Balance of Accounts Review Sheet
Balance of Accounts/Balance of Payments:   record of foreign transactions

Current Account:   records a nation’s balance of trade (exports and imports of goods and  services which can also include travel to other countries, shipping and insurance), net investment income (U.S. earnings on investment abroad minus foreign earnings from capital invested in the U.S.) and net transfers (foreign aid, pensions paid to U.S. citizens living abroad and funds immigrants send to families abroad).   

· A trade balance can either be a surplus or a deficit
· Surplus = export more than import

· Deficit = import more than we export

Note:  Higher Aggregate Demand usually results in a trade deficit, because we are spending more and probably spending more on foreign products.  
Current Account Balance = trade balance + service/net investment balance + transfers

Capital Account:  Records the flow of money from the purchase and sale of real and financial assets domestically and abroad.  A real asset might be a hotel building in Tokyo, while a financial asset might be shares of stock in a Swedish company.  Foreign investors may buy similar assets in the U.S.  When these real and financial assets are bought and sold, nations use or earn foreign exchange (the exchange of currencies).  

Capital Account Balance = foreign purchases of home assets - home purchases of foreign assets 
How else to classify transactions:   

1) does the country use (loses) or earns (gains) foreign currency?  
2) If the account uses foreign currency to complete the transaction, it is a debit (negative) account 

3) If the account earns (gains) foreign currency (uses American currency) it is a credit (positive) account.  

Foreign Transactions are a balancing act:  A country uses foreign assets or currency to offset a balance of payments deficit and this is recorded as a credit (positive).   Similarly, when there is a balance of payments surplus, the earned foreign currency is recorded as a debit (negative).   

The current account and capital account always should equal “0.”  
*If current account is negative then the capital account must be positive.  

*If we have a deficit, The Federal Reserve will sell securities to finance our current account deficit).  

