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Balance of Payments (BOP)

( Detail ledger that records all transactions between: )
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C Residents of a nation ) C International entities )

Current Account Capital Account Financial Account
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Current Account

ﬁ Exports ” Imports ﬁ

Goods and services

Net earnings from:
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( Global Trade ) ( Investment Income ) ( Transfers )
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Current Account
Exports goods and services worth ( $100 million )
Imports goods and services worth ( $80 million )
+
Earns in investment income ( $10 million )
+
Receives in net transfers ( $5 million )
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Balance of Payments (BOP)

( Detail ledger records all transactions between )

o060 «@]l\

( Residents of a nation ) ( International entities )
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Current Account Capital Account Financial Account
FINANCIALEDGE!

© 2025 Financial Edge Training



FINANCIALEDGE!

| S

Capital Account
% Keeps tabs on ownership N
transfers in assets: =
Q 5
) ( : : )
Patents < > Other intellectual properties
C J N\ Prop

Encompasses large-scale transfers of funds or assets between countries

. E.g. Funds for a hospital “ . -
Debt forgiveness ﬁd j ir? a developing nafion [ T Non-financial gifts
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Balance of Payments (BOP)

( Detail ledger records all transactions between )
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( Residents of a nation ) ( International entities )
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Current Account Capital Account Financial Account
FINANCIALEDGE!

© 2025 Financial Edge Training 4



FINANCIALEDGE!

$)

O—r

Financial Account

Captures the flow of investments into and out of the country
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Direct Portfolio Loans and
Investments Investments Currency Exchanges

(Oge
ﬁ )
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Financial Account

g Residents buy $50 mi"ion O--===-- »( Foreign Stocks )

6 Residents sell $70 million o-------- »( Foreign Stocks )

[ ] (]
$20 m||||on Net inflow for the financial account )
Central bank buys \
foreign currencies or @ ---eeeeeeeeeeeeeeeeees 4 Spending domestic currency
other reserve assets )
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Balance of Payments (BOP) -
Transaction Examples
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Double-entry bookkeeping system

\( Credit %z Debit )j

C Balance of Payments (BOP) is always balanced )

If money is spent on imports, it must be counterbalanced by money earned through exports
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Current Account Capital Account Financial Account

e (535 i

L Counteracted by a discrepancy of
Surplus or deficit in one account equal magnitude in another

ge ]

State of equilibrium in the nation’s finances on the global stage
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Export Transaction

( Country exports goods amounting to $100 million ( %z%;::&t:grl‘l:l::cc‘:ﬁg;t )

If exporter's bank opts to sell these U.S.
dollars in the foreign exchange market

( Foreign purchaser make payment )

Without converting to the local currency Distinct transaction

Boosts the exporting country’s
foreign exchange reserves
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Foreign Aid Grant for Infrastructure H@ﬂ
P
\ Nation receives a non-refundable infrastructure grant of $50 million Y
Y
@
Capital Account
Bolster the nation’s
Debited in the reserves, reflected
current account as a debit in the
financial account
FINANCIALEDGE!

NON
Financial Account | (!)|

Country takes out a $150 million loan from foreign entities

Credited in the financial account as an influx of capital

The import transaction is debited at $150 million in the current account

Outflow of funds for these imports
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Financial Account |1 |
()
-Q-
Country takes out $150 million loan from foreign entities
[ ] The influx of foreign currency might augment foreign exchange reserves
6 Imports are settled in foreign currency, there's a debit on the current account
® Corresponding credit on the financial account as the reserves deplete
FINANCIALEDGE"

Balance of Payments (BOP) -
Indicators of Stability
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( Assessing the financial health of a country )
<>
=X gA
e 4
Investment potential Risk profile
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Sustainable current account balance

\©

Deficit

Modest surplus

Nation's international competitiveness Investment in future growth potential
Robust exportincome Stability and predictability
FINANCIALEDGE!
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Healthy capital and financial account movements

N
[ Foreign directinvestment ®------------------ > Financial account
J
( Mix of capital )
°

A

Regions Sectors

- -

e g
Lessens reliance on any e
single financial lifeline

P —
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Adequate level of reserve assets

( Import payments ) ( Debt servicing )
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Sustainable external debt levels

The nation’s total foreign debt

—N b 4
Q)
=i
Loans Bonds

Should be manageable, in line with its foreign earnings and reserve holdings

C
-l; ------- () Interest rates
l ....... ) Maturity profiles
Debt Conditions

FINANCIALEDGE!

