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SectionI: Introduction

O pennesstointernationalcapital‡owspromisesmyriadbene…ts.

Foracountrywithstronggrowthpotential, theabilitytoborrowoverseas

enablesittoconvergemorerapidlytoitssteadystate. Inaddition, inter-

nationalborrowingandlendingcanalsohelp tostabiliseaneconomyin

thefaceofmacroeconomicshocks. A thirdfunctionisthatinternational

capitalmarketactivityallowsacountrytohedgelocalproductionrisk.

In this paper, wefocus on theriskdiversi…cation roleplayed

by internationalcapitalmarketintegration. W e doso in the context

oftherecenthistoryofthe Irish economy. T he importanceofforeign-

owned…rms intheIrish industrialsector;therapidlyincreasinglevelof

overseas investmentbyindigenous …rms inrecentyears;thesubstantial

externaldebtofthegovernment;andthemagnitudesoftwo-wayportfolio

capital‡ows suggestapro…leofaneconomythatis heavily integrated

intointernationalcapitalmarkets. O urfocus here is onwhethersuch

integrationhasenabledIrelandtohedgeitsmacroeconomicrisk.

R iskdiversi…cationpromises signi…cantbene…ts. First, bysta-

bilisingconsumption, thewelfareofrisk-averseagents is raised. Second,

if…rmsfacecreditconstraints, thensmoothcash‡owisalsobene…cialin

thecorporatesector. T hird, diversi…cationmaypersuadeinvestorstoun-

dertakehigh-meanhigh-varianceprojects, raisingtheeconomy’slong-run

growthrate(seeA cemogluandZ ilibotti 19 9 7 , D evereuxandSaito19 9 7

andO bstfeld19 9 4a).

Previewingourresults, we…ndevidenceconsistentwithsignif-

icantinternationalriskdiversi…cation. Indirectevidenceis providedby
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signi…cantinternationalcapitalmarketactivity;two-wayinternationalin-

vestmentincome‡ows;andhigh internationalconsumptioncorrelations

relativetointernationaloutputcorrelations. D irectevidenceisprovided

bythe…ndingthattherateofreturnonnetforeignliabilitiesmovespro-

cyclically.

Inpreviouswork, O ’M alleyandScott(19 8 7 , 19 9 4)relatedpro…t

out‡owstothesalesorturnoverofforeign-owneddomesticsubsidiaries.1

T heirfocus was on forecastingand sotheydid notattempttoisolate

the cyclicalcomponentofpro…tout‡ows. H owever, their…ndingofa

signi…cantpositiverelationship betweenthelevelofactivity(as proxied

bysalesorturnover)andthelevelofpro…tsisconsistentwiththeevidence

andargumentsadvancedhere. A nearlierliterature(e.g., Prachowny1969

and Bond 19 7 7 ) alsostudiedthebehaviourofinternationalinvestment

income‡ows. H owever, inthosepapers, thefocuswasonexplainingthe

levelsoftheratesofreturnsondomesticandforeigninvestmentsrather

thanontheirrisk-diversi…cationproperties.

T hestructureoftherestofthepaperisasfollows. Insection2,

wereviewsomebasicfactsaboutIrishinternationalcapitalmarketactiv-

ity. Section3investigates internationalconsumptionandoutputcorrela-

tions. T hecyclicalbehaviouroftherateofreturnonnetforeignliabilities

isexaminedinSection4. Section5 concludes.

1Intheir19 9 4paper, theyalsoconsidertheexchangerateasanadditionalexplanatory
variable.
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SectionII: B asicFacts

Inthis section, we…rstreviewthebehaviourofvariouscompo-

nentsofthebalanceofpayments(subsection2.1) beforeturningtoother

measuresofinternationalcapitalmarketactivity(subsection2.2).

A : T heCurrentA ccountandInternationalIncomeFlows

Figures 1-7 andTable1 detailtheevolutionofthecurrentac-

count, thestockofnetforeignliabilities, internationalfactorincome‡ows

(allexpressedas ratios toG D P ) andthe impliedrateofreturnonnet

foreignliabilities stockover19 7 5-9 6. A s showninFigure1, theratioof

thecurrentaccounttoG D P (CA Y ) severelydeterioratedduring19 7 6-81

buthas been improvingsince19 82 andmovedintosustainedsurplus in

theearly19 9 0s. Figure2 showsthestockofnetexternalliabilities asa

ratiotoG D P (EX T Y ).W ecalculatethisstockasthecumulativecurrent

accountde…cit(inconstantprices) since19 63.2 Inlinewiththeevolution

ofthecurrentaccount, thestockofnetexternalliabilitiesgrewuntil19 86

andhassincebeensteadilyfalling.

