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PART ONE INTERNATIONAL BALANCE OF PAY-
MENTS AND INTERNATIONAL EX-
CHANGE

LESSON 1 -

THE BALANCE OF INTERNATIONAL
PAYMENTS

In international economic intercourses, the residents of the
country engage in a variety of transactions with residents of other
countries. These transactions such as exports and imports of
goods, services rendered, cash payments and receipts, gifts, loans
and investments, and other transactions, are interrelated in many
ways, and together they comprise the international payments of a
country. ’

International tfansactions shown in the balance of interna-
tional payments (commonly known as balance of payments)
statements of most countries may be grouped in several ways.
Three distinctions have a major analytical significance: (1) the
distinction between real or current transactions such as goods and
services and financial or capital transactions, (2) the distinction
between long-term (non-liquid) and short-term (liquid) financial
transactions, and (3) the distinction between transactions of na-
tional monetary authorities (central banks and Treasury) on the
one hand and all other transactions on the other hand. A balance
of payments should make these distinctions in one way or

_1_



another.

Balance of Payments Statements are compiled on a
double-entry system of accounting. All receipts (increases in lia-
bilities or decreases in assets) are recorded as credit items (plus
items) , while all payments (increases in assets or decreases in lia-
bilities) are recorded as debit items (minus items) . As every
transaction relating to international payments involves records
both on the debit side and credit side with the same amount, the
total amount of the debit items in the statement should, on prin-
ciple, equal that of the credit items, thus bringing the statement
into equilibrium. A

Statements of balance of international payments usually
present three kinds of transactions: (1) Current Account, (2)
Capital Account and (3) Balancing Account.

Current Account:

The current account includes three sub-accounts: (1) im-
ports and exports of merchandise, (2) services and (3) unilateral
transfers. :

For most countries, the values of the merchandise entries are
by far the biggest in the current account which covers imports

and exports of goods. The net balance on merchandise transac-
 tions is called the trade balance. Exports are entered in the credit
side while imports the debit side. _

Services include all receipts and payments between the resi-
dents and foreigners on transportation, insurance, travel, com-
munication, investment returns such as interest, dividends, and
profits generated from loans and investments, technology (royal-
ties and any other services) . Receipts of services are entered in the

___2..__



