
1

Analyzing the Analyzing the 
External SectorExternal Sector

Overview
Jan Gottschalk

TAOLAM

This training material is the property of the IMF – Singapore Regional Training Institute (STI) and is intended for the use in STI 
courses. Any reuse requires the permission of the STI.

Central Bank of Myanmar - TAOLAM
“Introduction to Financial Programming” 

December 16-20, 2013  Yangon, Myanmar

I. Basic Structure of Balance of 
OverviewOverview

Payment
II. Useful Concepts & Indicators
1. Exchange Rate
2. What Determines Exchange Rate?
3. Real (Effective) Exchange Rate
4. External Competitiveness



2

Central Bank of Myanmar - TAOLAM
“Introduction to Financial Programming” 

December 16-20, 2013  Yangon, Myanmar

I. Basic Structure of BalanceI. Basic Structure of Balance of of 
PaymentPayment

Current Account

Capital and Financial Account

Above the line Errors and omissions

Financing
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Below the line

Overall Balance
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Basic Structure of Current Account Basic Structure of Current Account 
Balance Balance (Real Transactions)

Trade Balance (Goods) = Exports - Imports

Net Income (e.g., Interest, Profit Repatriation)

Net Transfers (Official, Private)

Trade Balance (Services) = Exports - Imports
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Current Account Balance
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Basic Structure of Financial Basic Structure of Financial and Capital and Capital 
Account Account Balance Balance (Financial Transactions)

Capital Account (e.g., Debt forgiveness)

Financial Account
Direct Investment
Portfolio Investment
Other Investment (e g net loans disbursements minus
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Financial and Capital Account Balance

Other Investment  (e.g., net loans—disbursements minus 
repayment;  currency and deposits)
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-Overall Balance

Basic Structure: Financing Basic Structure: Financing 
Flows Stocks

Overall Balance  
= Financing

Change in Net 
Financial Reserves

Foreign Reserve 
Levels
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Change in Arrears

Exceptional 
Financing

Stock of Arrears
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Reserve AdequacyReserve Adequacy
Total and Net CBM Reserves

 In relation to 
trade: import 
coverage
 Rule of thumb: 
reserves should cover 3 
months of imports
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Proj
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 In relation to 
capital flows: how 
vulnerable is country to 
sudden capital outflow?
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Current
Account

•Trade Overall
Surplus?
Accumulate

•Services
•Income
•Transfers

Financing

Balance
What 

happens
to 

reserves?

reserves

Deficit?
Run down
reservesa c g

•Cap & Fin 
Account

Putting It All Together …Putting It All Together …
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AnalzyingAnalzying Myanmar’s BOPMyanmar’s BOP

Wh h
ExerciseExercise Balance of Payments

(In billions of U.S. dollars)

What are the most 
important 
positions in 
Myanmar’s BOP? 
 Analysis in US$ 
and GDP terms -1
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Overall balance

Proj.

and GDP terms
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 What to look for?
 Explain IMF chart
 Reserve adequacy
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II. Useful Concepts & IndicatorsII. Useful Concepts & Indicators
Exchange RateExchange Rate
Kyat-US dollar 
exchange rate:
• Devaluation
• Appreciation
For what does 
h h

13

the exchange 
rate matter?
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What Determines Exchange Rate?What Determines Exchange Rate?
• Availability of y
foreign exchange
Depends on …
Balance of 
Payment 
(in general)

14

Overall balance
(in particular)
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What Determines Exchange Rate? (cont.)What Determines Exchange Rate? (cont.)
• Price differential:
Similar good inSimilar good in 
two countries 
should cost about 
the same 
 exchange rate 
corrects for price 
differential

15

differential
 Called 
‘Purchasing Power 
Parity’
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Real (Effective) Exchange RateReal (Effective) Exchange Rate
Comparing the price 
level in Myanmar with Market and Effective Exchange Rates (EER) 1/

(Index 2005=100)e e ya a t
that of other countries, 
all expressed in kyat:
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1/ Auction rates (kyat/USD) are applied starting April 2012.
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Example of real exchange rate and exports:Example of real exchange rate and exports:
External External CompetitivenessCompetitiveness

where:
 ER nominal exchange rate (in home currency per $)

Export volume = f ( PD/PD* ·ER); YR*; …)

Price 
effect (-)

Foreign income
effect (+)

 ER = nominal exchange rate (in home currency per $)
 PD = domestic price level (in home currency)
 PD* = foreign price level (in $)
 YR*  = foreign income (proxied by real GDP)
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Thank You!

The concepts discussed here 
provide you with an introduction 
to the external sector but there is 
much more!much more!


