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Abstract

Balance of payments is a systematic statistical recording of economic transactions realised between the home
economy and the rest of the world during the given time period. Therefore, it an exclusively the transactions
between the home and foreign entities, while as a home entity we regard physical body with the abode in the home
country or legal body with the seat in the home country. Foreigners are then all physical and legal bodies, which
cannot be described as home entities. The followed time period can be different.
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INTRODUCTION

Every balance of payments construed accortbnthe
International Monetary Fund (IMF) recommendasio
consists, in the frame of its structure, of fiveibgarts:
1. current account

2. capital account

3. financial account

4. balance of errors and omissions

5. foreign exchange reserves account.

Thecurrent accountitself is formed by:

1. trade balance

2. balance of services

3. balance of yields

4. balance of current transactions

Capital account records international transactions of
the capital character. It regards namely ttensfers
connected with migration of population, debtieves
and ownership rights to investments. Further, traee
recorded the transfers of non-production rinarfcial
tangible assets (land plots for embassies) man-
tangible rights (patents, copyrights).

Financial accountincludes four items:

direct investments

portfolio investments

financial derivates

other investments

A transaction is described dsect investment if the
foreign owner acquires 10% and higher sharehe
basic assets of the home business compadycan

Trade balancerecords export and import of goods (notoperative and vice versa. Further, thereinduded

services). In the frame of this item, thare recorded
also so-called improvement relationshipshemw the
commodities are imported to the country only witle t
aim of its improvement or repair and further export
Import and export is the object of thalance of
services We include there transport,
communication, construction, financial, compugerd
information services, licence payment, otheade
services, personal, cultural and recreational sesvand
government services.
Balance of yields includes

incomes and otherforwards,

supplying or accepting financial means or otheesss
which can be evaluated by money or thetsigh the
frame of economic relations, based on direct inaest
and also profit re-investments.

Portfolio investmentsare investments into the property

tourism,and debt shares securities. In case of propertyisies,

it namely regards investments into shares if tregesin
the basic assets of the business company is Idveer t
10%. In debt securities then prevail obligations.
Financial derivates are represented namely
futures, swaps and options. régards

by

compensations to home entities for employment abrodgerminated contracts (the date of signing tbetract
(incomes and compensations to foreigners employeddiffers from the date of settlement) deriviedm the

the home country) and the incomes and experd
connected with the foreign investments flows.

basic asset (share, currency etc.). Theiroitapce is
not great with regard to the total balance of aotsu

Current transactions balancerecords the transactions, Other investmentsrepresent namely credits granted to

which do not lead to the origin of liak#is or claims
towards foreign countries. Therefore, @gards the
transactions of international character.
transactions are divided into official (governméngand
other (private) ones. There belongs namelynemic
aid among countries, contributions to eiinational
institutions, gifts, retirement payments, ali@s and
remittances. Current transactions influenceatly the
disponible income and decrease thus the ircamd
consumer potential of the donor.

home entities by foreign entities or vice versanfkithe
time viewpoint, they can be divided into long-teamd

Thesshort-term ones, from the viewpoint of the subjben

into credits granted or accepted by the regrthank,

business banks, government or other sectors

The role of the itenBalance of errors and omissions
in the balance of payments is specifimce it is
computed only after the elaboration of tteahce of
payments itself as the difference between the teedl

debit items, so that the balance of payme&nalways
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levelled (its balance should be zero). Even ifpfrthe
accounting viewpoint the total of crediperations
should always equal the total of debit operns, in
reality it is not so, since a whole series of opers can
be only estimated by the central bank at elabggatie
balance of payments. It regards namely tourismthad
import or export of goods not liable to s duties,
for private use. For example, if | ybuabroad
mountaineering rope and bring it honie,regards
import of goods, which should appear as a dehi i@
the balance of payments. However, sinces inat my

duty to announce the transaction anywhere, theralentabroad to the home economy. On the other handt debi

bank can hardly record it correctly into thalance of
payments. Another problem is represented llegal
transactions, which cannot, from the sense of tatem
appear in the balance of payment. If théarme of
errors and omissions is relatively high (in relatio the
balances of other items), it is obvious ttie central
bank is not very successful in its elaboration. ldoev,
a low balance does not automatically mearigh
reliability of the data included in the balancecsirihere

credit and debit operations (balance) is recoraethé
third column.