Internationalfactorincomeout‡owsandin‡owsaregraphedin

Figures3and4. T heratiooffactorincomeout‡owstoG D P (IN CM Y )has

beenincreasingovertime, risingfrom4.7 percentin19 7 5 to20.5 percent

in19 96. T heratiooffactorincomein‡owstoG D P (IN CP Y ) ‡uctuated

aroundalowleveluntil19 8 7 buthassigni…cantlygrownduring19 8 7 -9 6,

morethandoublingfrom3.5 percentin19 8 7 to8.3percentin19 96. T hese

2W ewouldliketoadjustthismeasureforrevaluatione¤ects, suchas capitalgains
andlossesonassetholdings, butdonothavethedatatomakethisadjustment.
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dataindicatethatIrelandcontinues toreceivegross capitalin‡ows but

alsohasbuiltupasigni…cantstockofgrossforeignassetsinrecentyears,

re‡ectingtheoverseasinvestmentactivitiesofdomesticmultinationalcor-

porationsandthegreaterinternationaldiversi…cationofdomesticpension

funds. Figure5 plotsthenetfactorincome‡ow(N FIY = IN CP Y -IN CM Y )

whichbecameincreasinglynegativeduring19 7 5-85 buthas since‡uctu-

atedwithnocleartrend.

W eplotthe impliedrateofreturnonthestockofnetforeign

liabilities inFigure6. W ecalculatetherateof returnas

R oR t=
N F I t
EX Tt¡1

(1)

wherenetfactorincomeandthestockofnetexternalliabilitiesaremea-

sured inconstantprices. W eemployfactorincome‡owsas aproxyfor

investmentincome‡ows, sincetheO ECD doesnotdecomposefactorin-

comeintopaymentstolabourandcapital. Ideally, wewouldliketomea-

surerates ofreturnseparatelyforthestocks ofgross foreignassets and

grossforeignliabilitiesbuttheIrishdataareinadequateforthistask. A

perfectmeasurewouldalsoincludecapitalgainsandlossesonthestocks

offoreignassetsandliabilitiesbutdatalimitationsprecludethis step.

W e see from Figure 7 thattherateofreturn has been rising

throughouttheperiodbuthas sharply increasedduringthe19 9 0s. O n

anaccountingbasis, this is explainedbythefactthatnetfactorincome

‡owshavenotdeclineddespitethecontractioninthestockofnetforeign

liabilities, suggestingthatforeign investments in Ireland are especially

pro…table.
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B : O therIndicatorsofInternationalCapitalM arketIntegration

InFigure 7 andTable2, wereportsomedataon Irishpartic-

ipation in internationalcapitalmarkets. Figure 7 plots thetotaldebt

raisedbyIrishagentsoninternationalcapitalmarkets, asaratiotoG D P

(ICA P Y ). A s isclearfromFigure7 , thismeasurehas sharply‡uctuated

buthasbeenonagenerallyrisingpath, from 5.2 percentin19 7 5 to10.8

percentin 19 96. O fcourse, this measure is incompletesince itignores

equitytransactionsanddoesnotincludetheacquisitionofforeignassets

bydomesticconcerns.

Figure8 showsthethetotalissueofbonds(B O N D Y ), botheuro-

bondsandforeignbonds, andFigure9 theamountofinternationalbank

loans (L O A N Y ) incurredbydomesticagents, eachexpressedas aratio

toG D P. Itis clearthatbond issues havegrown both in absoluteand

relativeimportance, indicatingthatIrishentitiesareincreasinglyableto

taptheinternationalsecuritiesmarkets, reducing…nancingcostsrelative

todependenceonbankloans.

A partialsourceofinformationonbilateralinvestmentpatterns

isprovidedbyU nitedStatesBureauofEconomicA nalysiswhichpublishes

dataonthedirectinvestmentpositionoftheU S inothercountriesandthe

directinvestmentpositionoftheU S inothercountries. A ccordingtothe

mostrecentestimates(B argas19 9 7 ), thevalueoftheU S directinvestment

positioninIrelandwas$8400 millionin19 9 5 and$117 49 millionin19 9 6,

or13.6percentand17 .4percentofIrishG D P respectively. H owever, the

valueoftheIrishdirectinvestmentpositionintheU S wasalmostaslarge,

being$7 418 millionin19 9 5 and$9 7 7 6millionin19 9 6, or12.0 percentand

5



14.5 percentofG D P respectively.

