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A bstract

W etake an intial step in investigating the intematianal divarsl.. catian of
I ish praductian risk W e...nd evudance thattl relend displays saome proper

ties assodated with intermatiaal nsksharing T hese indude hidh gass
stods affadign assets ad iabi fties; hich intermatianal caarsumption ar

reltias reli\e 1o aitput aeltias; ad prooydical bahaviourofthe
rate of retum an netextemal lsbilties. Kepnods: 1relad riskshaning

cpital tons, balnae ofpaymerntts.
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anmais. | an gatelul 1 the Sadal Saaxae R esserdy Canadl of the
R oallnshi cadamy or..nendal suppart V iens eoressed belog sokely
O the autharand donotnecsssari ly refectthe qpinian ofthe D gpartmantt
of BEcoamics of T nnity Callece D ublin.



Sectian | Intoducian

0 paress ointematiaal epital ons pranisess myriad bae. 6.
Faoracountry with strag gonth potatial the aoi ity tobamonvoersees
enabks itto aanverge mare rigpidly oits steedy state. |n addiian inter
naticnal baroning and Inding Gan albo heb 1o stabi ise an ecoxany in
the o= oFfmaacecoonicshads. 4 third foncian is thatintematiaal
pital marketactivity allons a counry 1o hedoe bl praduction risk

In this pgper; we Toas an te nsk dversi..cation ke played
by intematical cpital market intlegatian. W e do so in the aaiext
of the reaat histary of the Irish econamy:. T he impartence of Toragn
onrd .. ims in the Insh industral sector; the repidly inaessing el of
oarsess investmant by indigenaus .. mims in reaat years; the substantial
extamal ddotofthe goaemmant; ad the magnitudess ofFtnoway partioio
pital Tons suggest a pro. E of an econany that is heavly integrated
into inlematical pital markets. 0 ur foas hare is an whether sudh
integratian hes enebled | relad 1o hedoe its maacsaonamic risk

R isk diversi..catiaon pramises sigi. Gaitbeare. . First, by sta
biising casumptian, the welbxe of nskaerse egrits is rasad. Seaod,
if..ms e aeditaastrants, then snooth esh fowvis abkobae.galin
the capaate secior: T hird diversi..catian may persuecke investars tount
dertale hig mean highariance prgjects, raising the econamny’s bng run
gonth rate (sseeh aamaglu and 2 ilibotti 1997, D everaux ad Sato 1997
and 0 bstied 199 49).

P mevening aur resulls we ..nd eMdence aasistentwith sigif
icant intematianal risk diversi. cation.  Indirect evidance is proidsd by



sign.. ctintemational epirtal marketactivity; twovay intermratiaal in
vestmant inaome tons; and hich intermatianal casumption aneltias
reltive o intematiaal autput coneltias. D irectevidaxe is proaded
by the ..nding thatt the rate of retum an netfadgn kabi ges moes pro
o/cically.

Inpraiaswai 0 1l alleyandSaote(1987, 199 4) relted pro. t
auttons o the saks artumovar ofF fareig onned domestic subsidiaries !
T har Toaus wes an Tarecssting and so they did not attiempt 1o isolate
the odical anpaet of pro.tauttons. H oneer; trar..nding of a
sigi.cat pasitive reltiaship betnean the el oF activity (s proded
by salss atumoser) and the el ofpro. s is arsistaibwth theevidance
and agumants acvenaad here. A nearlier erature (eg, P radhonny 19 6
and B ad 19 77) abko studied the behaviaur of intermatiaal investmentt
inaome ftons. H onever; in those pgpars, the 1oas wes an eplEning the
bek oftre rates of returs an damestic and fodagn inestmants rather
than on tar sk diversi.. catian properties.

T he structure of the restofFthe pgperis as Tollons. 1N sectian 2,
we reviewwsame besic facts ebaut ! sh intematiaal Gprtal marketactiv
Iy, Sectian 3 investicaies intematiaal casumptian and autputaonelka
tas. T he gydical behaiaurofthe rate of retum an netfaodagn ksbi fties
Is eaminad in Sectian 4. Sectian 5 aondludess.

Inthar199 4 paper; they aboaosidarthe exdance rate as an additicalepbratory
\aricbke.



