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LESSON 13 
 

 

 

 

 

 

 

Introduction:  

This lesson is based on the notes on “Resource 13: Balance of Payments”. 

Instructions 

1. In your Exercise Book, copy the Header and the learning outcome. Make sure that your 

Handwriting is neat and legible. Go through your lesson notes and attempt the Practice 

Exercise in you exercise book.(We will be checking your Exercise Book when you return to 

School) 

 

 

 

 

Read your Lesson notes (resource) and complete the Practice Exercise 13 below  

Resource 13: Balance of Payments 
 
It is a record of all money coming in (cash inflow) and leaving (cash outflow) of a country in a 
year. 
The effects of export and import on the money supply; 

 Exports  –  the  sale  of  exports  is  an  important  source  of  income  to  Papua  New  
Guinea producers.  Much  of  this  income  is  deposited  in  the  bank  accounts  within  
Papua  New Guinea. Money supply in the country increases. 

 Imports  –  payments  for  imports  result  in  money  leaving  Papua  New  Guinea.  
Money is paid to overseas countries so money supply decreases. 

 Foreign Investment – foreigners doing business in Papua New Guinea increases M3 
while residents (Papua New Guineans) investing overseas reduces money M3. 

 Capital inflow (aid received/borrowing) from other countries increases the money supply 
while Capital outflow (aid given/loan repayment) reduces money supply. 

 
Money  enters  and  leaves  a  country  in  ways  such  as  foreign  investment,  aids,  loans  and 
movements from business activities. 
 
The Government Budget (expenditure) 
Changes in government taxation, spending and borrowing policies affect the money supply.  

 Increase government expenditure (G) leads to rise in money supply (M3) and decrease in 
government spending leads to reduction in M3. 

 Increasing/imposing tax reduces M3 and decreasing/abolishing tax leads to rise in M3. 

Subject: Grade 12 Economics 

Term 1 

Week 8 Lesson Number: 13 

Date: ___/____/2021 

Topic: Money & Banking 

Sub Topic: Balance of Payments 

Learning outcomes: At the end of this lesson, you should be able to: 

1. describe the composition of the money supply in PNG and  identify and  explain  factors 

that affect the money supply 
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 Borrowing increases M3 and repaying loan decreases M3.(refer to Fiscal Policy. pp 60-
77) 

 
Open Market Operation (OMO) by the Central Bank 
 
It is buying and selling of government securities (GS) by the Central Bank (Bank of PNGBPNG).  

 Selling government securities to the public (individuals and firms) reduces M3.  

 Buying back government securities from the public increases M3. 
Government  securities  are  a  piece  of  official  document  issued  to  investors  in  return  for 
money borrowed. Government securities is a monetary tool the government utilise (use) to 
borrow fund from the domestic market whenever it is in need of additional funds. It is a form  
of  investment  for  those  who  lend  money  to  the  government  by  buying  the  government  
securities  because  they  will  get  it  back  with  interest  when  the  government  buys  back  
the government securities. .  
 
Lending by Commercial Banks 

 Increased lending leads to rise in M3.  

 Decreased lending results in fall in M3. 4.  Lending by Commercial Banks 

 

 

Practice Exercise 13 

Read Resource 13 on “Balance of Payments” and answer the questions. Copy the Questions 

first and then answer the Question in complete sentences. 

1. Describe how lending by commercial banks affect the money supply? 

2. What is ‘Government Securities’?  Explain  how  buying  and  selling  of  it  impacts  on  the 

money supply? 

 

 


