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THE CURRENT ACCOUNT
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Z Countryrisk assessmenstarts with
the Balance ofPaymentd

1. Inflation andtrade deficits
2. Currencyvolatility
3. Exchange rates armbmpetitiveness
4. Externaffinancingflows
5. Capital flight
6. Liquidityor solvencyproblems?
7. Debtcrisid
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"'L;" BALANCE OF PAYMENTS

Accounting frameworkand statistical record of all
economic and financiaflows 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 GFAYMENTBECORDINGF
TRADRNDFINANCIAELOWS

A Exports
A Imports NE
A Servicestburism)
A Interest Payments
A Transfergremittanceg X
A FDI B
A Portfolio
A Capitalinflowsand outflows
A Reserve Change
A Arrears




24/10/2021

BEHINICURRENACCOUNDEFICITRISINGOREIGNNDEBTEDNESS BALANCE (GHFAYMENTANDEXTERNAEBT

Largest Current Account Deficits, 2021 Balance oPayments Assetsk Liabilities

(o) Mot covarea DD e Change irflows ExternalDebtand

30 .

2 Doubleentry accounting Reserves

i system = Changén stocks

s DDDEDIDDEE-D ZRecéFﬁt";lnﬂows_ e kb wSaSINDS
2 8558 gBEL2eEFEEEE (exports GS + capital) Assets
£33 58555538 EE s 5 6 ;
384228 5¢8 %" S 32 Z Debits=Outflows Debtrepayment
§T 478 5 (Imports, interest &ng K- Reserves

Source: Fitch Rati debt payment§ e k tDebt Stock

ource: ritch katings
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THE BALANCES ALWAYSBALANCED

Resident® =Government, households, individuals, NGOs 4
private nonrprofit entities, and firms.

. T A U MNCs are by definition resident in more than one country.
The MNC’s subs i dméasidentinées countryer
h i th b which they are located even if their shares are actually own]
Q anges in the stock ofserveassets emergency by foreign residents.
financing paymentarrears.. debt default, will . ) .
balance the nationahccounts U IFls are alway®reignr e si dent s (1 MF ..)
U Touristsand CIFE students af@reignresidents if they stay in
the reporting country< 1 year
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¢19 2hw[5 adalL{{LbDé 9.t hwe A«blackhole»
BALANCE OF PAYMENTS ACCURACY >US$8000
25000 Global trade in US$ million
Z Data collectllon and . = Imports_® Exports
methodological errors Underreporting/under
Z Inconsistencies in the time of recording and valuation or the 15000 INvoicing of X revenues
corresponding debit and credit entries
Z Undercoveragéover-invoicing/underinvoicing of trade transactions) 10000
Z Data revisiongolicy
Z Use of sample surveys rather than complete enumeration 5000
Z Tradeoff between accuracy and timelindss “ ||
.. 0
Z Customs deficiency! 388582828838 85882 29838858288
G222 22RRRRRRRRQQRRRRRRRRERSRR
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WHEREDOESMONEY COMEFROM?
INTERPRETING THE BALANCE OF PAYMENTS CURRENT ACCOUNT BALANCES OF OECD (35) AND EMCS (160)

USS$ billon
700 T'SURPLUS

Different accounts in the balance of payments make it possiblg w00

o sa sy R aia vStyae
GoSeay y “Loefete! h,“‘“\“ lll_l.“”]"ll

Merchandise exports or imports can be broken down by product and by mark} -100
source and destination (incompressible imports or volatile expprts 50

. | 500 ®mEMCs ®mOECD "
Useful for determining how a count DEFICIT
performance will react to different situations (elasticities, exchange rate 00 T = S -
adjustment, domestic absorptioerms of trade, tradd ar r i er s, d g B B e s e s 0 S R s s s s e e
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THE UEURRENACCOUNDEFICIIN % OF US GDP (195020)
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INTERPRETING THE BALANCE OF PAYMENTS
ALivingbeyondits mean NATIONAL INCOME IDENTIT¥
Acurrent accountbalance =saving- domesticspending o
AA countrythat saves> it investsat homesendsits surplusabroadto 7 =Natlgal incorle
haseforeignassets C = Domestic Consumption
purchas 9 | = Investment
nethat saves< it investsfinances theshortfal issuingdliabilitiesto G = Government expenses
AOneth iti fi heshortfall by issuingliabiliti p
foreigninvestors=r debt! T = Taxes & Government revenues
ATheaccumulatedhistory of current accountsurplusesor deficits, along ,\>/|< ; a‘gggj
with capital g_ains an_d:sse_son pastinvestr_n_ents determinesa S = Domestic Savings ( income > consumption)
€ 0 u n het igtérmational investmentposition.
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DOMESTIC AND EXTERNAL FINANCIAL EQUILIBRIUM

Whatis disposabléncome?
Y =grossincome- imports & taxation
Y =G4 G BXeM e T+(KM ¢ K flight)
TN SavingsY-C
{(8e1)w (T-G) = (REM) % (KM K flight)

‘\Savingsz' Fiscal balance'\Trade balangé Net capitainflows
N .

