Q. Explain the concept of BOP and distinguish it from BOT.
<Ans. Meaning of BOP. Balance of payments (BOP) is a systematic record of all economic
iransactions. Visible as well as invisible, in a period, between one country and the rest of the world.
it shows the relationship between one country’s total payments to all other countries and its total
receipts from them. Balance of payments thus is statement of payments and receipts on international
'IEMEMS and receipts on international account are of three kinds - (a) the visible
halance of trade; (b) the invisible items ; and (¢) capital transfers.
Definition of BOP. Kindleberger defines balance of payments as “a systematic record of all
economic transactions between the residents of the reporting country and the residents of foreign
countries during a given period of time.”
Inthe words of Benham, *Balance of payments of a country is a record of the monetary transactions
over a period with the rest of the world."
| Main Features of Balance of Payments.
“Balance of Payments has the following features -
-(1) Systematic Record. It is a systematic record of all economic transactions between one c« untry
and the rest of the world.
(2) All Transactions (visible & invisible). It includes all transactions, visible as well as invisible.
-£3) Fixed Period of Time. It relates to a given period of time. Generally, it is an annual statement.
A4) Double Entry System. It adopts a double-entry book-keeping system. It has two sides :
credit side and debit side. Receipts are recorded on the credit side and payments on the debit side.

+(3) Equilibrium, surplus & Deficit. When receipts are equal to payments, the balance of payments
's inequilibrivm ; when receipts are greater than payments, there is surplus in the balance of payments;
when payments are greater than receipts, there i1s deficit in the balance of payments.

(6) Always Balance in Accounting Sense. In the accounting sense, total credits and debits in the
balance of payments statement always balance each other.

(7) Adjustment of Differences. Whenever there is difference in actual total receipts & payments,
need is felt for necessary adjustment,

J8) All Items-Govt. & Non-Govt. BOP include receipts & payments of all items Govt. & non-
Gowt,

Balance of Payments and Balance of Trade

Balance of payments (BOP) should be distinguished from balance of trade (BOT).

Meaning BOT. Balance of trade refers to the_nxggr_l_gnd_impgufiisiﬂg_iwn_n;_ i.e. materal
oods. It is the difference between the value of visible exports and imports. Visible ite
'lems which are recorded in the customs returns: for example, material goods e
If the value of visible exports is greater than that of visible imports, the balance
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“trade is also known as merc -account of exports and imports. .
Definition. In the words of Benham, “B of T of a country is the relation over Period beyy,,,
the values of her exports and values of her imports.” .
‘Balance of payments, on the other hand, is a more comprehensive concept htft:a USe it coyg,,
(a) visible items (i.e., balance of trade or merchandise account) and (b) invisible items. Invigip).
items are those items which are not recorded in the customs returns; for example, Services (suc, ,
transportation, banking, insurance, etc.), capital flows, purchase and sale of gold, etc. T}, S, balanc,
of payments is a broader term than balance of trade; balance of payments includes both Visible
well as invisible items, whereas balance of trade includes only visible items.
Difference between Balance of Trade and Balance of Payments.
v(i) Balance of Payments is a broad term. It includes balance of trade. The latter is
narrow concept. It is a part of balance of payments.

udes imports and exports of goods alone i.e. visible jtem- On the
of payments includes all kinds of items, that is imports and EXports of goods

: well as invisible items. In brief, balance of
mdn:-.ls a part of balance of payments
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met by balance of Payments but deficit of hal; ce
Payments cannot be met by balance of trade, ey

. Q. Explain the components of BOP
/Ans. Components or Items of Balance of Payments,
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\ of payments has two main parts (1) Current account and (2) CL ita! ace,
iﬂﬁhded in both these b .

_ accounts are called components or items of balance of Paym,
or items of each account are described as under ;) o

L Items of Current Account.

o  items are mainly included under current account -
1) Export and Import of Visible Goods

lmﬂd Export of visible material goods and prec
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*ided in balance of trade are the main items of current account, I
(2) Invisible Items-Services ) |
‘mport and Export of invisible goods, i.e., different king i

' in invisible items (services) are :
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ti¢ transport by the foreigners
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0 1orm an invisible item of balance
N a country gets income from its investment abroad it is recorded under the head

are gifts etc. received from abroad are included under
d gifts etc. given to other countries are included under ‘payments'.
include such invisible items as commission, advertisement, rent, patent
fees etc. The amount received from abroad on this count constitutes
 other countries in this respect constitutes debit item.

2ign loans received by the private sector are counted as
s is counted as “debit item’.

repaid “debit items”.

serves, Monetary G g currency assets of the government, gold reserves
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When the centr ntry buys gold from abroad, it makes payme
flecte ; titer ' ary, when it sells gold it is reflected
" s of governmental capital receipts
eredit side” and all kinds of payments
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l receipts (credit items) always equals the sum all international lﬁw

=5 €qual or in equilibrium in operational sense. The
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nents. When the current mmmgﬂlsed the possibility of a deficit or a nl.rp!ﬂ in
% odh count of the‘balance of payments shows a deficitor a

SR eod &h changes in the capital account. In fact, the capital account is

to neutralise the imbalance in the current account. The deficit in the current

ed by the equal amount of surplus in the capital account ; and the surplus in the

neutralised by the equal amount of deficit in the capital account. Thus, the current

S t.ogethe:r balance each other and restore equilibrium in the balance of payments.
Y €xperiences a deficit in the current account of its balance of p&ymnm'w

UMPOILs over exports. Such a deficit can be met by resorting to the following

al account : :
ns and getting grants from other countries : :
€ On past accumulated balances of the country which it may be keeping in the
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A Hypothetical Table
BOP Statement
(Rs. Crores)
Credit £ Debit ‘Net
(Receipts) (Payments)

1. Current Account
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Foreign Exchange Rate 759

' :fﬂl'ﬂlgn exchange in‘ our case is the supply of pounds. It arises
s of goods and services and from capital movements from the
ds are offered in exchange for dollars because British holders
: make payments in dollars. Thus the supply of foreign exchange
ies of pounds that would be supplied in the foreign exchange
dollars prices of pounds.

curve for pounds S5 is an upward sloping curve, as shown in
sitive function of the exchange rate on pounds. As the exchange
ases, the greater is the quantity of pounds supplied in the
market. This is because with increase in the dollar price of
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ities of pounds with the increase in the exchange rate.
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. Further, the larger the time perspective we
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- | ¢ Ral rate of exchange is the rate a1 which a bank
| _fﬂr another 5 Calleg hase ¢ r foreign currency bills which are payable at a
price of onc curre,, _ date. The basis of the long rite of exchange is the
ley if one U s 41, est on the delayed payment. The long rate of exchange .
exchange is § |- . 15 | by adding premium to the spot rate of exchange in
hat I can purchyg in of credit purchase of foreign exchange and deducting
_ .fwc';‘ds. -l!‘v': .r:m- of ym the spot rate in the case of credit sale. lithe spot
e 0F a home currency, $ 2.80 and the rate of interest is 6%, then on 30 days
.e-"‘mmsures the numbgr £  be added per pound in case of credit puruha.se
the foreign exchange case of credit sale of dollars.
thrl;i-ui;m:ﬁed [r:;]m.l; Rate, n;ednr pegged exchange rate refers to the system
R <o i | Gf f-‘-?ﬁc__. of a currency is fixed or pegged
called foreign exchange j ' s« ey,
exible or floating exchange rate refers 1o the
he rate of exchange is determined by the
nd and supply in the foreign exchange market. I
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<@ at this rate cable y ' §.
L | . Two-tier exchange rate system is form
system in which a country maintains
commercial transactions and o lower




