Macroeconomic Objectives
BALANCE OF PAYMENTS

	BALANCE OF PAYMENTS
	Surplus: international receipts (credits) exceed international payments (debits). 
Deficit: international payments (debits) exceed international receipts (credits).

	Causes of a disequilibrium
	Policy options to manage a BOP deficit

	In the current account (goods and services)

1. Changes in the TOT – changes in the price of exports relative to the price of imports

2. Relative growth rates – growth rates in the domestic economy relative to that in trade partners

3. Changing comparative advantage

4. Changes in exchange rates – BOP deficits/surpluses caused by strength of exchange rates

In the capital/financial account (investments and loans)
1. Short term capital flows (“hot money”) – speculative money moving in and out of countries looking for best returns

2. Long term capital flows – FDI, portfolio investments etc. 
	Expenditure reduction
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Expenditure switching

Enhancing X competitiveness

1. Switching to import substitutes

2. Increasing foreign demand for domestic exports.
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	Supply-side policies
1. Raising productivity and efficiency in the export sector

2. Greater investment in new K, R&D etc. leading to a faster pace of innovation and development of new products in export markets.

3. Non-price competition – improving quality/design of exports, marketing etc.

Direct policies
Protectionism
Reducing import expenditures, increasing export revenues

	Conflict
	
	

	Technically, rapid EG may happen at the expense of worsening the current account – especially if EG is fuelled by high consumption. This is especially due to the cyclical nature of EG and how in influences the BOP. 


	
	

	Consequences 

	Internal
	External
	

	Deficit
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Reduces inflationary pressures if the economy is operating above Yf
	Surplus
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Demand-pull inflation if the economy is operation at Yf
	Deficit

Net outflow of money ( downward pressures on xcr 
	Surplus
Net inflow of money ( upward pressures on xcr
	Short run

	
	Deficit
Depletion of foreign reserves in the LR ( national debt incurred to finance deficit
	Surplus
Necessarily means that there are trade deficits elsewhere in the international economy. Trade partners may retaliate by imposing trade restrictions
	Long run


