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Table 2.1: Growth Rates 

 
Gross domestic Product (GDP) 
 
Flows of Income and Expenditures 
 
Balance of Payments 

The Plan 



Burda & Wyplosz (modified)  MACROECONOMICS  7/e 

© Michael Burda and Charles Wyplosz, 2017. All rights reserved. 

Table 2.1: Growth Rates 

 
no theory (today) 
 

 important concepts 
 

  national income accounts & balance of payments 
 

 relationships among these: accounting identities 
 

  
 biology:  
 (i) living organism as collection of cells 
 (ii) how cells function and affect each other 

 
 
 

Language of Macroeconomics 
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Table 2.1: Growth Rates 

 
(1) GDP = sum of final sales (demand) in area during period 
 

 final sales exclude intermediate sales 
 
(2) GDP = sum of value added during chain of economic 
activities 
 
Example:    Retailer sells 1 barrel of beer for € 100 
Farmer barley €10 – Energy €20 – barrel producer €5 – 
brewery €45 – wholesaler €10 – retailer €10 
 
Query. What are stock- versus flow variables? Which one is 
GDP?  
 
 

Three basic definitions of GDP 
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Table 2.1: Growth Rates 

 

 

 
(3) GDP = sum of incomes earned in area during period 
 
 
Query. Which kinds of income? 
 
Query. How is GDP measured, respectively, according to the 
three definitions?  
 
 

Three basic definitions of GDP 
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Table 2.1: Growth Rates 

 

 

 
Countries: GDP versus GDP per capita 
 
Time (I): How to add apples and oranges? 
 

 - prices: nominal  
 

 -  effects of prices versus quantities 
 

  nominal versus real GDP (GDP deflator) 
 
Time (II): growth rates versus levels 
 

Comparing GDP across countries and time 

 GDP = PaQa + PoQo
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Table 2.1: Growth Rates 

 

 

 
Price deflator or Index 
 

 GDP inflator: nominal GDP/real GDP (“inflation”) 
 

 rate of inflation: nominal minus real GDP growth rate 
 
 
Query. Argue in a 1-good economy, why this approximation 
should hold. 
 
Query. Which other measures of inflation are you aware of? 
 

Real vs. nominal GDP 
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Table 2.1: Growth Rates 

Table 2.1 

Euro Area: Growth Rates (% per annum) 

Source:   Eurostat 
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Price deflators and indices
The distinction between nominal and real GDP can 
be used as a measure of the general price level, or 
the price of the broadest possible basket of goods in 
terms of money. The GDP deflator, one way of mea-
suring the price level, is simply the ratio of nomi-
nal to real GDP:

(2.3) GDP deflator = nominal GDP/real GDP

In the base year, nominal and real GDP coincide 
and the GDP deflator equals 1.0. Often it is multi-
plied by 100 for ease of comparison over time. 
The GDP deflator can be thought of as an average 
of all prices of final goods in terms of money, 
where each price is implicitly weighted by the 
share of the corresponding good in the GDP. As 
these shares change over the years, so do the 
weights.

The inflation rate can be measured by the rate of 
increase in the GDP deflator, which in turn can be 
approximated by the following formula:6

(2.4) GDP deflator = nominal GDP 
−
 real GDP

 inflation growth rate   growth rate

For example, Table 2.1 shows that in 2015 the nom-
inal GDP of the euro area rose by 2.8% while the 
real GDP increased only by 1.6%. On average, there-
fore, prices rose by roughly 1.2%.7

An alternative measure of inflation is based on 
an average of prices with fixed weights, called a 
price index. A basket of goods is selected and the 
amount of each good, or category of goods, in the 
basket is used to weight the corresponding prices. 
An example is the consumer price index (CPI). This is 
based on a basket of goods consumed by a repre-
sentative individual.