BOOSTINSAVINGEO FINANAOEVESTMENVITHOUEXTERNAEFICHT

ifS>1Y X>M
IfS<l¥Y M>X
Z atrade imbalance is always rooted in low savings and
excessive domestic spending (absorption)
Z It requires macroeconomic correction (interest rate hike,
devaluation,t taxation, credit reduction; reserve
requirements ..)
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Two principal sukaccounts

l.currentaccountp | ays a role similar
st at e me nt sconcnoicupprionMmyntess-a-vis the rest of thq
world.

2. capitalaccouns hows how the country
financed

Thebasic balanc&raws the line undet o t lbnertermc a p itot 4
emphasize the role of economic performance and stable-teng
financing. Anothepresentation is théfable of Uses & Sources

BALANCE OF PAYMENTS: CURRENT & CAPITAL ACCOUN

1. Balance of trade- Exports of merchandiselmports

2. Balance of service§ “ i nvi si bl e”)
= freight, insurance, shipping, banking, tourism, interest and dividend
payments (i.e. services of capital!)

3. Unilateral transfers L
=CURRENT ACCOUNT o T
-

Z A deficit in the current account must be financed by a surplus
in the capital account!
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THE CURRENT ACCOUNT OF THE BALANCE OF PAYMEN

From lessliquid items N
toward more liquid items!

Tunisia:Current Account/GDP % 1977-2021
A

+ [Exportof goodsifio.b.

- Imports of goods fio.b.

Trade balance

+ Exportscof-norinancialservices
- Imports of nonfinancialservices

balance

-650000

+ Investmentiincome (credit)
- Interest payments
+ [Private unrequited-transfers T
+ (Officialiunrequited transfers T
= Currentaccountbalance § = :i-"
-12
s o US STRUCTURAL TWIN DEFIC9862020)
1. The trade balanceomprises 50000
. N S0000 -—HF AR H BN BN EHF488
1. Merchandise exportsall movable goods such as equipment, casks,
textile, appliancesoil etc. 150000
250000 > .
2. LYLE2NIGA FNB NBO2NRERoaBNPS 8¢rakp 350000 i
shipping and handling performed on goods up to the customs frontier of | —Trade Balance G&S DVQV
. . . -450000
economy from which the goods are exported), act included in the trade
s50000 ——Current Account H_\

750000
s A
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http://www.belmont.ch/Associations/Agirbiciu/Liste_actions/Tracteurs.jpg
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THE USRADBALANCE

Z In 2020the United States exportefi1500trillion in goodswhile it
imported $2500trillion, hence &850 billion deficit

Z Major goods exported- aircraft medical equipment, refined petroleum, and agricultural
commodities.

Z Major importsare dominated by capital goods, such as computers and telecom equipme
consumer goods, such as apparel, electronic devices, and automobiles; and crude oil

Z Servicessuch as tourism, intellectual property, and finance, make up
roughly onethird of exports.

Z Thedeficit in goods, a$850billion, is higher than the overall deficit, sind
a portion of the goods deficit is offset by the surplus in services trade
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BLAMINGFREHRADECHINA ANEMCS THE USRADBEFICIDVER TIMH]

o 15707/ 1980 1990 2000 2010

o0 \ //\\
200 NAFTA China joins WTO

11994, the freg The

300 i bl W
400 i
-500 /\\.
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0 https:/www.c. deficithow-muchdoesit-matter /
800
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BLAMINGCHINA?

US Trade Deficit (o/w China) in US$ billion 22020
0

'v“w“wwwww“iwwwwwwwwwwwww

u Chine m Total

BLAMINGCHINA??

Ratio China/US Trade Deficit 20@D20
50%

45%
35%
30%
25%

20%

5%
22000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
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https://www.cfr.org/backgrounder/us-trade-deficit-how-much-does-it-matter
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V1 E T NKEMEXPORDEGOODS

@ oil

= Garments

(=

m Footwear

Vietnam's exports are inl | dded
compared with ASEAN countries

Export breakdown by subsector
%; $ billion

2008 2010

m Seafood Machinery and
: Machinery and
. saupment equipment’
O Electronic
china Emergng  Vistram cnna Eregng  Viewmam
ASEAN ASEAN
1 Includes slectrc squipment,slscronic products. and general machinery and qupMEL
2 Inchusing Indonesia, Maiaysia. te Philppines, and Thaiand.
NOTE: Numbers may ot sum cus ta rounding.
SOURCE: Giobal Insight 2011; McKinsay Global nsitue analyss
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V| ET NIMRDRSS GEOODS TUNISIA= STRUCTURE OFRADEFLOWS
13%
75% of the import value Exports by Type of Good Imgorts by Type of Good
H materials, and - - -
[moil Hi . ferred t I P B
.Mm‘w)[nac inery is transferred to export value [ford & agicuhue
49% 24% m Steelliron WEnergy
30 Dconsumer goods
[0 other x 8 Raw material & semi-fnished products
Imports by category
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o 15
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[ —
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SERVICE EXPORTS OF VIETNAM
2. Nonfinancial services =
Freight, insurance, passenger services, tourism, and travel $27 billion
The transportation of persons represents the largest component of passenger servi SO :Sts
\
Tourism earningsCuba, Moroccalunisia?, Vietnanirhailand, Spain, France...

