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· Discuss the importance of the balance of payments as an accounting measure.
[bookmark: _GoBack]The balance of payment is a summary containing international financial transactions made by a country and other countries. As an accounting measure, the BOP is essential since it gives an information of whether a nation has made enough saving through exports to cater for the imports. Additionally, it gives a clear picture of whether a nation is producing substantial economic output to cater for its growth. Distinctly, for accounting measure, Balance of Payment is used for Balancing Act. Unlike in the provision for the combined capital and financial reports, the current account should be balanced. However, due to rate fluctuations, money conversion can result in discrepancies in the BOP especially when there is deficit balance. BOP can be used to fill the difference. Lastly, BOP can be used to liberalize accounts by settling restrictions on both the capital as well as financial account transactions (Stein, 2008). 
· Discuss the current account and its components and the capital and financial accounts and their components.
Current account 
On the Balance of Payment structure, current account determines the inflow as well as the outflow of investment incomes, goods and services in addition to transfer payments. The account is in equilibrium when a country’s residents have adequate funds to cater for all their purchases in the country.

The main components of current account are:
· Trade in goods
· Trade in services such as insurance services
· Investment income like interest, dividends, in addition to migrant remittances.
· Net transfers such as International Aid
In the current account, deficit implies that the assessment of imports surpasses the value of exports. Likewise, surplus implies that the worth of imports is less as compared to the exports in the same trading period. 
Capital accounts 
This is the account of the balance of payment where records of the transaction pertaining the residents of a country with the entire world and those that have an effect on the assets or liabilities that relate to the residents of the country. The capital account has 3 major components that entail:
· Borrowing and lending to and from abroad. This entail record of transactions related to the borrowing by either the private sector, or the government such as receipts and are recorded as (positive) on the credit side. However, for the lending-related transactions by either the government or the private sector, the lending and repayment receipts are recorded as debit items (Stein, 2008). 
· Investments to and from abroad – investment by other nations in the shares of the US companies are recorded on the credit side since they fetch foreign exchange. However, all the investments by the US residents in the shares of foreign companies are recorded on the debit side since they result in the outflow of foreign exchange (Stein, 2008). 
· Change in the foreign exchange reserves – these are government financial intruments under the treasure of the central bank. Any drawing from the reserve is noted on the credit side while adding to the reserves is noted on the debit side (Hellerstein, 2008).
It is worth noting that any change in reserves is noted in BOP account rather than reserves. 
Financial accounts. 
In the balance of payment, financial accounts are the portion that grows or decreases in the global asset ownership. The components of the financial accounts are:
· Domestic ownership of foreign assets – this is the first component in the financial account. When the number of the domestic ownership in the foreign asset rises, notably, the component increases as well as the financial account. The domestic ownership of foreign assets is further classified into central bank reserves, government and private foreign assets (Stein, 2008). 
· Foreign ownership of domestic assets – this is the second component of the financial account. An increase in this component is an indication of increased foreign ownership of the domestic assets. However, increased ownership of the domestic leads to a decline in the financial account. This foreign ownership of domestic assets account is further classified into private assets as well as the foreign official assets (Hellerstein, 2008).
· How important is the U.S. deficit in traded goods in regard to the balance of payments?
The trade deficit, unlike how many adversely perceive it, it can be a scapegoat for U.S problems. However, it can be a show of strength and the growing economy with consumers spending more on imports while at the same time, due to higher interest rates, foreigners are attracted to have put more of their money in the U.S.
Additionally, it is imperative to note the U.S role in advancing liquidity to the global world, while at the same time regulate the demand, makes the U.S trade deficit crucial to the global economic stability. Consequently, since the dollar is the global reserve currency and the global transaction tool, most of the nations depend on holding dollar reserves creating and enhancing the strong demand for U.S financial assets (Hellerstein, 2008). 
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