Figure 2.1 shows the growth rates of the GDP 
deflator and of the CPI in Italy. Differences between 
the two measures of inflation are usually not very 
large, but they can become significant when import 
prices—which matter for the CPI but not for the 
GDP deflator—behave differently from domesti-
cally produced good prices. For example, in the late 
1980s the price of crude oil increased less than 
prices of goods and services produced in Italy. In 
the early 2000s, domestic wage increases put pres-
sure on domestic production costs and the GDP 
deflator rose faster than the CPI, an evolution that 
was abruptly reversed in the financial crisis after 
2009.

Other price indices can be tailored to track prices 
of certain types of goods, consumers, or sectors of 
the economy. Along with price deflators, there is a 
large menu to choose from, with each price index 
or deflator having its own special emphasis. Box 
2.3 presents some frequently used deflators and 
indices.

2.2.3 Measuring and Interpreting GDP
The GDP, which represents the economic perfor-
mance of an entire economy, is not easy to measure. 

6 Box 5.3 in Chapter 5 provides the derivation of for this 
formula. If we denote nominal GDP as YN, real GDP as Y 
and the GDP deflator as P, we have YN = PY, which means 
P = YN/Y. Then, using the results from Box 5.3, we have  
P/P = YN/YN − Y/Y.

7 To see why this formula is an approximation, suppose real 
GDP increased at rate g and inflation at rate  If these rates 
are expressed as fractions (per cent change divided by 100), 
then the rate of nominal growth is given by (1 + g)(1 + )  
1 = g +  + g  For g and  small, g   0, so the rate of  
growth of nominal GDP is approximately g + 

Table 2.1 Growth Rates of 
Nominal GDP, Real GDP, and GDP 
Deflator: Euro Area 2005–2015 
(% per annum)

Nominal  
GDP

Real  
GDP

GDP  
deflator

2005 3.6 1.7 1.9

2006 5.2 3.2 1.9

2007 5.5 3.1 2.4

2008 2.4 0.5 1.9

2009 −3.6 −4.5 1.0

2010 2.8 2.1 0.7

2011 2.7 1.6 1.1

2012 0.4 −0.9 1.2

2013 1.0 −0.3 1.3

2014 1.8 0.9 0.9

2015 2.8 1.6 1.2

Source: AMECO on line, European Commission.
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Figure 2.1: Italian Inflation 

Inflation in Italy, 1985-2010 (in %) 

Source:   International Financial Statistics 

Fig. 2.01 
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Fig. 2.1 Inflation Rates, GDP Deflator, and Consumer Price Index: Italy, 1985–2014
Both the GDP deflator and the consumer price index (CPI) measure the price level, or the price of goods in terms of money. The 
inflation rate is simply the rate of growth of one of these measures. The figure shows that both GDP deflator and CPI measures 
of inflation tend to move together over time, with occasional exceptions when the difference in the underlying ‘baskets’ 
matters. In the late 1980s and in 2015, world oil prices declined sharply. Since gas and heating oil are part of household 
consumption, inflation measured by the CPI declined. Since oil is imported, it does not contribute value added directly in Italy, 
and has only a small impact on the GDP deflator. The opposite occurred between 2009 and 2014.
Source: World Development Indicators, the World Bank.

The price index closest to the GDP deflator is the producer 
price index (PPI), with fixed weights corresponding to a bas-
ket representative of national production. Similarly, the CPI 
is closely tracked by the consumption deflator, the ratio of 
nominal and real aggregate consumption expenditures by 
households. A price index like the CPI or the PPI is an exam-
ple of a fixed-weight, or Laspeyres index. The consumption 
deflator, which is based on the actual share of goods in the 
corresponding year’s consumption, is called a variable 
weight or Paasche index. The CPI and the consumption 
deflator include goods and services produced abroad and 
imported, while the PPI and the GDP deflator do not, but 
these latter measures include goods and services locally 
produced and exported. Figure 2.1 suggests a growing 
divergence between the PPI and the CPI in Italy in the late 
1980s. The reason is that imported goods prices increased 
by less than those of domestically produced goods.