U

Freight refers mainly to the carriage or transport of goods between natiec@homies
(Malta, Cyprus, Liberia, Panama..)

Insurance comprises insurance on movable goods during the course of shipment b
economies as well as insurance on the carriers and other types of insurance such

insurance.
ETousm BArvarspon_ 8Shppng 8 Postilecom DFnanca/swance BGov Senices BOver
JCHE KEMBIFE 20222 MH BOUCHET/SKEMA-CIFE 202122 34
3. Financial services THERISEANDFALLIOF US YEAR REASURMELDS.7902020
Investment income and interest payments
159% US 10-year Treasury yield (constant maturity)
Investment iincomecovers income derived from the ownership of 13%
foreign financial assetsnterest and dividends for portfolio investment + non 1om
distributed earnings of incorporateenterprises)
Distinction between portfolio investment and direct investment o%e
revolves around the investor’ 9%

company.

Investment debits interest paymentson foreign liabilities
(interest on debt!)

1% B
1790 1805
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10 YEARTREASURRATE 196020 12-MONTH LIBOR RATE 1982021
18.00% 12.00%
— 11.00%
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14.00% ) ]
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AWORLD OREGATIVBELTRAOWINTERESRATES
U K YIELIZURVE-MONTHS/5(0/ EAR®2-2020 INTERESNCOMENDINTEREFFAYMENTS
o0+ 40 @ 4 i ot e FLOWSERSUS STOCKS!
t
FDI tO Dividendincomqg
[ !
LoantO '; Interestpaymentsm
CapitalAccount CurrentAccount
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TUNISIARISINGNTERESHILL IN A WORLD OF ULIEARATES

EXTERNAREBTSERVICINBURDEN996:2020

2000 g

Vietnam: External Debt Interest Payments $ million

22T m””

a1
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Source: INFIFS2020

4. Private and official unrequited transfers

Private unrequited transfers e f er mai nly to i mm
remittances to their country of origin as well as gifts, inheritances, pri
charitable contributions, etc.: Morocco, Mexico, Algeria, Tunisia, India
Pakistan...

Official unrequited transfersnclude grants, subsidies, military aid,

voluntary debt cancellation, contributions to international organization:
indemnities imposed under peace treaties, technical assistance, etc.
Large inflows for most HIR&igiblec o unt ri es ( Benin
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VI ET NPRANSFEREVENUED962020
US$ million Transfers
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ME X T GIDTCORRENTRANSFERSFLOWEREMITTANCES
19982020

In US$ million

35000

30000

25000 -

20000 + —

15000 -

10000 - n nl il
5000 - nl n n 1l

1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020

Source: IMFIES/IIE 2020 MH BOUC IEE 2023 _
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REMITTANCEETWEENATINAMERICAAND THEJSUNDERTRUMP?

Z = Migrantw o r k eamihgssent backrom the country of
employmentto the country oforigin
Z Key forMoroccg Tunisialndonesia Vi et nam, Phi
Z Whatlinkagesbetweenremittance flowsto LatinAmericaand the
U.S. business cycle?
All of theevidencesuggestghat remittance flows are relatively
insensitiveto fluctuations in the U.S. cyclenderliningtheir role as a
stable source oéxternalfinancing..until the 200809 globalinancial
crisid
Source: IMF Working Paper, 12/2007= http:/A imf. wp07273.pdf
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TUNISIA: POSTIRUS BALANCE PAYMENTS

Table 3. Tunisia: Balance of Payments, 2017-25 1/
(In millions of U.S. dollars, unless otherwise indicated)

07 018 2019 2020 200 _ 022 023 04 2025
onual  Anmal  Aonual Al Aneal Al
Pl Proj  roj Proj
Current account balance 4080 443 313 2TS 2810 28 278 -2assE 23m
Trade balance 5300 M9 SAZ A4 AT 54D 56T 5601 5920
Exports 14231 15485 14345 11939 13586 14612 15863 17340 18723
Ensegy b6 B0 B2 ST 5B 6% TR B M0
Non-energy 13384 14806 14121 10392 13053 14003 15231 16493 17783
af whikx ron-facd B 12562 12516 9949 11526 12408 13564 14744 15342
impors 19538 21435 20372 ISITE 1836 20115 21,600 22542 4643
Enegy 2513 3214 46T 2457 2165 2308 2410 2480 2553
Non-energy 17025 18220 16905 12922 (16182 -17.BO7 19,180 20462 -22089
af which non-faod 15100 16795 14979 0989 14788 15801 17151 18381 19560
Services and transfers (net) 1228 1506 2005 688 1850 25M 2845 304 16
Services W T 18 A7 130 LT 185 2150 229
of which: tourism exports LT 1565 1915 S35 u6a 2000 2126 2251 2330
Transters (neq %3 Tes e0s 15 S0 79T 910 B 132
o which workers” remitiances 1881 18IS LM 1613 L7 1928 2088 249 2279
of which iniarest payments an extemal debt 607 725 TE] 49 003 1061 16T 1185 884
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