Section 11 B asic Facts

In this ssctian, v ... Ist review the bdraiaur ohvarias ampo
nais ofthe balence ofpaymants (subsectian 2.1) befare wming to other
messures of intematianal cepital marketactiMvty (subssctian 2.2).

A T he Cunatth acountand |nematiaal |name Fbns

Fgues 1-7 ad Tabk 1 detal the evoliiaon of the aumaitac
aunt the stodkofnetfordgn labi fties, intermatical Bcorinametons
(all eqoressd as ratics 6 DP) ad the implied rate of retum an net
Tadgn abilties stodkoer19 75-9 6 A s shonn in Fguare 1, the ratio of
the amatacocount®©o6 DP (G Y) saverely deteriaated duning 19 7681
but hes bean improing since 1982 and mowad into sustained surplLs in
the early 1990s. FHgure 2 shons the stodk of netextermal kabilties ss a
ratiotot DP (EXTY). W ecalulie this stodk as the amuliive aunent
aooountce. dt(in arstantprics) sine 19 &2 In newith the evolitian
ofthe awunattacoount; the stodk ofnetextermal labifties gewvutil 1986
and hes since bean steedi iy Bling

Intematiaal fectarinaome auttons and infons are ggphed In
Foures3ad4. T heratiooFectorinaameauttons ot DP (IN Gl Y ) hes
bean inaessing oertime rising fran 4.7 paraaitin19 75 ©20.5 pacait
IN1996 T he ratioofF ectoriname irntons ©6 DP (IN CPY) Tuctuated
aaud a by bBel util 1987 buthes sigii.. cantly goan duning1987-9 6
mare then dablingfran 35 paraatinli87 18 3pacaitin19I 6 T hese

2 e waud ke 1O adjust this messure or revalation e ects, sudh as Gpital crirs
and bssss an assetholdings, butdo nothave the data to make this adjustmat



cata indicate that | reland aotinues o reEve gos Gpital infons but
abohes bulltup asigi.. catstodk ofFgross T g assets 1IN rieEatyears,
et ecting the ovarsess invesstmattactivities ofdamesticmulinatiaal ar
paatias ad the gegter inematiaal dversi. cation ofFdaomesticpasian
TUnck. Figure5 plots tre netiectorincomefowv(@ FIY=IN CPY-IN QI Y)
whidh became inaessingly necative during 19 75-85 buthes sinae Tuctr
ated with no deartrad.

W e plot the implied rate of retum an the stodk of net Tadgn
iabiltess in FHgure 6 W e alubie the rate of retum s

N Fl¢
EX T

ROR ¢= (1)

where net fectarinaome and the stodk ofnetextermal b iities are mea
sured in astaitpracs. W e enpby ctoriname fons as a proy or
Investmeantinaame fons, since the0 ECD  does notdecompcse fectorin
aome into paymais 1 Bbaurand pital |deally, wewoud ke tomea
sure raies of retum separaiely or the stods of gess Toragn assets ad
agtss Tadagn kabites butthe I rsh daia are inedequate Tor this tesk A
perfiect messure wauld abko induce pital gairs ad bsses an the stodss
offoragn assets ad iabi fities but data Imitatias preclucke this step.

W e see fram Hgure 7 that the rate of retum hes bean rising
thraughaut the periad but hes shaesply inaessed during the 1990s. 0 n
an acounting basis, this is eqplEnad by the ot that net ecdtorinaome
Tons have notdedined despite the aotrectian in the stodk ofnet fardign
iabiftes sugesting that Tadgn inestatts in lrelbed are espedally
pro. &bk



B : 0 ter Indcators of Inermatiaal Cagpralll arketintegatian

In Fgure 7 and T abke 2, we repart same datla an [ rish partic
ipatian in intematical cpital markets. Figure 7 plots the total ddot
rasad by | ish egais an intermatianal epital markets, as aratiotot D P
(IC PY). A sis dearfram Figure 7, this messure hes shaply $uctuated
buthes been an agrnerally nsing path, fran 5.2 pacatin1975 1©1038
pacitin 1996 0 faourse this messure is incompkEte since itigaes
equity trarsectias and does notindude the aaouisition offordign assets
by domestic aaacars.