The differentiation of debit and credit itensgn be
made by several ways. As a criterion, there cavesir
example the relationship of the transaction toftieign
currency supply or demand. If the given saation
increases the foreign currency supply, themegards
credit operation. In case the transactioicreases
foreign currency demand, we ascribe ag debit
transaction. Simply said, credit transactionsan the
inflow of money (or assets evaluated by nyyrfeom

transactions lead to outflow of money frohe thome
economy abroad. Then, if a home entity sgii®ds
abroad or supplies a service to foreign entityegards
credit transaction, since

He/she will probably sooner or latert gg certain
financial sum or other financially evaie@ coun-
terbalance for it. Therefore, it means inflow ofmay to

the home economy. The same situation regards ircome

and transfers. If a home entity gets a wage, didder

might occur a mutual compensation of the non-rezbrdinterest payment from abroad, it regards creditdfier.

credit and debit transactions.

The account of foreign currency reserveshows how
the foreign currencies reserves of ttentral bank
increased or decreased during the given periockigior
currency reserves increase (decrease) if the obttide
individual above-mentioned items is positive (neggt
Since the balance of payments as a whote thabe
always levelled, the change of the foreigmrency
reserves is recorded into it with the oposign. It
means that if this item in the balancepaiyments is
recorded as a minus (plus) number, the foreigrecasr

The same applies in case when he/she gets a fahamci
tangible gift from foreign entity.

The transactions in frame of the currentoaoct are
regarded in the same way. If a fareigntity for

example buys 50% share in the hommmt-giock

company, it regards credit transactions, sinceaat e

have exported an asset and got paid for it. IfHbme

bank grants a credit to a foreign entityreigard debit
transaction, since our bank has in fact bowmn asset
from the foreign entity.

We have already mentioned, than an increase (dexrea

reserves of the central bank have increased (de=miea of foreign currency reserves is recorded with tHaus

during the period in question. The leveltloé foreign

(plus) sign. The increase (decrease) of doraurrency

currency reserves changes namely as a consequenceegerves is thus regarded as the debit (creditydciion.

the central bank interventions, when the bhuols or
sells foreign currencies according to the ndadther,

The explanation is again quite simple. Irsecaf the
foreign currency reserves, the centrahkban fact

foreign currencies reserves can change as a co1s&g|U acquires a claim to a certain asset inftieign bank.

of the accepted yields from the existing foreigrrency
reserves, credits in foreign currency and
instalments paid by the central banke Tforeign

Therefore, it exported capital and purchased agt.ass

theithe individual transactions should be recorded the

balance of payments on the double-entry principfem

currency reserves can change also in consequettbe ofthe accounting viewpoint of the balance of payimea

evaluation or devaluation of the home curyent the
home currency devalves (or evalves) in avetagthe
currencies forming the foreign currency reservesndu
the given period, then the foreign currenegerve
increase (decrease). In the balance of paymemrtis th
followed only the change of the so-@dllofficial

then every credit transaction accompani®d debit
transaction and vice versa. This is the reason evieyy
balance of payments as a whole has to tré@sutero
balance. From this viewpoint, there is very impuafttdoe
item other investmentswhere the opposite transactions
to most real transactions are recorded.