Other frequently used deflators are related to exports, 
imports, investment goods, and government purchases. 
The wholesale price index (WPI) measures the average 
price of goods at the wholesale stage, and various com-
modity price indices track the evolution of raw materials 
prices. The dizzying diversity of indices and deflators 
reflects the fact that a perfect price index simply does not 
exist. Different price measures are used for different pur-
poses. For example, wage-earners would like to tie their 
wages to their cost of living; in this case, the relevant 
index is the CPI or the consumption deflator. In the case of 
Italy, linking wages to the CPI rather than to the PPI 
resulted in higher profits for firms whose sales are better 
tracked by the PPI. Because the CPI and other Laspeyres 
indices are easier to compute, they are used most often in 
practice.

Box 2.3 Price Deflators and Price Indices
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Figure 2.2: Underground Economy: 
Estimates 

Size of the Underground Economy: Estimates 

 (% of GDP) 

Source: Schneider (2015), AMECO, own calculations 

Fig. 2.2 
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 hiring or firing workers and on acquiring new 
plant and equipment. This is why other indicators 
are often used to supplement the GDP figures.8 It is 
also why analysts tend to concentrate on growth 
rates rather than levels. As long as the distortions 
do not change much over time, measured GDP 
growth rates offer a good picture of average econ-
omy performance.

It is tempting to compare GDPs across countries. 
Because countries have different populations, it is 
natural to look at GDP per capita, or the average 
income earned within a country’s boundaries. Such 
data must be regarded with caution, however. First, 
GDP is a measure of income, not wealth. Income is a 
flow, while wealth is the stock of assets accumulated 
over longer periods of time. For example, the aver-
age income earned in the UK is lower than that of 
Abu Dhabi. Yet average British wealth is likely to be 
much higher because Britain has been accumulating 
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Fig. 2.2 Estimates of the Size of the Underground Economy (% of GDP)
Another serious drawback of GDP as a measure of economic activity is unpaid work. Minor repairs around the house, caring for 
children, cooking for the family, and cleaning up take up much time and effort. Wealthier people hire help for these chores, in 
which case it becomes part of GDP (if reported to the tax authorities). Most people do it themselves, and it is unrecorded.
Sources: Schneider (2015), AMECO, own calculations.

8 Chapter 16 discusses some of the most frequently used 
indicators.
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Table 2.2: Estimating GDP 

Estimates of 2008 German Nominal GDP 

Table 2.2 

Source:   Deutsche Bundesbank, monthly bulletins 

Date of 
publication 

GDP (bn Euro 
of 2000 prices) 

% difference from 
previous estimate 

% difference from 
Jan 2009 

Jan 2009 2489.4 -- -- 

Feb 2009 2489.4 0.00% 0.00% 

May 2009 2492.0 0.10% 0.10% 

Aug 2009 2491.4 -0.02% 0.08% 

Nov 2009 2495.8 0.18% 0.26% 

May 2010 2495.8 0.00% 0.26% 

Nov 2010 2481.2 -0.58% -0.33% 

Feb 2011 2481.2 0.00% -0.33% 
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Figure 2.3: Circular Flow 
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Def. 1: Circular Flow Diagram 

Fig. 2.3 
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Table 2.3: Components of GDP 

Components of GDP by Expenditure 
(1999-2015, % of GDP) 

  

Source:   IMF 

Table 2.3 

PART I  INTRODUC TION TO MACROECONOMICS40

Customer Book Title Stage Supplier Date
OUP Macroeconomics: A European Text Revise 1 Thomson Digital 27 Mar 2017

services (C), (2) final sales of investment goods and 
changes in inventory stocks (I), (3) final sales to the 
government (G), and (4) sales to the rest of the 
world (X). Since part of domestic income leaks 
abroad to pay for imported goods, imports (Z) must 
be subtracted, which gives the first decomposition 
of GDP by final expenditures:

(2.5) Y = C + I + G + X − Z.

