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Balance of Payments
	Balance of payments (BOP) is a statement of all international trade and financial transactions undertaken by a country’s residents or government with residents or governments from other countries within a specific period (Lea, 2019). Also referred to as a balance of international payments, the balance of payments is often calculated in every quarter or calendar year. It is a fundamental component of understanding the health of a country’s economy (Stein, 2020). All international transactions are recorded to determine money coming in and going out of a country. Trade or transactions where a country receives money are counted as credit, while those transactions that a country pays out money are recorded as a debit. A country’s balance of payments should be zero, meaning credits and debits balance, but this is not often the case. The balance of payment, therefore, can be used to inform the state of a country’s economy, that is, whether there are inconsistencies and from which part of the economy they originate (Debelle, 2019). The balance of payments is made up of three components: the current, capital, and financial accounts.
	The current account marks the imports and exports of goods and services into a country. Also referred to as the balance of trade, the current account is one of the balance of payments’ largest accounts and is important to determine whether a nation’s transactions are balanced (Debelle, 2019). When a nation is able to their business activity, government infrastructure spending, and purchases from their people’s income and savings, then the current account is deemed to be in balance (Hellerstein&Tille, 2008). The current account has four major components that include visible trade, which is the net of import and exports of visible goods; invisible trade that entails the net of imports and exports of services, unilateral transfers that involve non-factor payments such as gifts and income payments that are made of factor payments and receipts.
	The capital account records all international capital transfers. This includes incoming and outgoing transfers and sales of fixed and small assets. The capital account often entails monetary flows coming from the transfer of financial assets and goods by migrants, debt forgiveness, transfer of ownership of assets, and inheritance taxes. It is the smallest account under the balance of payment, and surplus or deficits from the current account are often transferred to the account (Debelle, 2019). The major components of the capital account include loans and borrowing from abroad, investment to and from abroad, and foreign exchange reserve changes. The component of loans and borrowing consists of all borrowing and loans given or received from other countries or institutions. Investments entail the investments that are made by people who do not reside in the country. Foreign exchange reserves are controlled by the central bank to balance the country’s balance of payments. 
	The financial account records all international monetary flows from businesses, bonds, real estate, and stocks. It also includes the foreign ownership of a country’s assets and a country’s ownership of foreign assets. Whereas financial accounts may seem to be similar to the capital account, they are different, especially because capital accounts mark capital assets, and financial accounts record other types of assets. Some of the components of the financial account include portfolio investment and direct investment.
	 Balance of payments serves as a financial statement for a nation’s international financial and trade transactions hence their significance in determining the nation’s state of the economy. They reveal a nation’s economic health, therefore helping economists project their future economic situation (Lea, 2019). Balance of payments data is used to inform investment managers, policymakers, and business owners in making important decisions. These data are affected by microeconomic variables such as interest rates, gross domestic product, price levels, and employment. The balance of payments is a vital point of reference for major financial and non-financial decisions (Lea, 2019). Fiscal and monetary policies are often created in a way to accomplish particular objectives that apply a significant influence on the balance of payments. A government can form policies to increase or restrict imports or exports. Businesses and investors use the balance of payments to scrutinize a country’s market potential. A government of a country with a trade deficit may create policies such as tariffs and quotas that restrict trade to help stabilize the country’s economy. 
	A trade deficit occurs when the value of imports surpasses that of exports. The U.S trade deficit has grown significantly over the past couple of decades. The U.S trade deficit is an issue of contention among many economists. Many scientists link trade deficit to the economic problem, while others argue that it causes a stronger U.S economy. Le & Baker (2020) asserts that as many people import and spend more on foreign goods with higher interest rates, investors invest more in the United States. The U.S economy of driving demand and providing liquidity makes the U.S trade deficit important to the world’s economic stability. The U.S dollar is used as the primary tool of international transactions and a reserve currency; thus, other countries depend on creating demand for its financial assets and having dollar reserves. The U.S loan repayment rate, therefore, is low, allowing them to finance for their consumption at a low cost, in the end, boosting global demand (Noland, 2018). 
	The international monetary system can be described as the operating system of the financial environment. It is made up of financial institutions, investors, and multinational corporations. The international monetary system offers an institutional structure that determines the procedures and rules for the movement of capital, calculation of exchange rates, and international payments (Farhi &Maggiori, 2018).The international monetary system has various opportunities for reform. They include; Improving the dollar standard, strengthening cooperation, and establishing a new monetary order. Challenges facing the international monetary system include regulation of the provision of liquidity. The U.S dollar has mainly served as a means of payment in international financial transactions. However, this has been affected by the shift in exchange rates and international liquidity. Additionally, the growing role of private financial intermediaries and financial globalization has made this challenge to be worse. The system is also facing the challenge of ensuring fair sharing of the current account adjustment burden. 
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