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Balance of Payments

Technically, the balance of payment accounts of any country reveal or record the payment versus receipts of the citizen of a country in the transactions with citizens of another country in which they are conducting operations. Taking into the inclusion of all the transactions conducted within a specific period between two trading countries, then payments made and receipts received should be equal. Any imbalance then leaves one country acquiring assets in others (Frenkel & Johnson, 2013). Let’s consider a situation where united states import automobiles from Japan, and that’s the only transactions it has with Japan, it means the Japanese people will end up holding dollars in the form of bank deposits in the united states. Then the payment American will make when buying the automobiles will be balanced with payment Japanese make to the Americans individuals, institution as well as banks to acquire the dollar assets. There must be an equal exchange of trade between the two countries involved in trade transactions for the balance of payment to be achieved.

Balance of payment plays an integral role and is an essential record for all financial transactions as well as statues of any nation as well as its economy. The balance of payment highlights economic growth and help the nation when making important trade decisions. One of the critical significance of the balance of payment is that it helps in analyzing the export and import transactions in each of the country financial years. The analysis helps the government to determine areas which have the potential for export-oriented growth which would inform policy formulation for supporting the domestic industries. Similarly, the balance of payment help government to undertake measures such adoption of high tariffs and increased duties on the imports such that it discourage import of non-essential items which in turn encourage the domestic industries (Johnson, 2013). A country can use the balance of payments to discern the country’s state of the economy as well as formulate own policies which help to control inflation, as well as the fiscal and monetary policy based on the balance of payment.  For a country which is flourishing on the export trade, then the government may adopt and implement such measures like devaluation of the currency such that, it makes its goods and services available for the other international markets at cheaper rates which will consequently bolster exports and help to create a balance of payment.

Current Account and Its Components and the Capital and Financial Accounts and Their Components.

For a long time, international trade flows have been considered a significant driver of the United States current account balance. As such the difference in the export and import determines the nation’s balance of payment. Some other components of the United States current accounts include earning streams on foreign assets, the cross border wage payments. Over the last four decades, the United States current accounts have changed, and current balance moved in close step with the trade balance which follows into a deeper deficit (Frenkel & Johnson, 2013). The rising earnings streams from foreign assets is significantly affecting the current account. For example, such earnings from the foreign asset are claiming a large amount of share of the country gross national earnings flows. As a result, the current accounts are affected directly in that; it’s becoming highly sensitive to the fluctuations in the global financial yields as well as in the interest rates. Since the earning prices are much more volatile than the trade flows, the standard deviations in the country annual growth of receipts on the assets as well as payments on the liability are far higher than both export and import transactions combined which affect the current accounts in large ways. Since the current accounts were revised to a sizeable amount, as well as the revision of the value of net asset income, there has been a big upward adjustment in the amount earned on the investments of the united states made abroad (Stern, 2017).

On the other hands, the United States components of the financial account are the domestic ownership of the assets held in a foreign country as well as the foreign ownership of the domestic assets. In this regards, the country’s financial accounts are the portions of the balance of payments which must account for either the increases or decreases in the ownership of the international asset (Johnson, 2013). When the domestic ownership of the foreign assets increases, there is domestic ownership of the assets which will cause the financial assets to increase, however, the domestic ownership of foreign assets are divided into three categories, the private, government as well as the reserves of the central bank of the United States.

How Important Is The U.S. Deficit In Traded Goods Regarding The Balance Of Payments?

A trade deficit occurs when a country imports more than it exports. In 2018, the US government imported $ 3.121 trillion while at the same time it exported $2.500 trillion. For over seven years now, the United States government have been running on the trade deficit. From an economic perspective, persistent on the trade deficit will eventually be detrimental to the country’s economy. However, the proponent has suggested that any negative effect would correct themselves as long as the market is free (Stern, 2017). One of the fundamental importance of the United States trade deficit regarding the balance of payments is that it enables the government which protects the nation’s interest and ensure a balance in the payments and receipt is achieved.
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