The flow diagram also shows that GDP can be 
viewed as net incomes earned by the owners of 
production factors. What do they do with this 
income? The three possibilities are given on the 
right-hand side of the flow diagram: they pay 
taxes net of transfers (T), they save (S), and they 
consume (C). Hence the second decomposition by 
uses of income:

(2.6) Y = C + S + T.

Table 2.3 displays the components of the first 
decomposition as a percentage of GDP for a few 
countries. Consumption typically represents about 
60% of GDP in Europe, but it is much higher in the 
US. The investment rate—the ratio of investment 
expenditures to GDP—amounts to some 20%, with 
few differences among the developed countries, 
but it is about twice as much in China. Because 
investment corresponds to the accumulation of 

productive equipment, it matters for future eco-
nomic growth. The table shows that public spend-
ing varies quite a bit, but comparisons are not 
always easy. Investment in infrastructure equip-
ment (roads, bridges, public utilities) may be under-
taken privately in some countries and publicly in 
others. Many goods and services are privately pro-
duced in some countries while they are delivered 
freely as public goods in others: these include 
 medical services, schools, child care, and public 
transport. Finally, the ‘size of government’ is con-
siderably greater than the share of government 
purchases of goods and services: transfers to firms 
and households, not reported in Table 2.3, may be 
as large as direct expenditures or even larger. When 
total spending is considered, which adds transfers 
to direct purchases, the government often ‘handles’ 
more than half of GDP.

The flows of incomes and spending captured by 
Figure 2.3 constitute the real, as opposed to finan-
cial, side of an economy. Parts of these flows leak 
out to the financial side in the form of corporate 
and household savings; others leak out to the gov-
ernment in the form of tax payments or social 
security contributions; others to foreigners 
through imports. To the extent that withdrawals 
of resources from the circular flow due to a par-
ticular sector are not matched exactly by inflows 

Table 2.3 Components of GDP by Expenditure, 1999–2015 (% of GDP)

Consumption (C) Investment (I) Government Purchases (G)

Australia 56.5 26.9 17.6

Canada 55.4 22.2 20.4

France 55.2 21.8 23.1

Germany 56.3 20.3 18.7

Italy 60.3 19.8 19.2

Japan 58.6 22.4 18.9

Switzerland 56.0 24.1 11.0

United Kingdom 64.5 17.6 19.9

United States 67.6 20.8 15.3

Euro area 56.1 21.5 20.3

Source: AMECO, European Commission.
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Table 2.4: GDP and Household 
Income 

Sources:   OECD Economic Outlook, ECB 

Table 2.4 

GDP and Household Disposable Income, 2009 
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billion euros greater than GNI. This means that 
Belgium had a deficit on its primary income bal-
ance; in total, more payments were made by 
Belgian residents for the use of foreigners’ labour, 
capital, or other contributions to value added 
which occurred in Belgium in 2013. Similarly, the 
net flow of gifts, transfers, taxes, and related pay-
ments meant that more was paid to the rest of the 
world than Belgian residents received. As a result, 
Belgian gross disposable national income was a 
whopping €7.3 billion, or about 5% less. In con-
trast, Germany received more primary income 
from abroad than it paid out, while it was a net 
payer on secondary income.

Household incomes
It is also important to note that a big share of GDP 
does not reach individual households. It either 
goes to the government (as net taxes) or is saved by 
firms (as retained earnings). This is illustrated in 
Table 2.4.

Gross and net
All of the concepts presented so far are ‘gross’. 
What is ‘net’, then? In the process of producing 
output, productive equipment is subjected to wear 
and tear and obsolescence. Properly measured, this 
depreciation should be subtracted to give a clearer 
picture of the output that is really available as 
income if we are to preserve the value of our 

productive capacities. Subtracting depreciation 
from GDP gives us the net domestic product (NDP), 
GNI becomes NNI, etc.13

2.3.4 A Key Accounting Identity
The two decompositions of GDP, (2.5) and (2.6), are 
accounting identities: they hold by definition. 
Therefore it is always the case that:

 C + S + T = C + I + G + X − Z

Consumption C appears on both sides of this equal-
ity and can be eliminated. When this is done and 
terms are rearranged, the two accounting identities 
yield a third one:

(2.7) (S − I) + (T − G) = (X − Z).