Fgured shons thethe tolalissieofbads BO N DY), batheuro
bads and Tareigh bads, and Figure ) the amaunt ofinermatianal bank
kars (0A N Y) inauned by domestic agaits, eedh eqoressad as a ratio
16 DP. Itis dear that bad issues have goan bath in aosolute and
rehline impartance indicating that | nsh entities are inaessingly ebke to
1o the intermaticnal ssaunties markets, redudng ..nendng asts rieltne
1O dgpadanee an bank kbars.

A partial source ofinfamatian an bi |eteral inesstmant patienrs
Is provided by U nited States B ureau ofEconamict nalysis whidh publishes
dataon tredirectinvesstmattpasition oftheU S in othercountries and the
drectinesstmattpasition ofthe U S in othercountries. A ccoding o the
mostrecantestimates B arges 199 7), thenaleofthel S directinvestmantt
paitian in lrelbend wes $8400 millanin1995 and $1174 millaninl99 6
arl3.6paercaattand 17 .4 pacaitofinsh( D P respecinely. H oneer; the
\ale ofthe | ish directinvesstimantpasiian in theU S wes alinastes exce
bang$7418 milianin1995 ad$) 77&nillanin199 6 arl2 .0 percaitad



145 pacaitoft DP respeciinely.
Estimates of bi |eteral investmant inaome tons betneen 1relbed

and the U nited Kingdom oer 19 88-9 Gare proaded inTebke 3. T hedatla
indcate that inaome intons and aittons are in goprodmate balbnce
A n implication, cmparing these ..gures O the aggegaiss inTabke 1, is
that the U nited Kingdom is an impartant destinatian for | rish authard
inestmentbut that the U nited Kingdom plays a reltively smalkersmall
&6 asauree ofinnard investmatons into [ relend,

Il ae ampraansive dala are proaded by the B undesbank Tor
recat

Section 111: Intematiaal Casumptian ard O utput
Correltias

T abke 3 reparts autputand caasumptian per pitaareltias
betnean | relad and varias intematiaal graupes ofcountries. W eemploy
datafran ttheP anV ard T ebks varsian 5.6in ader o asure thatan
sumptian and autputare messured in camparable terms aatss aountries,
at the price ofbaeing unebe o extad the sanpE into e 199 0s.

A besic predician of intematiaal risksharing madek is that
asumptian shauld be mae hichly aonelated aatss countries then auk
put coutries shauld share productian nsk in ader to dotain a mae
stebk path Tr aasumptian® In row (1) of Tabke 3 orinfomatiaal
pumpcsss, Ve rgpart the damestic conelatian ofFaasumptian and autput
In rons (2) and (3), olloning0 bstied (199 5), we repartte intematiaal

3See 0 bstied (1989, 1995), B adas, Kehoe and Kydiand (1995) and H ess and Shin
(1997) Torreviens ofthis erature.



autput and caasumptian conelatias betneen Irelbd and a “restof the
world” comprising ofall countries in theP enW ard T ablkes with cattin
uas data oer1950-90 thatis of qualty C arbetier (in all esss, wWe
edlLcke lrelbd fran the aggecaie). 1N rons (4) ad 6), we ripartar
reltias betnen relbnd ad the BJ 15 aompnsing all cumatmeambears
ofthe BLpeen U nian. In rons (6§ ad (7), we asider anly the BEU 12
whidh are the setofB) membercauntries pnar 199 6 Inrons (8) ad
0), te inematical gap is the ebvan autries wnidh are ikely at
the time ofwiiting o bein the ..Istvwae of Bl U membas? | ast; the
Tadg) auntry is the U nited Kingdom in rons (10) and (11).

W ith the exaption oftre Bl U gaup, we see that the patiem
oerteUll 1951-90 periad is Tor the caasumptian arelatian o exassd
the autputaonel|tion. H onever; this hidss amajardrange betinean 19 51-
72 ad 19 7390. D urng the earfier periad the autput conelation Wss in
all asss aboe the asumption areltian Wheress the qopasie is e
1o the mae re@Eattpenad. T his is espaedally striking since the autput
aoneltian in all eess hes actiually decined betnean 1951-72 ad 19 73
90.

