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“ Figure 52.1

Transactions on the U.S. Balance of Payments
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1. Harley Davidson USA purchases $25 million in
production machinery from a Japanese company.

v

2. André Prenoor, U.S. entrepreneur, invests $50 million
to develop a theme park in Malaysia.

3. A Chinese company sells $1 million worth of berets
to the U.S. Army.

4. BMW pays $1 million to a U.S. shipper for
transporting cars from Germany to the United States.

5. Each month, Ima Grent, who recently arrived in the
United States, sends half her paycheck to her sister
in Poland.

6. Bank of America pays $5 million in interest to
French depositors.

7. Senor Ramos from Spain buys a shopping center
in Florida.

8. A Brazilian investor buys five $10,000 U.S.
Treasury bonds.

9. German tourists spend $3 million in the United States;
U.S. tourists spend $5 million in Germany.

10. Brit-Disz, a London record store, spends $10,000 on
CDs by the Generic Gurls, a U.S. kiddy-pop group.

11. Sam Boney, U.S. ice-rink magnate, buys stock in a
Chilean ice-rink chain.

Part B

‘We can investigate an important balance of payments identity. In the absence of any governmental e
central bank intervention, the current account balance and the capital account balance must sum o
zero. If a nation imports more than it exports (current account deficit), a surplus in the capital
account must necessarily offset the deficit because, by definition, goods must either be paid for or the
payment is owed. The foreign currency used to buy imports had to come from somewhere (in adds-
tion to currency earned from exports); and in this simplified situation, only a capital account surphes
could supply the needed foreign currency. In other words, the excess spending on imports must have
found its way back into the United States in the form of foreign investment, a capital account credst.
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