The last term, X − Z, is the balance of exports 
over imports of goods and services. Parentheses 
highlight the fact that the corresponding expres-
sions appear in Figure 2.3 as net flows of the pri-
vate sector (household and business), govern-
ment, and the rest of the world, respectively. 
Each of the three net flows can be thought of as 
a form of saving or withdrawal from the circular 
flow income and expenditure: a leakage if posi-
tive, or an injection if negative. If S > I, the pri-
vate sector in the aggregate is a net saver. If S < I, 
the private sector is a net borrower. Similarly if T 
> G, the government is saving, and if G > T it is 
borrowing by issuing debt to domestic or foreign 
residents. The identity (2.7) shows how these 
leakages are linked, by definition. Table 2.5 pro-
vides some examples in the year 2010, when the 
European debt crisis was in full swing.

The table shows that, in 2010, both Italian pri-
vate and public sectors were spending more than 
they took in; the country as a whole, therefore, had 
to borrow abroad, which explains why they were 
running sizeable external deficits, as will become 
clear in Section 2.4. The Eurozone as a whole was 

13  In practice, tax laws determine financial accounting 
practices as regards depreciation of machines and other 
forms of physical capital. Firms are generally allowed to 
subtract part of the book value of equipment from their 
revenues each period when computing taxable profits. It 
may under- or overstate actual economic depreciation by a 
wide margin.

Table 2.4 GDP and Household 
Disposable Income, 2014

GDP  
(billions of €)

Households 
Disposable Income

in € % of GDP

Germany 2916 1710 58.7

France 2132 1307 61.3

Sweden 431 216 50.1

Switzerland 516 315 61.1

United States 13058 9399 72.0

United Kingdom 2253 1352 60.0

Note: Data for Switzerland: 2013.

Sources: AMECO, European Commission.

02-BurdaandWyplosz-Chap02.indd   42 24/03/17   3:52 PM

Query. Disposable income is much lower in Sweden than the US.  
What are your welfare conclusions? 
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Figure 2.4: From Expenditure to 
Disposable Income 
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Fig. 2.4 
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Figure 2.4 (a): Aggregating 
Expenditure 
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X-Z 
We begin by adding up 
(i.e. aggregating) all 
expenditures on final goods 
and services produced 
domestically. 

Fig. 2.4 (a) 
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Figure 2.4 (b): GDP Defined 
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Fig. 2.4 (b) 
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Figure 2.4 (c): Net Domestic 
Product 
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Figure 2.4 (d): Market Prices Vs. 
Factor Costs 
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Figure 2.4 (e): National Income 
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Figure 2.4 (f): Personal Income 
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Figure 2.4 (g): Personal Disposable 
Income 
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Figure 2.4 (h): Uses of Disposable 
Income 
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Figure 2.4 

Personal  
disposable  

income 

Personal 
 income National 

income 

NDP 
GDP 

C 

 Indirect  
 taxes 

Depreciation 

I 

G 

X-Z 

Fig. 2.4 



Burda & Wyplosz (modified)  MACROECONOMICS  7/e 

© Michael Burda and Charles Wyplosz, 2017. All rights reserved. 

Table 2.5: Accounting Identity 

S - I T - G CA 

USA  5.6 -8.8 -3.2 
Japan 10.3 -6.7 3.6 
Belgium 3.9 -2.6 1.3 

Denmark  4.7 0.8 5.5 
France 2.6 -4.8 -2.2 
Germany 8.1 -2.5 5.6 

Italy  -1.3 -2.2 -3.5 
Netherlands 11.5  -3.8 7.7 
Spain    0.7 -5.2 -4.5 

Sweden 4.7 1.6 6.3 
UK  5.8 -8.3 -2.5 
Euro area 4.1 -3.9 0.2 

The Accounting Identity in 2010 (% of GDP) 
Table 2.5 

Source:   OECD 
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Table 2.1: Growth Rates 