P erhgps the most spectaaular Gase is wWith respect o te BI U
gap. A hauch the autput areltiaon £l fron 0.3 1©0.316 te an
sumptian axrelatian hes sharply inaessad rom 0.087 ©0.481. The ar
relation ofl nsh and U K autputand aansumptian gronth raties albo shons
adramatic dange D unng the earfierperiad the autput anelatian Wes

“TheBl U gaypistheBJ 15 gayp minusD eamark ¢ reece Swweden and theU nited
Kingdam.



hidherthan the casumptian conelatian (0 553 versus 0.28 §. Inthemare
reEatpaeriad the autput carelatian wes alnast zero ad the casump
ton areltian wss sigi. cantly higerthen the autputaarelatian (0 255
versLs 0.081).

T his plaass | reland anagsta rare setofaountries fornhidh the
intematiaal casumptian conelatian is higer than the autput aonelka
- thewswalaseis theso Al “guantity anamaly”’ by whidh autput
Is mare hidhly aonelaied intermatiaally then cosumptian (sseB adas,
Kehoe and Kydlad 1995) — and suggests that lrelad hes diversi.ed
asumptian risk relEiinely mare then many other industrial countries.
Il asoer; this dvars..calian is a reaEtphenamenan, bangevidatanly
since the mid 19 70s.

H oanever; sud aonellion &sts are anly anindirectmethod ofex
amining the extant ofintermatianal risk sharing since they do not reveal
the medheniams by wnidh divarst. cation ectiually ccours. Far irstanag
aas éan in pindpk share nsk by witting acss insurance anracts
whidh speafy payas aattingeitan ¢ D P realisatias, by buillding irnter
natically dversi..ed patiola arva the oersses iInestimatt activties
of mulinaticnal capaatias. 1N the next ssctian, we asider a mare
drectisstofthe ok ofae pariaulrmedenism —  acaingatrate of
retum an the stodk of netextamal kebilties —  in dvaersifing daomestic
productian risk



Sectian IV : A re Intermatical Inaome Flons Stebilising?

T oinesticaie the o/dical bdaviaurofthe rate of retum an net
Tadgn kabiktes, we enpby the spad..catian

CROR¢= @+ ¢ bg¥D+ "t @)

whae ¢ daotss a .. liexed messure R oR ¢ is the rake of retum an net
Tadgn kabiftes inyeart Y¢ist DP inyeartad ' ¢ is an enortem.

For roustness, we asider three . lers (1) the .. risedireraxae
.. Kex; (i) theHl adrid<P resaott (99 7) H P ... ler; and (i) theB axterKing
(1994) badpess .. Kexr: T he ..1isedireraxe . ler in essane assumes a
arstait bgrun gonth rale wharess the H P . ler allons the trad
gonth rate 1o be timevarying B axterand King (199 4) attdse theH P
.. ler or pledng an exasssive wadit an hidhy frequacy fuctuatias in
calublting the .. lered aompaatad prgocee irnsteed aband pass .. ler
thatfoasss an the fliecpendes thatmatter orbusiness oyce analysis.?

U nder nsksharing the rate of retum an net foagn abi ities
R oR + shaud moe prooydically. A prooydical rate of retum mears that,
holding .. x&d the stodk oFnet g kabi ities, netpaymants 1 oersses
Investars rise during aboom and &l dunng a recsssian. | this wayy do
mestic praductiaon risk is hedgedt in exdange Tarsharing the frluits ofFan
uptum by paying auta kg share toadtsice inestars, danestic agants
are ashiaed aganst a donntum since the share ofF domestic autput al

°In practics as explined by B axter (199 5), the band-pass ... lercan be implkbmated
by adjusting the snoothing parameter in the H adnd<P rescott .. llerfron | = 100 ©
. = 10 (orarual dae). 4 thoudh the H adnd<P rescott .. lier hes been in use sinae
1980, fomal publicationwss oy in 199 71



Ibcated 1o Tadigers dedines under those aonditias. Similbrdy; investing
INn oarsess assets that hae a hidh payar when the danestic econany
Is dang badly insultes damestic income fron fuctuatias in donestic
autput

It shauld be recogiised that a caingait rate of retum an net
Tadgn i ities an be genevalied by equisA e inestimats (eg, TorF
agn direct invesstment ar partiolio investmant in stodk markets) arva
INestmants that pramise a . >e&d inaome stream In agvan amaoy. In
te Hier e raal edance ke moemaits anert tre . >e&d income
stream in ae anaxy into a time \varying real retum in another aur
racy. (U niorunately, the | rish data do notpamitus 1O anpare aacss
dir erantasset dbssss o eploe whether thare are systematic dic exenass
iNn thar isk dvars.. catlian praperties.)

