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Continuation from last class…

Capital

Exporting goods and interest income = receipt
Imports and interest expense = payments
Buy foreign stocks = capital outflow
Canadian stock=capital inflow

Financial assets:
1. Direct Investment: refers to a type of investment made by investors that seek to have a lasting interest in an enterprise and usually a role in management
2. Portfolio Investments: seeking income and potential capital gains from their investments in instrument such as bond, stocks or money market paper.
3. Other (we don’t need to know this)* but [deposit, loans and trade credit]

Capital Account: A principal account of the balance of payments that records acquisitions/disposals of non-produced, non-financial assets (i.e. intellectual property rights such as patent and tangible assets such as embassy land). Also included are capital transfers that redistribute savings or wealth. (i.e. migrant’ assets, debt forgiveness and inheritance) 

System of National Account in Canada
 
· Canada current account runs on a deficit from 5.9 billion to 16 billion. More Import then export. 
· Foreign investor increased their holdings of Canadians debt securities by 28.4 billion
· Debt: Financial claim that refers to lending of funds by a creditor to a debtor. Debt comprises securities (generally marketable) and other debt instrument (generally not marketable). Debt can be a part of direct, portfolio or other investment depending upon the relationship between the issuer and the holder. 
· Canadian paper market has increased 10.2 billion where it had decreased 7.8.
· Equities: comprise common and preferred shares (stocks), which represent a share in the ownership of the company. In addition, the following are also considered as equities; depository receipts, most units of mutual funds, income trusts and warrants. Equities can be part of portfolio or direct investment in the balance of payment or international investment position depending upon the relationship of the issuer and the holder 
· Investors are acquiring less foreign financial instrument and that slows down the capital outflow, since Canadian money is not invested in foreign country as much.
· We don’t have as many foreigners investing directly; it is down from 15.4 to 9.2 billion.  
· But Canadians aren’t investing directly as well. We are at 4.7 billion down by half. 
· Current account balance equals: capital and financial account net flows minus the statistical discrepancy (error term) 


· Services are current not capital
· Receiving money from a company you already own shares of aren’t capital (borrowing capital) 
· Interest is not financial it is under current 
· A receipt
· Investment income 
Current account receipt of service export 

· Europe brings back clothes: Capital outflow of an imported good 
· Travelling to another country is a import of services 
Portfolio investment 

Breakdown of balance payment

Export or import
Good or service
Capital ? Inflow? Outflow? Receipt?

OIL*

Pipelines
Keystone XL
Northern Gateway project (threat to US to involve China in Keystone staling) 
Energy East (pipeline to east where should build a refinery) 

LNG (liquid natural gas) 









Capital Account
· Hungarian grandmother sends money for bday present capital account transaction
· American publisher Canadian author, service, 

· patent is something, monopoly right to something you even or whatever, no body steal your idea, payment for the patent license would be same, service 

· apple buys the whole right to the idea, the whole patent capital account 


Canadian Assets (us as owner of foreign stocks and bond) 

When Canadians purchase more foreign assets than they get rid of, there is a
net capital OUT-flow, and the numbers are NEGATIVE.

When “Canadian ASSETS” value is POSITIVE (net IN-flow), it means that
Canadians have sold off more foreign financial instruments than they bought.

When foreigners purchase more Canadian financial instruments than they sell back to us, there is a capital IN-flow in “Canadian LIABILITIES”, and the numbers are POSITIVE. 

When “Canadian LIABILITIES” value is NEGATIVE (net OUT-flow), it means that more Canadian financial instruments have been REPATRIATED than sold to foreigners
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