Estimatesofbilateralinvestmentincome‡owsbetweenIreland

andtheU nitedKingdomover19 88-9 6areprovidedinTable3. T hedata

indicatethatincome in‡ows and out‡ows are in approximatebalance.

A n implication, comparingthese…gures totheaggregates inTable1, is

thattheU nitedKingdom is an importantdestinationforIrishoutward

investmentbutthattheU nitedKingdomplaysarelativelysmallersmall

asasourceofinwardinvestment‡owsintoIreland.

M orecomprehensivedataareprovidedbytheBundesbankfor

recent

SectionIII: InternationalConsumptionandO utput

Correlations

Table3reportsoutputandconsumptionpercapitacorrelations

betweenIrelandandvariousinternationalgroupsofcountries. W eemploy

datafromthePennW orldTablesversion5.6inordertoensurethatcon-

sumptionandoutputaremeasuredincomparabletermsacrosscountries,

atthepriceofbeingunabletoextendthesampleintothe19 9 0s.

A basicpredictionofinternationalrisk-sharingmodels is that

consumptionshouldbemorehighlycorrelatedacrosscountriesthanout-

put: countries should shareproduction risk in ordertoobtain amore

stablepathforconsumption.3 In row(1) ofTable3, forinformational

purposes, wereportthedomesticcorrelationofconsumptionandoutput.

Inrows(2)and(3), followingO bstfeld(19 9 5), wereporttheinternational

3SeeO bstfeld(19 8 9 , 19 9 5), B ackus, KehoeandKydland(19 9 5) andH essandShin
(19 9 7 ) forreviewsofthisliterature.
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outputandconsumptioncorrelationsbetweenIrelandanda“restofthe

world” comprisingofallcountries inthePennW orldTableswithcontin-

uous dataover19 50-9 0 thatis ofqualityC- orbetter(in allcases, we

excludeIrelandfrom theaggregate). Inrows (4) and(5), wereportcor-

relations betweenIrelandandtheEU 15 comprisingallcurrentmembers

oftheEuropeanU nion. Inrows (6) and(7 ), weconsideronlytheEU 12

whicharethesetofEU membercountriespriorto19 96. Inrows(8) and

(9 ), the internationalgroup is theeleven countries which arelikely, at

thetimeofwriting, tobeinthe…rstwaveofEM U members.4 L ast, the

foreigncountryistheU nitedKingdom inrows(10) and(11).

W iththeexceptionoftheEM U group, weseethatthepattern

overthefull19 51-9 0 periodis fortheconsumptioncorrelationtoexceed

theoutputcorrelation. H owever, thishidesamajorchangebetween19 51-

7 2 and19 7 3-9 0. D uringtheearlierperiod, theoutputcorrelationwas in

allcasesabovetheconsumptioncorrelationwhereastheoppositeistrue

forthemorerecentperiod. T his is especiallystrikingsincetheoutput

correlation inallcases has actuallydeclinedbetween19 51-7 2 and19 7 3-

9 0.

Perhaps themostspectacularcaseiswithrespecttotheEM U

group. A lthoughtheoutputcorrelationfellfrom 0.39 to0.316, thecon-

sumptioncorrelationhassharplyincreasedfrom 0.08 7 to0.481. T hecor-

relationofIrishandU K outputandconsumptiongrowthratesalsoshows

adramaticchange. D uringtheearlierperiod, theoutputcorrelationwas

4T heEM U groupistheEU 15 groupminusD enmark, G reece, SwedenandtheU nited
Kingdom.
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higherthantheconsumptioncorrelation(0.553versus0.286). Inthemore

recentperiod, theoutputcorrelationwasalmostzeroandtheconsump-

tioncorrelationwassigni…cantlyhigherthantheoutputcorrelation(0.255

versus0.081).

T hisplacesIrelandamongstararesetofcountriesforwhichthe

internationalconsumptioncorrelation is higherthantheoutputcorrela-

tion— theusualcaseistheso-called“quantityanomaly”bywhichoutput

ismorehighlycorrelatedinternationallythanconsumption(seeB ackus,

KehoeandKydland 19 9 5) — and suggests thatIrelandhas diversi…ed

consumption riskrelativelymorethanmanyotherindustrialcountries.

