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WHAT IS BALANCE OF PAYMENTS

A vast number of individual economic transactions
takes place daily. Private individuals, companies and
governments buy goods and services from all over the
world and sell goods and services to the rest of the
world. As a result of these numerous transactions, every
country needs to keep an account of their transactions
with the rest of the world. The BOP is such an account.

The BOP is a double entry system in which flows of
international payments and receipts are recorded at a
specific period of time. If a country receives money, this
is known as a credit and if it pays or gives money, the
transaction is recorded as a debit in the BOP.

INFORMATION REVEALED BY THE BOP

1. The Current Account records the outflow and inflow
of goods and services from/into a country.

It is composed of four sub groups; goods, services,
primary income and secondary income.

The current account reveals the following;

*  The value of goods sold (exports) and purchased
(imports) abroad.

*  The value of services (including tourism,
transportation and financial services) sold
and purchased abroad.

*  The value of payments made and receipts from
abroad for factor services (i.e. dividends, interest,
compensation of employees,etc.).

¢ The value of current transfers such as
remittances received from and sent to relatives
and friends living abroad.

*  When receipts from overseas are greater than
payments abroad, the current account of the
BOP is said to be in surplus.

*  On the other hand, when payments abroad are
greater than receipts from abroad there is a deficit
on the current account of the BOP.

2. The Capital Account records all international capital
transfers received and payable and the acquisition and
disposal of non-produced nonfinancial assets.

»  Capital transfers include the level of foreign
investments grants received by the government
to acquire assets (example, foreign aid to build
roads, schools etc), debt forgiveness, and non-life
insurance claims.

*  Non-produced nonfinancial assets includes
natural resources, contracts, leases and licences
which are recognized as economic assets.

3. The Financial Account records all international
monetary flows related to investment in businesses,
bonds and stocks such as the following:

»  Inflows of foreign investment (both direct
and indirect).

* Netinflows of public sector loans (government
and government guaranteed).

* Net capital movements by the commercial
banking system.

WHO USES BOP STATISTICS?

*  Government uses the BOP to assist with
economic, social and fiscal policy formulation.
The Public Management and Financial Law (PMFL)
of the Cayman Islands requires the forecasting of
the Current Account.

» The BOP is used by agencies and businesses
engaged in financial risk assessments e.g.
Moody’s Investors Services. Moody’s provides
sovereign credit ratings for the Cayman Islands.

* International Monetary Fund (IMF), United
Nations (UN), and World Bank uses the BOP
for international comparison with other countries.

e Central banks use the data to determine the level
of foreign exchange of the country.

WHAT ARE THE USES OF THE BOP?

* BOP is used in accessing macro economic
stability, which is important for the success of the
private businesses in the country .

» BORP statistics are used as a key economic
indicator due to the close relationship between
domestic and external economic developments.

»  The BOP can be used to monitor the payments
for goods imported in comparison to the receipts
for goods exported.

»  The current account must be included in the
annual Strategic Policy Statement as mandated
by the Public Management and Financial Law.

* ltis used to determine the competitiveness of
a country’s economy.