 

 

 
Identities hold by definition 
 

 many newspaper articles flawed b/c violate identities 
 

 many political programs flawed b/c violate identities 
 

 politicians are confused: don’t understand identities 
 
 
Any statement about economy/policy must respect identities. 
otherwise nonsense; independent of economics 

Identities vs. Economics 
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Table 2.6: Balance of Payments 

I.  Current Account 
 

a.  Goods and Services 
1.  Goods 
2.  Services 

b.  International 
Primary Income 

1.  Wages and 
Compensation 

2.  Investment Income 
 

c.  Secondary Income 

II.  Capital and Financial 
Accounts 

a.  Capital Account 
 
 

b.  Financial Account 
1.  Direct Investment 
2.  Portfolio Investment 
3.  Other Investment 
4.  Reserve Assets 

c.  Errors and Omissions 

The Balance of Payments 

Table 2.6 
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Table 2.7 Balance of Payments, 
Various Countries 

Source:   IMF 

Table 2.7 
PART I  INTRODUC TION TO MACROECONOMICS48

Customer Book Title Stage Supplier Date
OUP Macroeconomics: A European Text Revise 1 Thomson Digital 27 Mar 2017

evasion, illicit trade (drugs, arms, and counterfeiting 

come to mind) or money laundering.
16

This is why an additional account called ‘errors and 

omissions’ or ‘balancing items’ is needed, item IV in 

Table 2.6. Again suppressing the capital account, the 

errors and omissions are computed as the amount 

that must be added to (2.9) to make it ‘add up’:

E&O = FA − CA.

There is no presumption where these errors come 

from. Table 2.8 shows that errors and omissions 

can at times be embarrassingly large.

Table 2.8 also illustrates the balance of payments 

accounts for a number of different countries with 

widely different experiences. The enormous cur-

rent account deficit in the USA can be linked to a 

deficit in trade on goods, only partially offset by sur-

pluses in services and income balance. The primary 

income balances of the Eurozone and the US are 

positive, partly reflecting income from subsidiaries 

abroad. Their negative secondary income balances 

are partly driven by money sent home by foreign 

employees. The financial account of the Eurozone is 

in surplus as local firms and investors acquire shares 

in foreign firms. The US financial account is in over-

all deficit, but it combines a large surplus in direct 

investment, i.e. the acquisition of foreign firms, and 

the acquisition by foreigners of minority shares in 

US firms (portfolio investment) and of US govern-

ment debt, some of which held by foreign central 

banks to use as reserves. Indeed, we can observe a 

large increase of reserve by the Chinese central 

bank, while the central bank of Russia has been 

active limiting the depreciation of its currency by 

selling foreign exchange reserves. Finally, note that 

errors and omissions can be very large, as is the case 

in the US and China.

Table 2.8 Balance of Payments, Various Countries, 2014 (US$ billion)

Eurozone US Sweden Turkey Brazil China Russia UK

Current account 320 –390 33 –47 –104 220 58 –152

Balance on goods 332 –741 18 –64 –7 435 190 –203

Balance on services 94 233 9 25 –48 –151 –55 146

Primary income balance 79 238 15 –9 –52 –34 –68 –54

Secondary income balance –186 –119 –10 1 3 –30 –8 –41

Capital account 27 0 –1 0 0 0 –42 –2

Net lending 346 –390 32 –47 –104 220 16 –154

Financial account balance 403 –240 13 –45 –100 79 23 –166

Direct investment, net 62 489 4 –7 –71 –209 34 –134

Portfolio investment, net 97 –167 21 –20 –39 –82 40 –189

Other investment, net 183 –240 –7 –17 –3 253 51 170

Reserve assets 6 –4 0 0 11 117 –108 12

Net errors and omissions 56 150 –17 2 3 –140 6 –12

Note: By construction, ‘net errors and omissions’ are equal to the financial account balance less the sum of current account and capital account 
balances. Deviations are due to rounding error.

Source: OECD.