foreign currency reserves which are the reserves of Foreign commodities of the value of 1 million EURGd

the central bank (or the Ministry of Finances). $hihe
reserves of the business banks are not followe# .the
Besides the above-mentioned horizontal strectatso

the commodities are immediately paid for, then gshen
appears as credit in thade balanceand simultaneously
as debit in the frame of short-teother investments

the vertical structure of the balance of payments isThe reasoning is simple. The home firm in fact aegu

very important. It regards three columns formingrev
balance of payments. The first columerves for

an asset at the foreign bank (importer bank), itwah
the accounting viewpoint of the balance afyrpents

recording the credit operations the second then means a purchase of foreign asset and export dhchp

records thalebit transactions Thedifference between

the home firm (more precisely, by its bank).
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Tab. 2: Balance of payment scheme
Credit
*)

Debit
@)

Balance

A. Current account
Trade balance
Balance of services
Balance of yields
Current transfers

B. Capital account

C. Financial account
Direct investments
Portfolio investments
Financial derivates
Other investments

D. Balance of errors

and omissions

E. Change of foreign

currencies reserves

EXTERNAL ECONOMIC BALANCE

Balance of payments and its individual items beltmg
the most closely followed indicators in theocess of
evaluating the shape of the external econdmalance
of the economy. The opinions on the testimonialitgbi
of the balance of payments differ.

If we want to use the balance of payment for evana
of the external economic balance, it is necessesy tb
set the criteria according to which we fipadlecide,
whether the given shape of external economic bel@&c
suitable for the given economy or not.

From the balance of payments viewpoint, the notbn
external economic non-balance does not makehm
sense, since the balance of payments ashdaews
always levelled. Also the balance of paymesxslu-
ding the item of the foreign currency reserves gearis
always levelled, if the central bank does not weee in

goods and services in the homeunty. Both
institutions are levelled from the balancepafyments
viewpoint. However, these two balanceduagions
differ by their shape. It is obvious that neithértteem
can last forever.

At the beginning, it is necessary to ndiattthe only
direct risk of the in the long-term unsustainaliiape of
the external economic balance is the graduajump
devaluation of currency, which is sometimesled
currency crisis. This usually occurs in cageen the
country registers in the long term a consideralgiéci
of the current account, which is from a ajrepart
financed by the inflow of portfolio or other invesnts.
Jump devaluation of currency brings about satheer
problems, which can endanger the externah@uic
balance. It regards namely inflation pressureschviire
usually brought about by the currency devaluagmd
further also the inability of home subjects to aotreeir
liabilities in foreign currencies from the reasdntloeir
considerably deepened indebtness as a re$uthe
home currency devaluation.

As a suitable shape of external economic balamezet
can the thus regarded such a shape which is saktain
in the long term and does not indicate fisure the
jump devaluation of the home currency.

A unanimous criterion how to discern the shapehef t
external economic balance sustainable in the leng t
from the unsustainable one does not exist. If watwa
to evaluate the shape of external economic balahce,
is necessary to define such a level of fibllowed
balance result, which would be able gopply a
satisfactory answer. In the economic practice,elhisr
used a series of different balances, frora trade
balance to the complex balance of paymeiitse
choice of the most suitable balance criterisnto a
considerable extent a subjective matter and it dépe
considerably on the concrete conditions inciWwhare
the given economy found. An importanactbr
influencing the choice of the suitable balance ¢atbr

the currency market, what is, however, secured only is the exchange regime, in the fixed excleamate
the systems of floating home currency exchange Hateregimes the balance deficit is levelldy other
is of course true that the foreign currenegerves are mechanisms than in the floating exade rate
changing even in the cases when the central bae& dpoegimes, where the levelling is donegotigh the

not intervene in the foreign currency market. Hogrev
these changes are usually negligible.

From this viewpoint, it is then more suitable t@ak of

the external economic balance shape than of tesrealt
economic balance or non-balance. In the situatibanv

home subjects want to import more goods and se3VvicEhe

tan they are exporting and are not abldirtance this
deficit by the net yields or transfers reeei from
abroad, they have to export assets \ifuch they
receive capital, which they use for covering therent
account deficit.

On the opposite, in the situation when hosnéjects
export abroad more goods and serviden tthey
import, they have to buy foreign assdts the
overlapping foreign currencies, and thus theyfact
enable foreign subjects to buy an additional amadint

exchange rate changes.

