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Introduction

e In this presentation we cover:
« Balance of payments accounting

o The goods market equilibrium condition for an
open economy

Balance of Payments
Accounts

e The balance of payments accounts keep
track of the economic activity that involves
transactions across country borders
e The Current Account
e The Capital and Financial Account

The Current Account s

e The current account describes:
o Net exports
o Net income from abroad
o Net unilateral transfers

The Current Account

Current Accoisnt

Net exports of goods and services (NX)
o5 7139

Exports of goods and sen

Net income from abroad (NFP) -1ne

ceipts from abmad 3445
Income payments 1o residents of other countnes. 2565
Net unilateral transters -56.0
Current Account Balance (CA) -503.4

The Current Account

Current Accoint

Net exports of goods and services (NX) -435.5
Exports of goods and senvioes 5719

Ingorme: eceipts from abeoad 2045
Income payments 1o residents of other countnes. 2565
Net unilateral transters -56.0
Current Account Balance (CA) -503.4




The Current Account

Current Account
Net exports of goods and services (NX) -435.5
Esproits of goods and sensoes 718
Goods BH1E
Senvices 2893
Imports of goads and senaces ~1407.4
Goods 16659
Senices -2405

Net income from abroad (NFP)
Incoeme receipts from abmad
Incosmes paymients 4 resicents, of cthes cournines
Net unilateral transters
Current Account Balance (CA)

The Current Account

Current Accoint

Net exports of goods and services (NX) -435.5

Esproits of goods and sensoes 718
Goods BH2E
Senvices 2893

Imports of goads and senaces ~1407.4
Goods 116659
Senices -2405

Net income from abroad (NFP) -1ne

Incoeme receipts from abmad Ja45
Income payments 1o residents of other countnes. -2565
Net unilateral transters
Current Account Balance (CA)

The Capital and Financial
Account

e The capital and financial account describes
transactions involving asset exchange
e The capital account
e The financial account

e Jargon change: Before 1999, the term capital
account referred to everything now included
in the capital and financial accounts
combined

o Currently, the term capital account refers to a very
small and unimportant item

The Capital Account

The Capital Account

Capital and Financial Account
Capital Account
Net capital account transactions o7
Financial Account
et financial Aows
Increase in LS -owned assets abeoad
{financial cutflow) 1562

U5 official reserve msets
Oebret foreign assets

(hrancl infiow) 6304
Foresgn offid asses 966
Ceher foreign assets 5317
Capital and Financial Account Balance (KFA) a9
Statistical Discrepancy m5
Memoranda:
Bafance on goods and serces (tade balance) = 4355
Balance on goods, sences, and income = 4474

Offcial setierments halance =
Balance of paymerts =
Incoease in L5, official sesenes assets mins inoease in
id sty = 3.7 ~ 965 = -929

. 1, Servey of Clrens

Capital and Financial Account
Capital Account
Net capital account transactions
Financial Account
et financial Aows AT
Increase in LS wned assets abeoad
{financial cutflow) 1562
US official reserve sty -37
Crhet foreign msets -1525
Increase in foreign-owned assets in LS.
{hrancial infiow) 6304
Foeegn official assets 966
Crer foreign assets 5357
Capital and Financial Account Balance (KFA) a7as
Statistical Discrepancy 15
Memoranda:
Bafance on goods and servces (tade balance) = 4355
Balance on goods, services, and income = -3474
Officidl setlements balance =
Balance of paymerts =
Incsease in L5, clficial seserve assets minus inoease in
foreign NSNS BT -929
Note: Numbers may ot add fo Botaly shown due o o
Souee: US. Feruerral crn Actinrts, | arter e Yo 20002, Table A, p. 1, Sorvey of Clarnt
usiness, Aped 2003
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The Capital Account
Capital and Financial Account
Capital Account
Net capital account transactions o7
Financial Account
et financial Aows AT
Increase in LS wned assets abeoad
{financial cutflow) 1562
US. otficial reserve ssets ]
et foteign ansets
(hirancial infiow) 6304
Fooeign official assets
Crer foreign assets
Capital and Financial Account Balance (KFA) a7as
Statistical Discrepancy 15
Memoranda:
Bafance on goods and servces (tade balance) = 4355
Balance on goods, services, and income = -3474
Officidl setlements balance =
Balance of paymerts =
Incsease in L5, clficial seserve assets minus inoease in
i et w37 - 966 = 919
2012, Tabe A, p. 10, Sorvey oo Clrendt




The Capital Account

Capital and Financial Account
Capital Account
Net capital account transactions o7
Financial Account
et financial Aows AT
Ircrease in LS -cwned assets abeond
{hirancal cuflow) 1562

LS. otficial reserve amsets
Cebet foreign ansets =152

Increase in forsign-owned assets in LUS

(hrancl infiow) 6304
Foeeign official assess
Crher foreign asets

Capital and Financial Account Balance (KFA) a9
Statistical Di m5
Memoranda:
Bafance on goods and serces (tade balance) = 4355
Baance on goads, services, and income = 4474

Official settierments balance =
Balance of paymerts =
Incouase in LS, ial feserve assets minus inceease in
foreign official assets = 3.7 - 965 = -929