In addition o equatian [2 ] we albo eamire the sped..catian

CROR¢= @+ ¢ bogYp+ T bYW )+ ¢ o

wheare YR isat DP messure for the “rest of the wartl” as prokded
by a treadevwadited ¢ D P aerace oert emany, the U nited Kingdaon
and thelU nited Staes. W e aontrdl Torintermaticnal  uctuetias since risk
diersi..catian is anly EesibE if the domestic ad intermatiaal business
o/cks are imperfectly aarelaied.

A sapreaursartothessimatian, Hgure!d plots the rate ofretum
ad It DP), in..ristdraeencs. T he vsual impressian of a pasitive
reltiaship is stiking.

T he ecoametric resuls are presatied in Tabk 4. The .Sk



dreraxe . leris anpbyed in colmns (1)-(2); theH P .. Herin colmirs
3 (@; ad the bad pass .. Ker in cobmrs (6)-(6. R ecadiess of the
.. iermethod and whetherarnotwe antrdl oY R V| the doust..nding
aacss the spad..catlias is that the rate of retum an netfordon kabi fties
mowes praoydically. T he estimatied e ectis quantitatinvely bxge kg
e resuls in collmn (1) Torillstratine pupcsss, a ae standard dev-
aiaon inaesse in thet DP gonth rate inaessss the rate of retum by
1.1 pacatace pants (the standard deviation ofte .. 1stdic erence of e
rate of retum is 1.8 pacattece pdnts). T he Tadigh gonth rate Y {0V
Is alnays insigi.cat T his makes sasedie O tte et taticbdis a
netdebtor netinaome fons are dominated by income auttons, Whidh
are determinad by donesticaaditias, wheress inaameintons, whidh are
ar ected by intermational econamic anditias, have been reltively smalll
(althauch are rising rgpidly tonards the ed ofFthe sanpE).

A s ardoustness deds e recalubted the rate of retum an the
basis of the allermatie estimales of the stodk of extermral kabiities pro
vided by H axdhan and Kelly (199 7) and dotained very simi lar regressian
resuls tothose igparted inTebke 4.8

T he evidance in T ebke 4 supparts the notian that I rish praduc
tian riskis at st partially dversi..ed since vohtikty in donestict D P
Is hadged by o setting movamants in the rate of retum paid an netex
temal Iabiltes. || asoer; this resultis in inewth the .. ndings inSec

9 hese results are aveai Bble ypan recpest fiom the authar: H aden and Kellly ak
tEmpt © anect Tor pital gars ad ksses an hodings of net Trdgn kabiities by
adjusting Torthe exasian afnominal valbies caused by domesticand foragn intatian. W e
thenk P atridkH adhan Targrnaerassly proiding these data



tias 2 ad 3 tat lrelbd hes exiansive goss intematiaal essets and
icbi Ities ad that the intematicnal casunption conelation exasscs the
intematiaal autput conelatian. [t wauld be desirabke 1o study mae
disaogecaied dala (eg, goss stods) but an. datialty issues prevait
the Catral Statistical 0 ¢ ae firom publishinga deta d bregkdonn ofthe
intematical ineesstmaTtpasiian. |'tis tbe haped thattheend 199 7 sur
ey of geditinstitutias ad ..nendal seras ampanies, Whidh is part
ofaddoal lll F e att®oimproe datlaa intaematical inestmaittions
wi ll provice some extrairsigts into risk diversi.. cation patierns.