M oreover, thisdiversi…cationisarecentphenomenon, beingevidentonly

sincethemid-19 7 0s.

H owever, suchcorrelationtestsareonlyanindirectmethodofex-

aminingtheextentofinternationalrisk-sharing, sincetheydonotreveal

themechanisms bywhich diversi…cationactuallyoccurs. Forinstance,

agents can in principle share riskbywritingcross-insurance contracts

whichspecifypayo¤s contingentonG D P realisations, bybuildinginter-

nationallydiversi…edportfolios orviatheoverseas investmentactivities

ofmultinationalcorporations. In thenextsection, weconsideramore

directtestoftheroleofoneparticularmechanism — acontingentrateof

returnonthestockofnetexternalliabilities — indiversifyingdomestic

productionrisk.
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SectionIV : A reInternationalIncomeFlowsStabilising?

Toinvestigatethecyclicalbehaviouroftherateofreturnonnet

foreignliabilities, weemploythespeci…cation

¢ R oR t= ® + ¯¢ log(Yt)+ "t (2)

where ¢ denotes a…lteredmeasure, R oR t is therateofreturnonnet

foreignliabilities inyeart, Yt is G D P inyeartand"t isanerrorterm.

Forrobustness, weconsiderthree…lters: (i) the…rst-di¤erence

…lter;(ii)theH odrick-Prescott(19 9 7 ) H P …lter;and(iii)theBaxter-King

(19 9 4) band-pass …lter. T he …rst-di¤erence …lterin essenceassumes a

constantlong-run growth rate, whereas the H P …lterallows the trend

growthratetobetime-varying. BaxterandKing(19 9 4) criticisetheH P

…lterforplacingan excessiveweighton high-frequency ‡uctuations in

calculatingthe…lteredcomponentandproposeinsteadaband-pass…lter

thatfocusesonthefrequenciesthatmatterforbusinesscycleanalysis.5

U nderrisk-sharing, therateofreturnonnetforeignliabilities

R oR t shouldmoveprocyclically. A procyclicalrateofreturnmeansthat,

holding…xedthestockofnetforeignliabilities, netpaymentstooverseas

investorsriseduringaboomandfallduringarecession. Inthisway, do-

mesticproductionriskishedged: inexchangeforsharingthefruitsofan

upturnbypayingoutalargersharetooutsideinvestors, domesticagents

arecushionedagainstadownturnsincetheshareofdomesticoutputal-

5Inpractice, asexplainedbyBaxter(19 9 5), theband–pass…ltercanbeimplemented
byadjustingthesmoothingparameterintheH odrick-Prescott…lterfrom ¸ = 10 0 to
¸ = 10 (forannualdata). A lthoughtheH odrick-Prescott…lterhas been inusesince
19 80, formalpublicationwasonlyin19 9 7 !
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locatedtoforeignersdeclinesunderthoseconditions. Similarly, investing

in overseas assets thathaveahigh payo¤ when thedomesticeconomy

is doingbadly insulates domesticincomefrom ‡uctuations in domestic

output.

Itshouldberecognisedthatacontingentrateofreturnonnet

foreignliabilities canbegeneratedbyequity-typeinvestments (e.g., for-

eigndirectinvestmentorportfolioinvestmentin stockmarkets) orvia

investmentsthatpromisea…xedincomestream inagivencurrency. In

thelattercase, realexchangeratemovements convertthe…xed income

stream in onecurrency intoatime-varyingrealreturn in anothercur-

rency. (U nfortunately, theIrishdatadonotpermitustocompareacross

di¤erentassetclassestoexplorewhethertherearesystematicdi¤erences

intheirrisk-diversi…cationproperties.)

Inadditiontoequation[2], wealsoexaminethespeci…cation

¢ R oR t= ® + ¯¢ log(Yt)+ °¢ log(Y R O W
t )+ "t (3)

where Y R O W
t is a G D P measureforthe“restoftheworld,” as proxied

byatrade-weighted G D P averageoverG ermany, the U nitedKingdom

andtheU nitedStates. W econtrolforinternational‡uctuationssincerisk

diversi…cation is onlyfeasibleifthedomesticand internationalbusiness

cyclesareimperfectlycorrelated.

