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Abstract: This article indicates an overview of the Balance of payments. For this 

article we study a number of books, magazine and research papers. This article 

related to balance of payment in Indian context. Secondary data is taken from 

various books, magazine, research papers and official site of RBI . Many terms 

related to monetary policy and fiscal policy is used in this article. The main 

objective of this research article focuses on economic transaction and foreign 

exchange. 
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Introduction: A country’s balance of payments keeps track of both its payments to and its receipts from 

other countries. The B.O.P. account is the measurement of all international economic transactions 

between the residents of a country and foreign residents. The Balance Of Payments is a book-keeping 

system for recording all payments that have a direct bearing on the movement of funds between a nation 

(private sector and government) and foreign countries. All the transactions involving payments from 

foreigners to Indian are entered in the “Receipts” column with a plus sign (+) to reflect that they are 

credits, that is, they result in a flow of funds to Indians. Receipts include foreign purchase of Indian 

product such as computer and wheat (exports), foreign travel India (tourists services), income earned from 

Indian investment abroad (investment income), and foreign payments for Indian assets (capital inflow). 

All payments to foreigners are entered in the “payments” column with a minus sign (-) to reflect that they 

are debit because they result in flow of funds to others countries. Payment include Indian purchases of 

foreign product such as French wine and Japanese car (imports), Indian travel abroad (services) income 

earned by foreigners from invest in India (investment income) and Indian payments for foreign assets 

(capital outflow). 

Type’s of B.O.P. accounts: The B.O.P. is composed of two primary sub-accounts, the current account 

and the financial or capital account. In addition, the official reserve account tracks government currency 

transaction and the net errors and omission account, is produced to create and keep the balance in the 

B.O.P. 

1. Current account: it includes all international economic transactions with receipts and payments flows 

occurring with in the current year. The current account consists of four categories: 

(I)Goods Trade: This is the record of export and import of goods. 

(II)Service Trade: service trade is the record of export and import of services. 

(III)Income: This is the current income related with investments that were made in previous periods. For 

example, if a Japanese foreign firm established its subsidiary firm in India, then the profit made by this 

subsidiary that will be repatriated back to Japan as dividend is the current invest income. Wages and 

Salaries paid to non-residents workers are also included in this category. 

(IV)Unilateral Transfer: Unilateral transfer include pension, remittance, gifts for which no specific 

services are rendered. They are called unilateral transfer because they represent the flow of funds in only 

one direction. 

Therefore, 

Export of goods affects the inflow of foreign exchange into the country, while import of goods causes 

outflow of foreign exchange from the country. 