SectianV : Caxdsias

In this pgper; we have tBkan an inftial step 1N eamining intex
naticnal risk diversi.. catian in the aontextofthe | rish econany and fourd
soneaevidaaeinsuppartoipartial isksharing 0 urfoas hes beenanthe
pasitive dmeansian of this guesstian (is thare diversi..catiaT?) but future
rescarcdh shauld alo addiess the namattive issues ilvolhved. Farinstanas
it may be uselul 1 address howv the adhatof Bl U alters the gotimal
pattern ofintermaticaldvas. ation-  inthe absance ofthe cevalatiaon
gotian, allermative hedgng mednenisms may becomne yetmare impartant;
espadallly within the progpective euro area,
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Tabk 1: Intematia|al | NnvestmatitP asiltias

ay ETY Way IWCPY NHY ROR1
1975 -0093 -030 004 004 -0.001 0.003
1976 -0014 -0.33 0.04% 003 -0.005 0.014
1977 -004 -0427 0055 004 -0.014 0033
1978 -0050 -0445 0.058 0033 -0.025 0.057
19719 -00& -04r7 0072 0032 -0.040 0.083
1980 -0.108 -047 0086 0048 -0038 0077
1981 -0.137 -0.&8 0.093 0041 -0.052 0.083
1982 -0096 -0.700 0.110 0036 -007/4 0.106
1983 -00& -0.7&@ 0.115 0031 -0.084 0.110
1984 -0056 -0.787 0.1 0036 -0099 0.126
1985 -0038 -0801 0.148 003 -0109 0.136
1986 -003x -0837 0137 0036 -0102 0.121
1987 -0002 -0802 0134 003 -0.099 0.123
1988 0.000 -0.7r&@& 0153 0041 -0112 0.4
1989 -0016 -0.734 0.170 0050 -0119 Ol
1990 -0008 -0.86 0.182 0073 -0110 0.1&
1991 0007 -0& 0173 0072 -0.101 0.151
1992 0011 -0& 0173 0068 -0.109 0.172
1993 003 -0578 0.170 005 -0.111 0.192
1994 0029 -0512 0.172 006 -0.104 0204
1995 0028 -043 0201 0082 -0.118 026
1996 0020 -0.387 0205 0083 -0.123 0.318

N FIY isratioometbEctorinametot DP.IN Al Y is ratiochriematiaal
ctor iname auttons ©6 DP. IN CPY is ratio of imnamatiaal Bctor
iIncomeintons o6t DP.EXTY is ratio ofthe amulative aunmattacoount
de.dattot DP.ROR=N FHY/EXTY (-1). DaaSauc= 0 ECD Eaonamic
0 uthhdk



Tabk 2: BiklEtera Inesstment Iname Fions: el d ad tte
UK

INCPY INQIY

1988 33 34
1989 34 33

1990 31 4.7
1991 32 5.6
1992 25 41
1993 32 43
1994 30 39
1995 33 35
1996 40 42

IN CPY is atioofinesstmattincomeinforssfonUK o6 DP.IN QI Y is
ratio ofiniesstmattinamme auttons ©U K 16 DP.D ataSaurae U nited
Kingdom B alane of P aymats “P inkB aX’, 1997 edtian, 0 ¢ = ofll &
taal Statistics.



Tabk 3 BiklEeral Inesstmentiname Flons lvelbrd ad 6 er
mary

INCPY N QY DIRPY DIRWY PORTPY

1993 087 2.3A 006 085 025
1994 1.11 256 0.15 1.06 0.52
1995 1.06 2.25 0.09 0.8 0.47
1996 111 153 006 0.50 045

PORTH Y BONDPY BONDMY LOANPY LOANMNY

1993 0.75 0.24 0.6 0.55 0.73
1994 0.79 0.4 0.6 0.44 0.71
1995 0.72 0.45 0.6 0.50 085
1996 04 0.44 0.36 0.59 0.8

IN CPY ae inestmattinaome infons from 6 emany. IN QLY are in

vestmattiname auttons 16 emay o6 DP.DIRPY ae inestmat
iInaome intons an Insh direct fadgn inestattint emarny. D IR Y

areinestmatiname autons fran (6 eman directiadgn inestattin
lrelend. PORTPY areinvestmantinaome intons an I nsh partolioinvest
maitint emany. PORTI Y areinestmentiname aittons ant eman
partioioinestmatinlrelend. BON DPY are investmentinaome infons
an Irish hodings oft erman baxds. BON DI Y are ilvestmant inaome
asttons ant eman hodings anlrishbaxk. LOAN PY are inestmait
iIname infons an Insh ks 6 emany, LOA N I Y are investmattin
amne autons ant eman kbas o lielbd. A Dhaiabkes ae eqressd
s ariotolt DP.DaaSame B udesbank B albbnae of P aymants by
R egan Spedal Sttistial P ublicatian 11, Septamber1997.



