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COUNTRY RISK AND THE BALANCE OF PAYMENTS

THE CURRENT ACCOUNT

CIFE SEMINARROMA-BERLIN-NICE
MICHEL-HENRY BOUCHET
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ẒCountry risk assessmentstartswith

the Balance of Payments!

1. Inflation and tradedeficits
2. Currencyvolatility

3. Exchange rates and competitiveness
4. Externalfinancingflows

5. Capital flight
6. Liquidityor solvencyproblems?

7. Debtcrisis!
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BALANCE OF PAYMENTS

Accounting framework and statistical record of all 
economic and financial flows between residents 

of the reporting country and the rest of the world

The time period itself is arbitrary: 

monthly, quarterly and yearly basis
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BALANCE OF PAYMENTSRECORDINGOF 
TRADEAND FINANCIALFLOWS
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ÅExports 
Å Imports

ÅServices (tourism)
Å InterestPayments
ÅTransfers(remittances)

ÅFDI
ÅPortfolio

ÅCapital inflowsand outflows
ÅReserve Change
ÅArrears
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BEHINDCURRENTACCOUNTDEFICITS, RISINGFOREIGNINDEBTEDNESS!
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BALANCE OF PAYMENTSAND EXTERNALDEBT

Change in flows
Double-entry accounting

system

ẒReceipts= Inflows
(exports GS + capital)

ẒDebits= Outflows
(Imports, interest and 
debt payments)

ExternalDebtand 
Reserves

= Change in stocks
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ҟҌ wŜǎŜǊǾŜ
Assets

Debtrepayment

ҟ- Reserves

ҟҌ Debt Stock

Assets& LiabilitiesBalance of Payments
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THE BALANCE ISALWAYSBALANCED!
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Changes in the stock of reserveassets, emergency 
financing, paymentarrears… or debt default, will

balance the national accounts
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Residents? = Government,  households, individuals, NGOs & 
private non-profit entities, and firms.

üMNCs are by definition resident in more than one country. 
The MNC’s subsidiaries are treated as residentin the country in 
which they are located even if their shares are actually owned 
by foreign residents.

üIFIs are always foreignresidents (IMF…)

üTourists and CIFE students are foreignresidents if they stay in 
the reporting country < 1 year
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BALANCE OF PAYMENTS ACCURACY?

ẒData collection and

methodological errors

ẒInconsistencies in the time of recording and valuation of the 
corresponding debit and credit entries

ẒUndercoverage(over-invoicing/under-invoicing of trade transactions)

ẒData revisions policy

ẒUse of sample surveys rather than complete enumeration

ẒTrade-off between accuracy and timeliness!

ẒCustoms deficiency!
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Source: IMF-2021

A « black hole » 

>US$800 b
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Global trade in US$ million 

Imports Exports

Under-reporting/under-

invoicing of X revenues

INTERPRETING THE BALANCE OF PAYMENTS

The Different accounts in the balance of payments make it possible to 
see whether or not a country lives 

άōŜȅƻƴŘ ƛǘǎ ƳŜŀƴǎέ

Merchandise exports or imports can be broken down by product and by market 
source and destination (incompressible imports or volatile exports!)

Useful for determining how a country’s balance of payments and overall economic 
performance will react to different situations (elasticities, exchange rate 
adjustment, domestic absorption, terms of trade, trade barriers, deflation…)
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WHEREDOESMONEY COME FROM?
CURRENT ACCOUNT BALANCES OF OECD (35)  AND EMCS (160) 
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SURPLUS

DEFICIT
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US BALANCE OF PAYMENTSDEFICITSINCEMID-1980Ω{ όмфрл-2021)
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THE US CURRENTACCOUNTDEFICITIN % OF US GDP (1950-2020)
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INTERPRETING THE BALANCE OF PAYMENTS

ÅLiving beyondits means?

ÅCurrent accountbalance = saving- domesticspending

ÅA country that saves> it investsat home sendsits surplus abroadto 
purchaseforeignassets

ÅOne that saves<  it investsfinances the shortfall by issuingliabilities to 
foreigninvestors= r debt! 

