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The Foreign Assets and Liabilities from the Global
Perspective: A Reformulation of Methodology

ZHU Chao

(School of Finance, Capital University of Economics and Business, Beijing 100070, China)

Abstract: The paper presents the principles of two methods applied to
measure net foreign assets, namely, the direct method of financial account
and the indirect method of current account. The deduction shows that the di-
rect method is more accurate to measure foreign assets when considering
price fluctuation. Results explore that since 1996 China has became a net
creditor, but the net foreign assets are much lower than the cumulative cur-
rent account surplus or the cumulative foreign exchange reserves. We
shouldn’t only focus on foreign assets, but ignore the added value of foreign
liabilities. And there exist problems of agent mismatch of foreign assets and
liabilities and monetary mismatch. Compared to other countries, foreign as-
sets hold by China are not excessive. From the global perspective, the devel-
opment mode that the rich countries absorb capital from the poor countries
will not be sustainable and also should not be sustained.

Key words: net foreign assets; methodology; measurement
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