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A bstract

W e eploe saone enpinal properties of gcss intematiaal inestment
paitas. In aacss sscian of countries, wWe ..nd that mare gpen aoun

tries wWith xgerdomestic ... nendal markets tad tohold greaterquantities
offadagn ass=ts ad kabiltes. Keywads intematiaal ilniesstmant pasi-

tias inematical inestmatiname tons, assettrade

A ddonkedoements

Emalpbed tdie Tel: $H31-68225. Fax H31-§72503. | an
gateultotheSagalS aenceR eseardh Caunalofther oallnshi cadamy,
TeTCD Prosts A cadamic D evelppment Fund and e TCD B ESS
B enefectias Fund Tor..nenaal suppart. P artofthis wark wes aconducted
whik | wes a vsitar at the R eseaxrdh D gpartmeant of the Intermatiaal
I aetary Fund. | thankP hilippeB acdhettaand P aobP esariti Torhebotul
suggsstias. T hevens eressed in this pgper belog 1o the autharad
donotnecssari ly et ectthe viens oftheD gpartmattofEaanamics T CD .



Sectian | Intoducian

T his pgperempinclly studies gess intematiaalinestmatpo
gtas. A Hhaugh mud researdh hes Toausad an the determinants of net
pital Fons and edemal daot. grass holdings offoreign assets and Biebik
ities are arguebly a betferindcator of the exiat ofintermatiaal epital
market activty. A n intaresting agpect ofF grGss intematiaal inestmant
pasitias is that, as shonn in sactian 3 below there is aasidarabke atss
auntry hetaraopaty in the el of acss holdings of fordgn assets and
lcbifties! 0 urdojective in this paperis  idantify Bctars thateplEn
this acss sectical \arfatian.

U ndarstanding the saurass ofatss aountry heteraga ty inonn
aship bek offoragn assets ad kabikties is impartant fora number of
reesas. FHist the acsssedtian is ae dmasian alog whidh thearies
of intermatiaal inestmat bdraviar aan be investicgatied. Secod  pasi-
e gGs inematicgal inesttna Tt pasitias may & ect maatsaaNanic
autones by reduang wiherabi ity 1o shads, va the proasian of in
tematical inestmantinaome fons thatare imperiectly conelated with
danesticautputiuctuatias. T hird the scake ofintermatiaal sssetracke
may proAace a volume based messure of ..nandal goaess, Just as ex
pat/t DP andimpartZt D P ratics ply this rioewth respecttopaness
1O track in goocks ad seriass. Far this purpase itis uselul o idattify
the systemic ampaait o ..nendal qoaress justas researders adjust
volLme based messures of tracke gpaness TarBctars sudn as paoulatian,

1Seeabob obb (1990). ¢ olub studied grass cpital fons but; unlike this paper; he
dd notssk to eplan the \ariatian in Toragn assets ad Iabi ities aatss aountries.



bnd area ad prodmity tomajarmarkets (( e2199 3 FankeladR aner
199 6.

0 ne impartait roke played by onnaership of fardgn assets ad
lcbi Fties is 1o smooth incomeg by celinkingt | P and 6 DP 2 In this re
gad wewaud eect thatcountries thathae a geater nesd Torincome
smaothing t© hod greatier guantities ofFforagn assets ad kabikties. Far
instance is it the Gee that those countries thatt e amare ol ke et
viramait tad 1 hae lrger gGss intematical inestmatt pasiias?
Secod, hoding ..>&d these potential gains, the asts oFegegingin in
termatical assst track abo @ ect the propasity o hold pasitive gGss
inematical inestmatt pasitias. A s is daevelpad in sectian 2 belowy
sudh thearetical casideratias guce the ddce of riegessars In aur ant
pirncal analysis.

T he restafthe pgperis aganized as Ollons. Sectian 2 disassss
e Bctas that may heb 1o eplEN ats coutry \variatian in grGss in
tematical inesstmantpasiias. T he eanpinaal analysis begins in sactian
3 wWhidh asidars the detaminants ofatss auntry \aratian in the size
ofFgass holdings ofFfareign assets ad kabiities. Sectian 4 aondluckes.