Tabk 4 Inematical Cepitalll arketh civty

ICAPY BONDY LOANY
1975 0052 0.005 0.048
1976 0059 0.007 0.052
1977 0.068 0.010 0.058
1978 0071 0.008 0.0
1979 0.0 0.013 0.047
1980 0.027 0.013 0.014
1981 0081 0.027 0.054
1982 0.070 0.03L 0.03
1983 0.06 0.054 0.013
1984 0.06 0.048 0.021
1985 0.086 00/6  0.009
1986 0106 0.085 0.021
1987 0.057 0.03L 0.026
1988 0031 0.017 0.014
1989 0.111 0.045 0.0
1990 0.0 0.022 0.03
1991 0.06 0.0 0.0
1992 0054 0.043 0.011
1993 0.0 0056 0.004
1994 0.105 0.040 006
1995 0079 003 0.041
1996 0.108 0.091 0.017

TOTAL isthesun ofbad issues ad bak kars by donestic baronass.
BONDY is toal inematical bad issues. LOAN Y is ol barnk kbars
inauned by damestic bamoners. A lhariabks are eressed as ralics 1o
6 DP.Same 0 ECD Intamatiaal Cegpital il atets Statistics, 1950-95
ad0 ECD FnanaalStatisticsll atthly (0 cdoer199 7).



Tabk 5: Intermatical Casumptian ad 0 utput Conrelatias

195190 1951-72 197390
Q) ®»C:Y) 0717 0758 0.68
@) %(Y;Yrow) 0476 0.685 036
3 %C;Crow) 052 0.8 0.68
@ %(:Yeyis) 0396 0568 027
G) %(C;Ceuis) 0408 043 0511
© %(:Yeyi2) 035 0571 0281
(7) %(C;Ceuiz) 0419 0434 0537
@) %(Y;Yeyy) 0294 03 036
@) %(C;Ceyy) 0237 0087 0481
(10) %(Y;Yyx) 026 0553 0.081

(11) %(C:Cyx) 028 0286 0255

Caeltias dfpercapitacasumpticnad autput ROW isa40 counry
agpgecpie axsisting ofall auntries inPanW ald T ables with aontinu
as datlaoerl) 50-9 0 ofgualty gade C- arhidher: BU 15 is the agoecaie
oftre .. fieen aumatB) meambears. BJ 12 is the aggecaie of the 12 B

members belae 199 6 BI U is the aggrecaie ofthe elbvan ikely Tounding
members of B U . In eedh a2 Trelad is exduded fran the aggecaie.
D alasawxce PenWV aldTabks vasan 5.6



Tabk 6 Intematia|al | NnvestmaitP asltias

€y @ ©) @ ®) ©

C 0003 -0001 0002 0002 0001 0001
(006 (008) (007) (007) (002) (002)

¢Log(Y) 046 04 0404 0434 034 03
(118) (126 (127) (143 (113 -013

¢ Log(Y ROW) -0.101 016 0.176
(245) (344 (243)

DW 1.8 1.6 1.4 1.45 154 158
adjR 2 034 0311 081 04 0277 026

P eriad 197596 197596 V7606 197606 197596 197596

D gpadatvariabE is the rate of retum an netfadgn assets. Inacoblmrs
Q) ), rtisin..istdit erancess; iInaoblmins (3)-(4), 1tisH P (100) .. kered; in
almrs (B)- (6, itisH P (10) ..Mexed. Y isdamestict D P gonth rate in
almrs (1)-(2); itistheH P (100) ..Mexed Igoft D P in columrs (3)-(4);
andthel P (10) .. Meved lkgoft DP inaobmms G)-(6. Y RV issimilarly
ce.ned gonth rate Tor the Isst of the 0 ECD . In acolmns (3)-(4), te
regressian indldes and R (1) conectiaon tem.