16 
 By definition, the sum of the current accounts of all 

countries in the world should equal zero. In fact, it is 

systematically negative, as receipts are ‘omitted’ more often 

than expenditures.

02-BurdaandWyplosz-Chap02.indd   48 24/03/17   3:52 PM
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Table 2.8 (a): BoP Examples 

Balance of Payments: Some Examples 

Table 2.8 (a) 

Credit (+) 
or debit (-) 

+ £1 m 

-  £1 m 

UK 

France 

Goods and services  

Goods and services  

+ €500,000 

- €500,000 

France 

Germany 

Goods and services 

Goods and services 

+ SF5 m 

- SF5 m 

Germany 

Switzerland 

Goods and services 

Goods and services  

+ €80,000 

- €80,000 

Switzerland 

Austria 

International income 

International income 

French school trains German  
cyclists for €500,000 

German construction company  
is paid SF5 million to build a  
Swiss bridge 

Swiss ski instructor is paid  
salary of €80,000 for work  
performed in Austria 

Transaction Country Account 

UK exports chemicals to France  
to the amount of £1 million  
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Table 2.8 (b): BoP Examples 

Balance of Payments: Some Examples 

Table 2.8 (b) 

+ £1 m 

- £1 m 

USA 

UK 

International income  

International income  

+ €3 m 

- €3 m 

Thailand 

Austria 

Current transfers 

Current transfers 

+ DK100,000 

- DK100,000 

Estonia 

Denmark 

Current transfers 

Current transfers  

+ €0 m 

- €0 m 

Peru 

Spain 

Capital account  

Capital account  

Country Account 

Austrian government gives  
€3 million in relief aid to  
tsunami victims in Thailand 

Estonian worker in Denmark  
sends DK100,000 to family in  
Tallinn 

Spanish government forgives  
debt of €10 m owed by Peru 

UK fast food franchises remit    
£1 million in profits to  
headquarters in the USA 

Transaction Credit (+) 
or debit (-) 
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Table 2.8 (c): BoP Examples 

Balance of Payments: Some Examples 

Table 2.8 (c) 

+ €100 m 

- €100 m 

Germany 

Sweden 

Financial account /  
direct investment  
Financial account /  
direct investment 

+ €20 m 

- €20 m 

France 

Portugal 

Financial account /  
portfolio investment  
Financial account /  
portfolio investment 

+ £50 m 

- £50 m 

Ireland 

UK 

Other investment  

Other investment  

Transaction Country Account 

Portuguese bank buys €20  
million of stock in German  
company from French bank  
based in France 

UK bank based in London lends  
£50 million to subsidiary in  
Ireland 

Swedish investor purchases a   
factory in Germany for  
€100 million 

Credit (+) 
or debit (-) 
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Table 2.8 (d): BoP Examples 

Balance of Payments: Some Examples 

Table 2.8 (d) 

+ €100,000 

- €100,000 

Italy 

Slovenia 

Financial account /  
portfolio investment 
Financial account /  
portfolio investment 

- €5 b 

+ €5 b 

UK 

Eurozone  

Reserve assets  
account 

Reserve assets  
account 

Country Account 

Slovenian resident transfers  
€100,000 from home account to  
a bank account in Italy 

Bank of England purchases  
€5 billion from the European  
Central Bank (ECB) paying with  
pound sterling 

Transaction Credit (+) 
or debit (-) 
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Table 2.1: Growth Rates 

 
(1)  balance of goods and services = X – Z 
 

 absorption A = C + I + G 
 

 X – Z = Y - A 
 
(2) Current account (CA) = (X – Z) + IAB 

  
gross national disposabe income YD = Y + IAB 
 
CA = Y + IAB – A = YD – A   

 

Balance of Payments and the GDP 
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Table 2.1: Growth Rates 

 
CA > 0:  net lender,   CA < 0: net borrower 
 
net lending = Current Account (CA) = Financial Account (FA) 
 
 
E&O = FA - CA 

Balance of Payments and the GDP 