ÅThe accumulatedhistory of current accountsurplusesor deficits, along
with capital gains and losseson past investments, determinesa 
country’snet international investmentposition.
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NATIONAL INCOME IDENTITY±

Y = National income
C = Domestic Consumption

I = Investment
G = Government expenses

T = Taxes & Government revenues
X = Exports
M = Imports

S = Domestic Savings ( income > consumption)
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DOMESTIC AND EXTERNAL FINANCIAL EQUILIBRIUM

What isdisposableincome?

Y = grossincome- imports & taxation

Y = C + I + G + X ςM ςT + (KM ςK flight)

Savings= Y –C

(S ςI )  +   (T –G)  =    (X ςM)  +       (KM ςK flight)
Trade balanceSavings Fiscal balance Net capital inflows
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BOOSTINGSAVINGSTO FINANCE INVESTMENTWITHOUTEXTERNALDEFICIT?

if S > I   Ý X > M

If S <I    ÝM >X 

Ẓ a trade imbalance is always rooted in low savings and 
excessive domestic spending (absorption) 

Ẓ It requires macroeconomic correction (interest rate hike, 
devaluation, ↑ taxation, credit reduction, ↑ reserve 

requirements…)
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Two principal sub-accounts

1. current account plays a role similar to a private company’s income 
statement= country’s economic performance vis-à-vis  the rest of the 

world. 

2. capital accountshows how the country’s economic growth gets 
financed

The basic balance draws the line under “other long-term capital” to 
emphasize the role of economic performance and stable long-term 

financing.  Another presentation is the Table of Uses & Sources
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BALANCE OF PAYMENTS: CURRENT & CAPITAL ACCOUNTS

1. Balance of trade = Exports of merchandise –Imports

2. Balance of services(“invisible”)
=    freight, insurance,  shipping, banking, tourism, interest and dividend 

payments (i.e. services of capital!)

3. Unilateral transfers

Ẓ A deficit in the current account must be financed by a surplus 

in the capital account! 

= CURRENT ACCOUNT

MH BOUCHET/SKEMA -CIFE 2021-22
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+    Export of goods f.o.b.

- Imports of goods f.o.b.

= Trade balance

+ Exports of non-financial services

- Imports of non-financial services

+ Investment income (credit)

- Interest payments

+    Private unrequited transfers

+    Official unrequited transfers

= Current account balance

THE CURRENT ACCOUNT OF THE BALANCE OF PAYMENTS 

From lessliquid items

toward more liquid items!
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1. The trade balancecomprises

1. Merchandise exports: all movable goods such as equipment, cars, trucks, 
textile, appliances, oil etc.

2. LƳǇƻǊǘǎ ŀǊŜ ǊŜŎƻǊŘŜŘ άŦǊŜŜ ƻƴ ōƻŀǊŘ” (f.o.b.): services (freight, insurance, 
shipping and handling performed on goods up to the customs frontier of the 
economy from which the goods are exported), are not included in the trade 
balance. 
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US STRUCTURAL TWIN DEFICITS (1980-2020)
US$ million

Source: US Treasury2020/FED MH BOUCHET/SKEMA -CIFE 2021-22
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http://www.belmont.ch/Associations/Agirbiciu/Liste_actions/Tracteurs.jpg


24/10/2021

7

THE US TRADEBALANCE
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ẒIn 2020 the United States exported $1500 trillion in goods while it 
imported $2500 trillion, hence a $850 billion deficit. 
ẒMajor goods exported = aircraft, medical equipment, refined petroleum, and agricultural 

commodities. 

ẒMajor imports are dominated by capital goods, such as computers and telecom equipment; 
consumer goods, such as apparel, electronic devices, and automobiles; and crude oil.

ẒServices, such as tourism, intellectual property, and finance, make up 
roughly one-third of exports. 

ẒThe deficit in goods, at $850 billion, is higher than the overall deficit, since 
a portion of the goods deficit is offset by the surplus in services trade.

