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2. 

Strand: (4) International Economics                                                                                            Lesson 75 

Sub Strand: (4.1) Balance of Payments 

L/Outcome: define capital account 

CAPITAL ACCOUNT 

Definition 

✓ Capital account records public and private investment, and lending activities.  

✓ Components include: Foreign Direct Investment (FDI) and portfolio investment.  

✓ Direct investment is the act of purchasing an asset and at the same time acquiring control on 

it. Acquisition of an asset, without control over it.  

✓ Portfolio investment and acquisition of shares, Loans - Loans are further classified into 

external assistance, medium and long-term commercial borrowings and short-term 

borrowings. 

 

• Records all international borrowing, lending and investment transactions of the domestic country’s 

private 

• When borrowing from other nations we create a liability – a debt which we have to pay thus borrowing 

of funds by domestic residents from overseas is called capital inflow. e.g borrowing, foreign direct 

investment to domestic country. 

• When we lend to overseas, we gain a new assets- a claim over foreign resources and lending funds to 

overseas is called capital outflow e.g. lending, portfolio investment abroad   (purchase of share, 

debentures and other securities) 

• Capital Account also include total official and total non-official capital transactions 

• Official transaction – are those involving Government Authorities and Reserve Bank. 

• Non- official capital transactions – comprises all overseas borrowing and lending by the private sector 

as well as public sector. 

 

 

 

 

 

The Balancing Item 

• In theory a surplus on capital account is always = to the deficit on current account.  

• The required equality between the sum of the credit and debits entries in the Balance of Payment is 

brought about by the inclusion of a balancing item.  

• It ensures that the Balance of Payment always balances. 

 

Factors influencing Capital Account. 

1. The relative attractiveness of Fiji to the foreign investors i.e. the interest rate we offer, inflation rate, 

economic policies, and political climate. 

2. International borrowing and lending. 

 

 

1. The Balance on Capital Account = Capital Inflow – Capital Outflow 

2. The Balance of Capital Account is sum of Official and Non-Official capital 

transactions. 



3. 

Strand: (4) International Economics                                                                                            Lesson 76 

Sub Strand: (4.1) Balance of Payments 

L/Outcome: analyse and interpret the calculation of BOP 

Example: 

Balance of Payments Account 

Exports 51.8  

Less imports -    49.2  

BOT  2.6 

Services (Invisible Trade)   

Services Credit 13.2  

Less Services Debit -16.5  

NET SERVICES  -3.3 

BALACE ON GOOS AND SERVICES  + -0.7 

Income:   

Income Credit 5.0  

Less Income Credit -22.3  

NET INCOME  + -17.3 

Unrequited Transfers   

Unrequited Transfers Credits 4.7  

Unrequited Transfers Less Debits -2.2  

NET UNREQUITED TRANSFERS  + -2.5 

Balance of Current Account (Deficit)  - 15.5 

Capital Account   

Official capital transactions   

General government -1.8  

Plus Reserve Bank +(1.5)  

TOTAL OFFICIALS  (3.3) 

Non official capital transactions  +18.8 

Balance on capital account (surplus)  $15.5m 

 

Class Activity 

Ref: 2019 

 

Current Account $m $m 

Merchandise (visible trade)   



4. 

Strand: (4) International Economics                                                                                            Lesson 77 

Sub Strand: (4.1) Balance of Payments 

L/Outcome: analyse and interpret the calculation of BOP 

Class Activity 

Ref:2020 

 
 

Ref: 2020 

 

 
 

 
 

 
 

 



5. 

Strand: (4) International Economics                                                                                            Lesson 78 

Sub Strand: (4.1) Balance of Payments 

L/Outcome: Calculate and interpret BOP. 

Class Activity 

Ref:2019 

 
 

 
 

 

 

 

 

 



6. 

Strand: (5) Development Economics                                                                                      Lesson 79 

Sub Strand: (5.1) Economic Development 

L/Outcome: Define Economic development 

Economic Development 

 

 

 

 

 

 

 



7. 

Worksheet 

Essay Writing – Ref 2020 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