Country is steering its external
accounts with care and foresight

Economy is buffered International disturbances
] ]
! !
([ ] N ([ ]
Abrupt halts in capital inflows Maijor trade shifts

[ Economic fundamentals ] [ Bolstering sustainable growth ] [ Enhancing the country's allure ]
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U.S. Current Account Balance
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-300,000

10-£0-€20T
10-10-€20T
10-£0-2c0T
10-10-¢20T
10-£0-120T
L0-10-1zoe
10-£0-0z0T
10-10-020C
10-£0-610T
10-10-610C
10-£0-810T
10-10-810C
10-£0-L10T
10-10-£l0T
10-£0-910C
10-10-910C
10-L0-Sl0T
10-10-510C
10-L0-¥10T
L0-10-¥10C
10-L0-€10T
10-10-€10C
10-L0-cloT
L0-10-¢loT
10-£0-110T
10-10-1loT
10-£0-010C
10-10-010C
10-£0-600T
10-10-600C
10-£0-800¢
10-10-8002
10-£0-L00T
10-10-£00T
10-£0-9002
10-10-9002
10-£0-5002
10-10-5002
10-L0-¥002
10-10-¥002
10-£0-€00C
10-10-€00T
10-L0-c00T
10-10-200T
10-£0-100T
10-10-1002
10-L0-0002
10-10-0002

Source: U.S. Bureau of Economic Analysis, Balance on current account [IEABC], retrieved from FRED, Federal Reserve Bank of St. Louis

)
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-----( U.S. has consistently experienced current account deficits )
Yet it, stands as a powerhouse in the global economy

SINCE 1980s i
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The Dollar’s Dominance

Magnet for Investment

Economic Scale and Vitality

Economic Resilience

Integration into
the Global Economy
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The Dollar’s Dominance

Magnet for Investment
Economic Scale and Vitality

Economic Resilience

Integration into
the Global Economy

The U.S. dollar

Primary reserve currency globally

y

NP

Constant
international
demand for dollars

il

Easier for the U.S.
to finance its
deficits compared
to other nations
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The Dollar's Dominance

’ Magnet for Investment

Economic Scale and Vitality

Economic Resilience

Integration into
the Global Economy

The United States is a premier
destination for foreign investments

Substantial inflows through Foreign Direct Investment (FDI)

Purchase of U.S. Treasury securities

/

e [

P\ \
=%

alls

Robustness of the

U.S. economy and

the stability of its

financial markets

Finance the current
account deficit

The Dollar's Dominance

Magnet for Investment

Economic Scale and Vitality

Economic Resilience

Integration into
the Global Economy

Size and underlying
strength of the U.S. economy

Enables it to bear larger deficits
over extended periods

Produce income needed to
service its international debts

Expanding economy
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The Dollar's Dominance

Responsiveness
of its institutions
to economic shifts

Agility of the

Magnet for Investment U.S. economy

Capacity to adapt to:
Economic Scale and Vitality
Global market demands

Rapid technological advancements
’ Economic Resilience

P
Other external economic pressures — {:!élt—
Integration into
the Global Economy
FINANCIALEDGE!
The Dollar's Dominance
The United States
Magnet for Investment a l !
Imports of Global division of labor Manufacturing
consumer gOOdS components
Economic Scale and Vitality
8 8
Economic Resilience \‘\
S
( Persistent trade deficits )
Integration into
the Global Economy
FINANCIALEDGE!
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The Double Deficit

FINANCIALEDGE!

i ¢ & @

Current account Fiscal deficit
deficit
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deficit

i ¢ &
Curr_e:t;)unt
2

J
Y

Imports of goods
N\

Country is spending more on international trade than it's earning
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Q)

Fiscal deficit

||

Government’s
expenditures > revenues
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© 2025 Financial Edge Training 18



FINANCIALEDGE!

i ¢ & > B

Current account Fiscal deficit
deficit

v

g N
X 3o o

Foreignloansor | DI Cost of repaying | . oo Sparking a
investments foreign debt financial crisis
[ ]

Dependence is risky

FINANCIALEDGE!

) _4
Rising Interest Rates @Y%

Borrowing to fund Push interest rates

a fiscal deficit upward

(=)

o

Government's debt is

financed by creating Inflationary pressures
more money

(@

Dampen private
investment
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Debt Accumulation :
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=
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Current account
deficit

Fiscal

/h\ @ deficit

Constrain future
government action
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