Cuafter sl Vi 2002," Tobde A, p. 1, Servey o Clarent

Buminess, hpel 2003

The Capital Account

Capital and Financial Account
Capital Account
Net capital account transactions o7
Financial Account
et financial Aows AT
Ircrease in LS -cwned assets abeond
{hirancal cuflow) 1562
US. otficial reserve ssets -37
et foteign ansets -1525
Increase in foreign-owned assets in LS.
(hirancial infiow) 6304
Fooeign official assets 966
5357

Crher forign assets
Capital and Financial Account Balance (KFA)
Staistical Dk

Memoranda:
Balance on goods and serdces (tade balance) =
Balance on goods, services, and income =
Official settlements balance =
Balance of paymerts =
Incsease in L5, clficial seserve assets minus inoease in
foreign officid sssets = 3.7 - 966 =

4355
-aa24

-92.9

002, Tobde A, . 1, Servey o Cireny

Balance

e The sum of the current account balance and
the capital account balance must be zero

CA+KFA=0

The Current Account

Current Accoint

Net exports of goods and services (NX)
Exports of goods and senices
Senvices
Imports of goods and senaces
Goods

Services
Net income from abroad (NFP)
Incoeme receipts from abeoad
Incomee payments i residents of other countnes
Net unilateral transters
Current Account Balance (CA)

-435.5
719

~14074
11669
-2405

-11.9

2445
-2565

The Capital Account

Capital and Financial Account

Capital Account
Net capital account transactions o7
Financial Account
et financial Aows AT
Ircrease in LS -cwned assets abeond
{hirancal cuflow) 1562
US. otficial reserve ssets -7
et foteign ansets -1525
Increase in foreign-owned assets in LS.
(hirancial infiow) 6304
Forengn offcial assets 96,
Crher fomeign assets 53,
Capital and Financial Account Balance (KFA)
etaationl Dk

Memoranda:
Badance on goods and serces (ade balance) = 4355
Balance on goods, senices, and income = ]
Official settierments balance =

Balance of paymerts =
Incruase in LS, official resenve assets minus incease in
foreign official assets = 3.7 - 965 = -929
ot Numbers may not add to Sotals shown due 1o mundeg,
Source: "US. Intesrusoral T sern Acoturty, Fo after arcd Vi J007." Tabde A, p 10, Sorvey of Clamend
Busness, Aonl 2008
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The Capital Account HH
L
Capital and Financial Account
Capital Account
Net capital account transactions o7
Financial Account
et financial Aows AT
Ircrease in LS -cwned assets abeond
{hirancal cuflow) 1562
US. otficial reserve ssets -37
et foteign ansets -1525
Increase in foreign-owned assets in LS.
(hirancial infiow) 6304
Forengn offcial assets 966

Crher forign assets
Capital and Financial Account Balance (KFA)
Staistical Dk

Memoranda:
Badance on goods and serces (ade balance) =
Balance on goods, senices, and income =
Official settierments balance =

Balance of paymerts =

4355
-aa24

Increase in LS, cHficial reserve assets minus incease in

foreign officid sssets = 3.7 - 966 =

totals shown: due 1o oundeg
rern Acsturty

Noe: Numbers may not s
Source: "US. Intesrusoral

Buminess, hpel 2003

-92.9

aates e Vo 20012 Tabe A, . 1, Servey of Clrent




Why Should the Accounts
Balance?

e Suppose that | purchase a TV made in China,
sending $500 to China in exchange for the
TV. What happens?

o The effect on the current account balance is -
$500 (net exports)

o What other accounts are affected?

What Happens?

e What happens if

e The Chinese recipient of my payment buys a drug made in the
U.S. for $500

e The Chinese recipient of my payment buys a U.S. bond for $500

o The Chinese recipient of my payment buys a $500 share in a
U.S. real estate project

o The Chinese recipient of my payment keeps the $500

o The Chinese recipient of my payment exchanges the $500 for
yuan at the Chinese central bank, who then uses it to buy $500
of U.S. government bonds

o The Chinese recipient of my payment exchanges the $500 for
yuan at the Chinese central bank; the Chinese central bank then
sends the dollars to U.S. Federal Reserve to get yuan

Some Ildentities

e Recall some identities from Chapter 2:
Y=C+1+G+NX
S=Y+NFP-C-G

Plugging the expression for Y in the first
equation into the second yields:

S=1+NX +NFP

Goods Market Equilibrium

e If we replace actual values (for consumption,
saving, and investment ) with desired values,
the equation becomes the goods market
equilibrium condition:

SY =19+ NX + NFP

Assume NFP is Zero

e Forthe U.S., NFP is always very close to zero,
so we will ignore it, leaving us with this
equilibrium condition:

SY=19+NX
or
SY—19 = NX
or

Y =C%+1+G+NX

What's Next?

e With a revised goods market equilibrium condition,
we are (almost) ready to revise the derivation of IS
for the open economy context
o We will still need to consider what determines NX

e The supply side and money market segments of our
model are unchanged when we go to the open
economy model

e So with IS revised, we will be able to use the model
we have early derived in an open economy setting




The End