EXCHANGE RATE

inseparable part of the foreign economic
relationships analysis are the questions atiedewith
exchange rate. If we record the price of foreigrrency
in the units of home currency, we speak of the arge
rate recorded in the so-called direct quotat{e.g.
30 CZK/EUR). If we, on the other side, exgmethe
price of home currency in the units of foreign emay,
it regards the exchange rate recorded in itickrect
quotation (e.g. 0.03 EUR/CZK). To avoid thessible
misunderstandings, we will further work only kithe
exchange rate recorded in the direct quotation.
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If the price of the Czech crown of EURO expressed ihome currency, what leads to the undesirdblaease

CZK decreases, we speak of strengtheninguidtiah,

of the home money stocks. The central bank themssta

appreciation). Less CZK now suffices for the pusgha to buy securities in the free markethat in turn

of 1 EURO, i.e. the CZK exchange rate hie tirect
quoting (in numeral expression) has decreasedth®

increases the home money stocks. At theilises
intervention against the home currency, the cetizak

opposite, increase of the CZK price of 1 EURO mearmsalogically sells not only the home currennythe
weakening (devaluation, depreciation) recordledhe money market, but also securities in thee frearket.
direct quotation increased. While in the first case the central bankr@ases the
According to the set of rules applied at managihthe home money socks, in the second case it decrdases i
individual exchange rates, we can divide the irdlial that in total the home money stocks do not changdl.a
currencies (exchange rate regimes) into: The central parity can be in the fixed exchange rate
¢ exchangeable currencies system expressed not only towards omereocy
¢ non-exchangeable currencies. (national or supra-national), but also to thesket of
Exchangeable currencies can be further divided into  selected currencies. The historical possibilien is
£ currencies with fixed exchange rate setting of the gold content of the relevantrency. If
§ currencies with floating exchange rate. the home currency central parity is expressed |atios
to the basket of selected currencies, the homesiccyr
Non-exchangeablecurrencies are not traded in théhas to be stable to the whole basket, @ only
international currency market. Their exchange rates towards the individual currencies included in tlasket.
thus not created by the market forces hay tare set The home currency can evaluate (devaluatejsico
according to administration decisiofihese exchange derably towards one currency, if it slmneously
rates therefore cannot reflect the level and dyoaroi  devalues (evalues) towards the other currenitiethe
the basic market factors. basket. The weight (share) of the individual cucies
On the opposite, exchange rates of ékehangeable in the basket is usually different, while a greateare is
currencies origin at the currency market by theisually that of the currencies in which the majarinof
interaction of supply and demand. At thdieré are the given country trade is realised.
valid the same relationships as in any other conityiodIf it comes to the official change of the centratieange

market. The increased of supply of the gicemrency

leads at the otherwise identical conditions todhkeline

of price (devaluation) of this currency. On the ogife,

increase of demand for the given currencphas

under the otherwise identical conditions grewth of

price (evaluation) of the relevant commodity.

For exchangeable currencies witked exchange rate

the central bank usually declares the s@datientral
parity (central exchange rate), in the frame ofolhhe

market exchange rate can freely fluctuate. Howeasr,

rate, we speak of th#evalvation, resp.revalvation of
the home currency. In devalvation, the cérnigaity is
modified so that the price of the efgn currency
expressed in the units of the home currency ineas.
the central exchange rate registered in digemtation
increases quantitatively. Revalvation d¢fe home
currency, on the other hand, means decredsthe
foreign currency price. Too frequent chang#sthe
official parity decrease, on one hand, the creitiibilf the
declared fixed exchange rate system, on the othed,h

soon as the exchange rate shows a tendency totleavethey enable a more flexible adaptation & #xchange

relevant oscillation zones, the central bank isgell to
intervene in the currency market, so that it préserthe
excessive appreciation or depreciation of ¢bheency.
If then for example the given currency exa® rate
starts an excessive evaluation in relationstupthe
central parity and the declared oscillatioones, the
central bank has to sell the home currefay the

