan not 

only to imrest in their mm economy nor do their savings entirely arise o·,,1.t 

of income earned at home. Some of their receipts arise from abroad and some 

of thetr investments are made abroad. These transactions are now adequately 

descriDed by the balance of payments staten:ents produced by most countries. 

However; to the extent that these foreign receipts and fore:gn pa:~ents are not 

"lqual, there will be a change in a country's international reserves. Hhen a 

~ountry's foreign reserves alter, the changes are reflec:ted directly in a 

·.r~-:1nge in the foreign assets of its financial instttutions. 'Consequently, they 

re indirectly reflected in the assets and lianilities of the rest of the 

·conorny, vi13-a_yis the financial inst~ .. tutions. Therefore, :n order that a 

omplete picture of the various inter-relationships may be reached; it is 

ssential that financial statistics clearly demonstrate the effect of foreign 

~ransactions on the domestic monetary situation. 
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Finally changes in community habits are also reflected in financial 

records. Thus, as communities develop, the role of the monetary system becomes 

less direct 1n many respects. In under-developed economies, all savine;s are 

normally held in monetary fo1~ or in foreign exchange. The banks are called 

on to supply the money to satisfy these savines desi::ceB. Simultaneously, they 

must provide the finance for the concurrent investment. If they fan to perform 

this role; the latent savings desires un.TJJatched by personal inveBtment desires 

may provide a depressing force limiting economic exparu3ion. As these economies 

develop, other assets tend to become more attractive to individuals and the 

benks must perforce play more the role of achieving consistency between 

inconsistent savings and investment desjres e.nd Jess the J:-ole of providing the 

chief asset for acquisition by savers and the main source of finance for 

investors. 

It is, therefore, the function of financial statistics to provide date. on 

the inconsistency in cormnmi ty investment and savings desires and on the 

methods by which consistency was achieved~ on the impact of :!.nternational 

transactions on the national economy and on the changee in commun:tty 

asset-holding patterns. This can only be done if rather full financial 

statistics are published and ,if they are constructed specifically to ans><Ter 

these relevant questions rather than limited to a survey of the solvency, on 

certain assumptions~ of' the n.nancial institutions. 

The rr.a.jor problems of co-ordination in the field of fiooncial statistics 

arise from the fact that financ:al statistics ere one :part of a large group 

of economic statistics, desir,ned to describe the determination of major 

econom:i.c aggregates. On the one hand there are the national income and 

balance of payments accounts. On the other hand, there are wealth accounts 

of which financial statistics form a part. The first provide an indication of 

the value flows that have taken place within any economy during the period 

providing, anong other things, data on the accumulation of wealth. The second 
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ind:lcate the changes in a community's assets or in the valuat:!.on placed on 

them by members of the community that have been associated with the value flows 

outlined in the receipts-payments accounts. 

As the accounts of a corporation can be fully analysed only by a 

concurrent examination of both its incOine and expenses statement and its 

balance sheets: so a full picture of the cevelopments in any economy can be 

gained only by a concurrent assessment of changes in the total assets and 

liabilities held by the commtmity with an examlru-.tion of its national jncome 

accounts and balance of payments. Financ:!.al statistJ.cs sho,Jld provide perhaps 

the moat important data, and, in some co•.mtrtes ~ the only presently available 

inforir.ation for the compilation of a statement o:f !'l.ssets and liabiltties. 

Consequently, they must be so designed thet they will contribute to an 

understanding of those problems that are in part described by other series of 

statistics. 

The problems of co-ordination arising from this relation between the 

different types of statistics are of tvo types. In the first place, both 

ty-pes of account must be constructed on parallel bases to fac:Ui tate 

comparison. For instance, the various categories into which the aggregates 

ara classif:i.ed must be consistently defined for the construction of the accounts. 

They must both recognize the constituent elements in any economy. Thus, 

transactions of the private, government, and foreign sectors should be 

separately identified, and certain groups of transactions, at least, clessified 

in greater detail. If a satisfactory survey of economic developments is to 

result from an examination of both types of statistics, it is obvious that 

these sectors must be consistently defined in the construction of both types of 

accounts. These problems of co-ordination should be relatively eesy to solve. 

A more significant problem of co-ordination is the assignment of their 

proper roles in the development of economic analysis to these two types of 

statement. For the purpose of devtaing financial statistics, it is even more 

important that they be designed so as to indicate answers to those questions 

that cannot be solved through an examination of other t~~es of accounts. It 

is this requirement that gives rise to the major problems in this field that 

have been discussed above. 
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VI. Frincipal International Rec~J'!'Imendations in the-Field of Financial Statistics 

As yet there ar·e no gene:::·ally accepted reconlin~ndations in .the field of 

financial statistics. The Leaeue of Nations Coill!:1i t+.-ee of stati.s·tical Eb:perts 

prepared a series of recommendations in l:;)l~l tr...at has never been formally 

ap:!Jroved by the United Na t:i ons. 'I'he International Monetary :B'und has prepared 

a draft Honey and EankiP-{; Manual. This has "been distributed to all the members 

of the Fund and to a conciderable number o:f individuals for comnent. At 

present the staff of the Fund is revising tliis draft and intends to jssue 

further drafts. The revisions c~.n only be satisfactory if the :Fund recei•.res 

suggest :ions "from the author:: t:J.es :in tbe Fcmd 's me:::nber countries and from 

individuals. It is hoped tJ1at it will eyen.tuall:r be :poss:!.ble to prepare a 
Manual that wHl be generally ac..::eptA"Gle as a basis for the ·cor:rpilation of 

monetnry and soiT'.e other flnancial stat:'cstics. 

The draft l>~..anual s·.1ggests that liank balance sheets cont~_nue to be compiled .. ~ . 
aloDB lines that are ali::lost universal now. ThusJ it suggests that accou.'lts 

should be classified in the follm-ring groups: 

1. Monetar:r Ar:counts 
2. Othe~· Ccsh Accounts 
3. Earning Assets and Borrow::.ng 
4. Other A.ccounts 

with further traditional sub-clasBifications of the accounts. It suggests also, 

however, that all the assets and liacH:i.ties of the monetary system be 

classified according to whether they are clajns on or payable to the following 

other sectors of the er::onomy: 

I. The I,loney Creating Sector 

1. Monetary Authorities 
2. Banks 

II. The Foreign Sector 

1. Fore:ign Official and Banking Institutions 
2. Other Foreigners 



III. The Money Holding Sector 

1. Businesses and Indjviduals 
2. Lo·::ml Governments 
3. Government Agencies 
h. The Government 
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It is also suggested that the more important acco11nts within each sector 

(particularly loans and bank deposits) be further classified by the economic 

activity of the debtors and creditors. 

All these classifications, as well as other aspects of this draft }~nual 

are now in the process of revision. It is hoped that this project will elicit 

sufficient interest and comment throughout the world to enable the 

International Iv!onetary Fund to prepare a rranual that will be generally 

acr:eptable. If this can be done. there will be a f:i.rm foundation for the 

formulation of international proposals :i.n the field of financial statistics 

that should provide a fra,.:1ework for the revjsion, expansion and improvement 

of the financial statistics published in mar~ countries. 

NOTE: This paper is based on a statement prepared for the discussion 
at the Inte~national Seminar on Statistical Organization sponsored 
by the Government of Canada and the United Nations, Ottawa, Canada, 
13-31 October 1952. 