BLAMINGFREE TRADE, CHINA AND EMCS? THE US TRADEDEFICITOVER TIME
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https://www.cfr.org/backgrounder/us-trade-deficit-how-much-does-it-matter

BLAMINGCHINA? 
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BLAMINGCHINA??
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VIETNAM’SKEY EXPORTS OF GOODS

29%

21%16%

11%

6%

17% Oil
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Seafood

Electronic
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VIETNAM’SIMPORTS OF GOODS
13%

24%

8%

6%

49%

Oil

Machinery

Steel/Iron

Leather/Garment

Other

75% of the import value

of raw materials, equipment and 

machinery is transferred to export value
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TUNISIA= STRUCTURE OF TRADEFLOWS

MH BOUCHET/SKEMA -CIFE 2021-22 32
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2. Non-financial services =

Freight, insurance, passenger services, tourism, and travel!

The transportation of persons represents the largest component of passenger services. 

Tourism earnings: Cuba, Morocco, Tunisia?, Vietnam, Thailand, Spain, France...

Freight refers mainly to the carriage or transport of goods between national economies
(Malta, Cyprus, Liberia, Panama…)

Insurance comprises insurance on movable goods during the course of shipment between 
economies as well as insurance on the carriers and other types of insurance such as life 
insurance.
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SERVICE EXPORTS OF VIETNAM

56%

17%

13%

3%

6%

1%
4%

Tourism Air transport Shipping Post-telecom Finance/Insurance Govt Services Other

Tourism= $27 billion

4,6% of GDP

>15 million tourists

Asia + US+ EU

$900/trip
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3. Financial services: =

Investment income and interest payments

Investment income covers income derived from the ownership of 
foreign financial assets ( interest and dividends for portfolio investment + non-
distributed earnings of incorporated enterprises)

Distinction between portfolio investment and direct investment 
revolves around the investor’s intentions concerning  the foreign 
company.

Investment debits = interest payments on foreign liabilities 

(interest on debt!)
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THE RISEAND FALLOF US 10-YEAR TREASURYYIELDS1790-2020
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10 YEAR-TREASURYRATE 1960-2020
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Inflation years

12-MONTH LIBOR RATE 1980-2021 

MH BOUCHET/SKEMA -CIFE 2021-22
38

2,07%

0,28%

A WORLD OF NEGATIVE/ULTRA LOWINTERESTRATES
UK’SYIELDCURVE3-MONTHS/50 YEARSQ2-2020
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INTERESTINCOMEAND INTERESTPAYMENTS
FLOWSVERSUS STOCKS!

MH BOUCHET/SKEMA -CIFE 2021-22

FDI t0

Loant0

Dividendincometn

Interestpaymentstn

CurrentAccountCapital Account
40
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TUNISIA: RISING INTERESTBILL IN A WORLD OF ULTRA-LOWRATES
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EXTERNALDEBTSERVICINGBURDEN1996-2020

Source: IMF-IFS 2020
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4. Private and official unrequited transfers

Private unrequited transfersrefer mainly to immigrant workers’ 
remittances to their country of origin as well as gifts,  inheritances, prizes, 
charitable contributions, etc.: Morocco, Mexico, Algeria, Tunisia, India, 
Pakistan...

Official unrequited transfersinclude grants, subsidies, military aid, 
voluntary debt cancellation, contributions to international organizations, 
indemnities imposed under peace treaties, technical assistance,  etc. : 
Large inflows for most HIPC-eligible countries (Benin, Tanzania, Haiti…)
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VIETNAM’STRANSFERSREVENUES 1996-2020

US$ million

Source: IMF-2020 44
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MEXICO’SNET CURRENTTRANSFERSINFLOWS(REMITTANCES) 
1998-2020
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REMITTANCESBETWEENLATIN AMERICAAND THE US UNDERTRUMP??

Ẓ= Migrant worker’searningssent back from the country of 
employmentto the country of origin

ẒKey for Morocco, Tunisia, Indonesia, Vietnam, Philippines, Mexico…

ẒWhat linkages betweenremittanceflows to Latin Americaand the 
U.S. business cycle? 

All of the evidencesuggeststhat remittanceflowsare relatively
insensitiveto fluctuations in the U.S. cycle, underliningtheir role as a 
stable source of externalfinancing… until the 2008-09 global financial
crisis!

Source: IMF Working Paper, 12/2007= http://www.imf.org/external/pubs/ft/wp/2007/wp07273.pdf
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TUNISIA: POST-VIRUS BALANCE OF PAYMENTS
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