A saprecursortotheestimation, Figure9 plotstherateofreturn

andlog(G D P ), in …rstdi¤erences. T hevisualimpression ofapositive

relationship is striking.

T he econometricresults are presented in Table 4. T he …rst-
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di¤erence…lteris employedincolumns (1)-(2);theH P …lterincolumns

(3)-(4);andtheband-pass …lterin columns (5)-(6). R egardless ofthe

…ltermethodandwhetherornotwecontrolforY R O W
t , therobust…nding

acrossthespeci…cationsisthattherateofreturnonnetforeignliabilities

moves procyclically. T heestimatede¤ectis quantitativelylarge: taking

theresults incolumn(1) forillustrativepurposes, aonestandarddevi-

ation increase in the G D P growth rate increases therateofreturn by

1.1 percentagepoints(thestandarddeviationofthe…rstdi¤erenceofthe

rateofreturn is 1.8 percentagepoints). T heforeigngrowthrateY R O W
t

isalways insigni…cant. T hismakessenseduetothefactthatIrelandisa

netdebtor— netincome‡owsaredominatedbyincomeout‡ows, which

aredeterminedbydomesticconditions, whereasincomein‡ows, whichare

a¤ectedbyinternationaleconomicconditions, havebeenrelativelysmall

(althougharerisingrapidlytowardstheendofthesample).

A sarobustnesscheck, werecalculatedtherateofreturnonthe

basis ofthealternativeestimates ofthestockofexternalliabilities pro-

videdbyH onohanandKelly(19 9 7 ) andobtainedverysimilarregression

resultstothosereportedinTable4.6

T heevidenceinTable4 supportsthenotionthatIrishproduc-

tionriskisatleastpartiallydiversi…ed, sincevolatilityindomesticG D P

is hedgedbyo¤settingmovements intherateofreturnpaidonnetex-

ternalliabilities. M oreover, thisresultis inlinewiththe…ndings inSec-

6T heseresults areavailableuponrequestfrom theauthor. H onohanandKellyat-
tempttocorrectforcapitalgains and losses on holdings ofnetforeign liabilities by
adjustingfortheerosionofnominalvaluescausedbydomesticandforeignin‡ation. W e
thankPatrickH onohanforgenerouslyprovidingthesedata.
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tions 2 and 3 thatIrelandhas extensivegross internationalassets and

liabilitiesandthattheinternationalconsumptioncorrelationexceedsthe

internationaloutputcorrelation. Itwould bedesirable tostudymore

disaggregateddata(e.g., gross stocks) butcon…dentiality issues prevent

theCentralStatisticalO ¢cefrompublishingadetailedbreakdownofthe

internationalinvestmentposition. Itistobehopedthattheend-19 9 7 sur-

veyofcreditinstitutionsand…nancialservices companies, which is part

ofaglobalIM Fe¤orttoimprovedataoninternationalinvestment‡ows,

willprovidesomeextrainsights intoriskdiversi…cationpatterns.

SectionV : Conclusions

Inthispaper, wehavetakenaninitialstep inexamininginter-

nationalriskdiversi…cationinthecontextoftheIrisheconomyandfound

someevidenceinsupportofpartialrisksharing. O urfocushasbeenonthe

positivedimensionofthis question(is therediversi…cation?) butfuture

researchshouldalsoaddressthenormativeissues involved. Forinstance,

itmaybeusefultoaddress howtheadventofEM U alters theoptimal

patternofinternationaldiversi…cation— intheabsenceofthedevaluation

option, alternativehedgingmechanismsmaybecomeyetmoreimportant,

especiallywithintheprospectiveeuroarea.
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Table1: InternationalInvestmentPositions

