














changes in the corresponding foreign liabilities
and assets, differences may occur on account of
adjustments for coverage, valuation and timing.
For example, changes in the reserves of foreign-
controlled South African resident or South
African controlled foreign resident companies are
not included as capital flows in the balance of
payments, whereas proportionate amounts of
such reserves are apportioned to foreign residents
and South African residents, respectively,
in the Statement of Foreign Liabilities and
Assets. If the foreign “stake” in reinvested profits
of South African undertakings should exceed
the capital outflow, total foreign liabilities will
increase despite the net outflow of capital shown
in the balance of payments. In times of net
capital inflows in the balance of payments, the
increases in foreign liabilities will in turn
generally exceed the inward movements on capi-
tal account in the balance of payments,

An example of a difference between capital
flows and changes in South Africa’s foreign
liabilities and assets arising from different
methods of valuation can be found in the treat-
ment of listed securities. Purchases by foreigners
of securities in South African organisations from
South African residents will be recorded as
capital inflows in the balance of payments and
will also show up as increases in foreign liabili-
ties, and wvice versa for sales of South African
securities by foreigners to South African resi-
dents. However, such purchases and sales by
foreigners will be recorded in the balance of
payments as capital inflows or outflows at trans-
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actions value, ie. at the values at which the
actual market transactions took place. The
corresponding changes in foreign liabilities should
preferably be valued to exclude fluctuations in
market prices. In the case of South African
companies controlled from abroad, the listed
securities held by foreigners are included at
nominal value plus a proportionate share of the
undistributed profits and reserves, and in the
case of companies which are not controlled from
abroad, listed securities are valued at prices
quoted for these securities on the Johannesburg
Stock Exchange as at the end of 1956, while
unlisted securities are included at nominal values.
Fluctuations in the market prices of listed South
African securities held by foreigners will there-
fore not affect the changes over time in foreign
liabilities as calculated in Statement 1 accom-
panying this article,

The reconciliation of capital flows as recorded
for balance of payments purposes and the
changes in foreign liabilities and assets also calls
for adjustments in the case of such items as
capital appreciation, write-offs, structural re-
organisations and amalgamations of companies,
bonus share issues, and the transfer of the resi-

- dence of companies from one country to another.

From the above it should be clear that changes
in South Africa’s foreign liabilities and assets
position will be affected by the capital flows
as recorded in the balance of payments, and
that balance of payments statistics often have
to be further adjusted in order to reflect changes
in the country’s foreign liabilities and assets.
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