rate to market factors. A specific systemtloé fixed
exchange rate is in this aspect an exchaatge system
with the regular changes of the central exchantge sa-
calledcrawling peg, which enables for the exchange rate
to adapt better to the market factors (thatral parity
changes for example in dependence ® itfflation
differential development — in this case vpeak of the

relevant foreign currency. The home monetary reservfixed real exchange rate system) but at the same iti
and the foreign currency reserves of thetrakrbank secures a certain stability of the exchange rate.
decrease in this case. The development ef ihbme The system of fixed exchange rate with regular ghan
monetary reserves is thus to a conshder extent of the central parity thus shows bdtie features
depending on the exchange rate developmehgt wcharacteristic for the fixed exchange rate systamthe
limits the autonomy of the central bank currencliqyo  attributes typical for the floating course regimes.

If the central bank wants to have the hammnetary The scope of the oscillation zonesan be set in a
stocks fully under its control, it has tetérilise” the different way for the currencies with fixezkchange
interventions by the operations in free market. rate. The wider are the oscillation zones, the nodten
What is the base of the so-callst@rilisation of the has the central bank, under otherwigentical
exchange rate interventior? Let us presuppose that theconditions, intervene in the foreign currenmarket,
home currency exchange rate is devaluatingthat puts considerable demands on the foreign iocyre
considerably. In the fixed exchange rate esystthe reserves of the central bank and lowers the autgrafm
central bank has to intervene through theclmse of the currency policy.

10



AGRICULTURA TROPICA ET SUBTROPICA

VOL. 41 (1) 2008

On the other hand, more narrow oscillation zonesirge

defined clear measure of this. The divisanfloating

a more stable exchange rate, what among other neeansxchange rates into directed and pure floatingpés ta

lower exchange rate risk of the internatioeebnomic
transactions. A specific case is then the fixecharge
rate system without oscillation zones, so-calledency
board. The central bank has here to sustdie
exchange rate level permanently on the cepaty,
which can change only in exceptionalsesa The
approach issues from the so-called monetppraach
to the balance of payment, which regardd¢hasmain
source of inequalities of the balance paymentsntire
balance between the supply and demand ofeynam
the home money market. If supply of monegeeds
demand, there occurs the balance of paymaefisit,
which creates a pressure on the hoooerency
devaluation. The central bank has tteriene by

rather relative matter.

Besides the real level of the exchange rate, tbrisis
also the so-called theoretical level of exchange. iais
such value of exchange rate, which correspdadhe
level, and dynamics of the basic market diat The
individual theories of the exchange rate ieiteation
differ considerably, however, which factors areisiee
for the exchange rate determination.

CONCLUSION

The construction of the individual balances issiem
the accounting principles of the balance of paymelfit

purchasing the home currency, what decrease the howe know that the balance of payments ashale is

money stocks (supply). Non-sterilised exchamgte

intervences thus automatically renew the balanden
money market and thus also the equilibriumtlee

balance of payments.

In the system ofloating exchange rate the central

bank is under no obligation to intervenethe money

market. In practice, however, the central kbalves

occasionally intervene also in the floating exclargte

system, even if it is not obliged to so by an
oscillation zones or central parity. In this case,speak
of the directed (impure) floating. Less oftere can

meet with the so-called pure (free) floatinghich

represents the model situation when centaalkbdoes
not intervene in any way into the exchange rateketar
development. In reality, however, practicakvery

central bank does influence the homarrency
exchange rate in some way. As a pure floating laea t

always levelled, then the sum of the items selebieds

has always to equal the sum of the remaining iteitis

the opposite signs. The usual procedure is frontdhe
down, while the balance of payments is abvaut in

half by an imaginary line. The items above the linen

appear at the left side of the equation define the
requested balance; the items beneath the line wréop
the right side of the equation. It regards the gdom

which the eventual deficit of the selectealabce was
financed, or, in the opposite, the itemw imthich the
surplus was dissolved.
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