CA Y EX T Y IN CM Y IN CP Y N FIY R O R 1
19 7 5 -0.09 3 -0.39 0 0.047 0.045 -0.001 0.003
19 7 6 -0.014 -0.383 0.045 0.039 -0.005 0.014
19 7 7 -0.049 -0.427 0.055 0.041 -0.014 0.033
19 7 8 -0.050 -0.445 0.058 0.033 -0.025 0.057
19 7 9 -0.062 -0.47 7 0.07 2 0.032 -0.040 0.083
19 80 -0.108 -0.49 7 0.086 0.048 -0.038 0.07 7
19 81 -0.137 -0.618 0.09 3 0.041 -0.052 0.083
19 82 -0.096 -0.7 00 0.110 0.036 -0.07 4 0.106
19 83 -0.061 -0.7 62 0.115 0.031 -0.084 0.110
19 84 -0.056 -0.7 8 7 0.135 0.036 -0.09 9 0.126
19 85 -0.038 -0.801 0.148 0.039 -0.109 0.136
19 86 -0.032 -0.837 0.137 0.036 -0.102 0.121
19 8 7 -0.002 -0.802 0.134 0.035 -0.09 9 0.123
19 8 8 0.000 -0.7 61 0.153 0.041 -0.112 0.148
19 8 9 -0.016 -0.7 34 0.17 0 0.050 -0.119 0.163
19 9 0 -0.008 -0.686 0.182 0.07 3 -0.110 0.160
19 9 1 0.007 -0.669 0.17 3 0.07 2 -0.101 0.151
19 9 2 0.011 -0.635 0.17 3 0.064 -0.109 0.17 2
19 9 3 0.039 -0.57 8 0.17 0 0.059 -0.111 0.19 2
19 9 4 0.029 -0.512 0.17 2 0.067 -0.104 0.204
19 9 5 0.028 -0.439 0.201 0.082 -0.118 0.269
19 9 6 0.020 -0.38 7 0.205 0.083 -0.123 0.318

N FIY isratioofnetfactorincometoG D P.IN CM Y isratioofinternational
factorincomeout‡ows toG D P. IN CP Y is ratioofinternationalfactor
incomein‡owstoG D P.EX T Y isratioofthecumulativecurrentaccount
de…cittoG D P. R O R = N FIY /EX T Y (-1). D ataSource: O ECD Economic
O utlook.

21



Table 2: B ilateralInvestmentIncomeFlows: Irelandandthe
U K

IN CP Y IN CM Y

19 8 8 3.3 3.4
19 8 9 3.4 3.3
19 9 0 3.1 4.7
19 9 1 3.2 5.6
19 9 2 2.5 4.1
19 9 3 3.2 4.8
19 9 4 3.0 3.9
19 9 5 3.3 3.5
19 9 6 4.0 4.2

IN CP Y isratioofinvestmentincomein‡owsfromUK toG D P.IN CM Y is
ratioofinvestmentincomeout‡owstoU K toG D P.D ataSource: U nited
Kingdom BalanceofPayments “P inkBook”, 19 9 7 edition, O ¢ceofN a-
tionalStatistics.
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Table3: B ilateralInvestmentIncomeFlows: IrelandandG er-
many

IN CP Y IN CM Y D IR P Y D IR M Y P O R T P Y

19 9 3 0.8 7 2.34 0.06 0.85 0.25
19 9 4 1.11 2.56 0.15 1.06 0.52
19 9 5 1.06 2.25 0.09 0.68 0.47
19 9 6 1.11 1.53 0.06 0.50 0.45

P O RT M Y B O N D P Y B O N D M Y L O A N P Y L O A N M Y

19 9 3 0.7 5 0.24 0.66 0.55 0.7 3
19 9 4 0.7 9 0.49 0.69 0.44 0.7 1
19 9 5 0.7 2 0.45 0.65 0.50 0.85
19 9 6 0.42 0.44 0.36 0.59 0.61

IN CP Y are investmentincome in‡ows from G ermany. IN CM Y are in-
vestmentincomeout‡ows toG ermanytoG D P. D IR P Y areinvestment
incomein‡ows on Irishdirectforeign investmentin G ermany. D IR M Y
areinvestmentincomeout‡owsfrom G ermandirectforeigninvestmentin
Ireland. P O RT P Y areinvestmentincomein‡owsonIrishportfolioinvest-
mentinG ermany. P O RT M Y areinvestmentincomeout‡owsonG erman
portfolioinvestmentinIreland. B O N D P Y areinvestmentincomein‡ows
on Irish holdings ofG ermanbonds. B O N D M Y are investmentincome
out‡owson G ermanholdings on Irishbonds. L O A N P Y areinvestment
incomein‡owsonIrishloanstoG ermany. L O A N M Y areinvestmentin-
comeout‡ows on G ermanloans toIreland. A llvariables areexpressed
as aratiotoG D P. D ataSource: BundesbankBalanceofPayments by
R egion, SpecialStatisticalPublication11, September19 9 7 .
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Table4: InternationalCapitalM arketA ctivity

