






Syllabus



What is external stability?



Ability of a country to meet its 
international financial obligations 
as and when they fall due.



Is the country able to meet 
interest and principal 
repayment obligations?



If not….. 
Bad things happen…





How does it happen?

External investors lose confidence 
Stop further loans 
Sell assets 
Withdraw money in banks 
Currency drops 
Inflation increases, increase int rates, GDP falls, 
une increases 
CAD worsens 
NFD worsens 
Full blown domestic economic crisis. 



Which global organisation 
is responsible for financial 
stability?



So they wrote the 
rules for a 
recording system 
that would 
highlight problem 
countries. 

https://blogs.imf.org/2017/06/26/assessing-global-
imbalances-the-nuts-and-bolts/





Key relationship: 

Current account and NFD.



Some definitions 

NFL. NFD. NFE.  

Must know them and the 
relationship between them.



Of NFL, NFD and NFE

• Measure of net liability owed, not a measure of assets. 
• BOP manual, NIIP (and ABS) is about net foreign assets, but no, the 

syllabus does not use that convention but uses net foreign liabilities.

Start with what they loaned us less 
what we loaned them (NFD) 

Start with what they own of our assets, 
less what we own of their assets (NFE)





Loan liability
Credit

Other investment

Dividend liability

Interest liability

Transfer entry

Debit

Debit 

1000

-500

POSITIVE 
500

Transaction results in money in: first impact credit and positive
Credit

BOGS

PI

SI

Cap Ac

Fin Ac

A -A

- 500
- 500

+ 500
- 100

+ 500

- 100

- 50

50





BOP

• Huh? Who cares? How do you process it? 
• Ah, that’s why it balances 
• Oh really S – I = CAD!     Say what? 
• So it’s a receipt, with implications for NFL 
• Who cares about NFL. Welcome to Sri Lanka.



Transaction

Money in, record transaction as 
credit, positive. 

Record other investment side as 
debit, negative





BOP
CA = (X-M) + R 

GNI = C + I + G + (X - M) + R 

(X-M) + R = (GNI – C – G) – I 
                  = S – I 
CA = S - I



BOP

CA = (X-M) + R 

GNI = C + I + G + (X - M) + R 

(X-M) + R = (GNI – C – G) – I 
                  = S – I 
CA = S - I



BOP

NFL2 = NFL1 + Current Account Balance 

So, impact of large sustained CAD? 
Oops…..



BOP

NFL2 = NFL1 + Current Account Balance 

So, impact of large sustained CAD? 
Oops…..



Savings Desired 
investment

GAP

Savings Desired 
investment

CAD
CAS



CAD 2% 
Nominal NFL up by 2% GDP 

BUT 
If nominal GDP increase by 2%, then no 
change NFL %GDP. 

Unsustainable if CAD larger % of GDP 
than GDP growth.



Debt not bad. 
Too much debt bad.



TRENDS

March 2022 RBA Bulletin Article 

ABS article in March quarter BOP 
https://www.abs.gov.au/articles/insights-australias-current-account-balance 

Gittins http://www.rossgittins.com/2023/06/were-investing-more-overseas-than.html

https://www.abs.gov.au/articles/insights-australias-current-account-balance


Key concepts
• Of course there are 2 equal and opposite entries for every international 

transaction 
• Of course then the BOP must balance 
• Of course we isolate out irreversible transactions so we can focus on the amount 

of the increase in NFL 
• Of course we need language for positive and negative numbers (credit and 

debits) 
• From AD identity CA = S – I, so clear interaction with NFL levels 
• Of course the IMF need the balance of payments 
• When borrow, future interest payments so negative impact on future current 

account



Syllabus was written when 
we had a problem…

We do not now…