ICA P Y B O N D Y L O A N Y
19 7 5 0.052 0.005 0.048
19 7 6 0.059 0.007 0.052
19 7 7 0.068 0.010 0.058
19 7 8 0.07 1 0.008 0.063
19 7 9 0.060 0.013 0.047
19 80 0.027 0.013 0.014
19 81 0.081 0.027 0.054
19 82 0.07 0 0.031 0.039
19 83 0.067 0.054 0.013
19 84 0.069 0.048 0.021
19 85 0.086 0.07 6 0.009
19 86 0.106 0.085 0.021
19 8 7 0.057 0.031 0.026
19 88 0.031 0.017 0.014
19 89 0.111 0.045 0.066
19 9 0 0.060 0.022 0.038
19 9 1 0.069 0.035 0.035
19 9 2 0.054 0.043 0.011
19 9 3 0.060 0.056 0.004
19 9 4 0.105 0.040 0.065
19 9 5 0.07 9 0.038 0.041
19 96 0.108 0.09 1 0.017

T O T A L isthesumofbondissuesandbankloansbydomesticborrowers.
B O N D Y is totalinternationalbondissues. L O A N Y is totalbankloans
incurredbydomesticborrowers. A llvariablesareexpressedasratios to
G D P. Source: O ECD InternationalCapitalM arkets Statistics, 19 50-9 5
andO ECD FinancialStatistics M onthly(O ctober19 9 7 ).
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Table5: InternationalConsumptionandO utputCorrelations

19 51-9 0 19 51-7 2 19 7 3-9 0

(1) ½(C ;Y ) 0.7 17 0.7 58 0.67 8

(2) ½(Y ;YR O W ) 0.47 6 0.69 5 0.363

(3) ½(C ;C R O W ) 0.532 0.63 0.608

(4) ½(Y ;YE U 1 5) 0.346 0.563 0.27

(5) ½(C ;C E U 1 5) 0.408 0.439 0.511

(6) ½(Y ;YE U 1 2) 0.35 0.57 1 0.281

(7 ) ½(C ;C E U 1 2) 0.419 0.434 0.537

(8) ½(Y ;YE M U ) 0.29 4 0.39 0.316

(9 ) ½(C ;C E M U ) 0.237 0.08 7 0.481

(10) ½(Y ;YU K) 0.263 0.553 0.081

(11) ½(C ;C U K) 0.261 0.286 0.255

Correlationsofpercapitaconsumptionandoutput. R O W isa40 country
aggregate, consistingofallcountries inPennW orldTableswithcontinu-
ousdataover19 50-9 0 ofqualitygradeC- orhigher. EU 15 istheaggregate
ofthe…fteencurrentEU members. EU 12 is theaggregateofthe12 EU
membersbefore19 9 6. EM U istheaggregateoftheelevenlikelyfounding
membersofEM U . Ineachcase, Irelandis excludedfrom theaggregate.
D atasource: PennW orldTablesversion5.6.
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Table6: InternationalInvestmentPositions

(1) (2) (3) (4) (5) (6)

C -0.003 -0.001 0.002 0.002 0.001 0.001
(.006) (.008) (.007 ) (.007 ) (.002) (.002)

¢ Log(Y ) 0.406 0.42 0.404 0.434 0.341 0.3
(.118) (.126) (.127 ) (.143) (.113) -0.13

¢ Log(Y R O W ) -0.101 -0.165 0.17 6
(.245) (.344) (.243)

D W 1.62 1.61 1.49 1.45 1.54 1.58

adj.R 2 0.34 0.311 0.481 0.45 0.27 7 0.26

Period 19 7 5-9 6 19 7 5-9 6 19 7 6-96 19 7 6-96 19 7 5-9 6 19 7 5-9 6

D ependentvariableistherateofreturnonnetforeignassets. Incolumns
(1)-(2), itisin…rstdi¤erences;incolumns(3)-(4), itisH P (100)…ltered;in
columns(5)-(6), itis H P (10) …ltered. Y isdomesticG D P growthratein
columns(1)-(2);itistheH P (100) …lteredlogofG D P incolumns(3)-(4);
andtheH P (10) …lteredlogofG D P incolumns(5)-(6). Y R O W issimilarly
de…nedgrowthratefortherestofthe O ECD . In columns (3)-(4), the
regressionincludesanA R (1) correctionterm.
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