Section | I: Crss Sectiaal D eeminaits

In this subsactian, we disass sane potential determinants of
\ariation aacss auntries in the bwel of acss hodings of intematiaal
asett ad labilties, as a preaursar o the enpinal wak in sectian 3.
W efoas an\ariablkes thatmay rase the desirabi ity ofinaome smaothing

2SeeSvassan (1988), 0 bstied (1995) and 0 bstEld andR agz (199 6.



and/ ar reduce the baniars o intemational ssset trace®

Since aur interestis in goss intematiaal inestment pasitias,
aurindex ofFacss hodings iIs asimple aerage ofFfardign assets ad kabil
Ities epressed ss aratiotot DP

ArA+FL

1
27y, o

BY; =
W e aasidararange chariables thatmay hebb todetarmine atss caauntry
\ariatian in BYj. A n interesting guestian is Whether countries that are
heajily enceod in the intermatical trade of goocs and servicss are abko
hichly integated in sssetiede. A pasitive assodatian  betineen tracke
goaress ad intematiaal inestinat pasitias may arise Tora number
ofreesas. Hist, trade goaess may rase Vot ity and haae e desire
forincome smoothing* Seaond intermatianal tracke in goods and serviaes
in itselfgrerates paralEl . .nendaltons (1.e, intematiaal paymeats and
redpts) ad .. ims may Wish 1o hedce the riskiness ofthese tons Iin thdr
iINnestmattand tressury strateges. T hird waking in the gopasite direc
o the atss hodings ofassets ad labi fties thatare the resuliis of D |
may N tum generate inaesssd track in goods and serass.

Cauntry size may albo matier: 0 ne reesm is that the establish

ment of domestic ..nendal markets may attal . >ed sekup asts ad it

3\ s sugested by 6 il (1989) and Febstan (199 4), shielding wealth fron damestic
Bxauthaties proidess an additicalmativation Tarhoding faeign assets and kb kties.
H onever; we do nothae the dala to empircally investicgate this prapasiion.

‘R adhik (199 8) argues thatmare goen econamies e mare ot EerMraaments ad
hance desire g goammant ssadars as a saaal insurane medeniam. Intematiaal
asset acss hodings are an alilermative methad by wWnidh income Gan be smaothed that
is potattally mare ponerful sinae it involhes atss caunry trarsrs  riather then just
donestic rarskrs.



may make sase Torasmall counry o ““free HdE” an the exdstance ofdsp
..nendal ad gpital markets in other; Erger econanies.  For irstance
6 ik (1989) pases the scnario of B elgan .. ims and hauseholcs perfamt:
ingall thar..nendal ttarsectias in thel adon markets. A nothergoad
eanpk is lrelad whose barks relled an L adon for interbank ncs
unti l adomesticmaney marketwnes esteblished in 19 72. Finally afturther
reesan Why size may be a rebwantBcoris thatsmaller auntries may be
mare spedalized, with geaterwiherabi ity 1o extermal shods and hace
with mare \ohti e naticnal autput bek.

I the Tomation of intermatiaal ..nendal inkegess simibary in
vohes . >e&d sekup asts, the degree ofintermatianal .. nendal integratian
may ako be paitively relaied o a country’s el of per Ggpita autput
A Kematively by analbgy ©I uligen ad Sak il artin (199 §, a pocs
e reltiaship betnean gcss intematiaal inesstmant pasiias ad
per cgpita autput auld be motivaled by the edstence of . >&d asts In
acouiring informatian ebaut intematianal ..nendal gppartunities.

A s hes bean suggssted aboe auntries that e amare ot e
eMramait shaud be mare awias 1 snaoth inaome by inaessing
atss holdings of fardign assets and kabilties. W e aasider indicatars of
histrical voltility in6 D P, in the tarms of tracke ad in infatian. Bven
it DP isstebk fuctuatias in the tems ofrace generate instabi ity in
purdesing poner® W e allowforint ation volti ity sine infation e edts
the netincomes of holders of unindexed Naminal assets and b Hies.©

°0 faourse iftams oftace moamats a setshifts inG D P, the en ectis tostabilize
raal incmme. H onever; thare is no strag relatiaship betnween autput ad the terms of
tracke in the data ¢ immerman, 199 7).

B acdetta and ven W incogp (1997) ad !l eumeyer (1998) amalyze naminal risk in



Finally we ask whether cauntries with well develped domestic
..nendalmartets are mae ikely toaece in intematical assettracke. A
develped danestic ..nendal sector fd iatss the sake ofF domestic assets
oag) inestas. |naddtan, itis plasibke that.. rms and hauseholds
thatare acostomaed todanmestic tracke in assets may abobe mare attuned
1O the bae. t ofhdding intematiaal inestimants in smaothing inaome.

A coaxdingly the basicspaea.. cation Tor the regressian analysis in
ssctian 3is

BYi = a+ B8Xi+ vZi+&i )
wvhere X is the trade qpaess \variebk ad 7; is aset of the other po
tential determinants disaussed eboe.

Sectian |11: EmpincalA nalysis

T hedataaon fTodagh assets and labi kties are tden fran trelnter
naticnal il aetary Fund’s Intermatiaal Finendal Statistics CD -RO N 7
R estricted by data aval Bbi ity there are nineteen 0 ECD cauntries in the
sampk as Isted inTabke[1] T abk [2 Jrgpats sone basic data Tor these
auntries oar the pariad 1981-95. Colmn (1) shons the ol interma
toal inesstmant pasiian, a6 de.ned in equation [2 ] eboe. Farmast
auntries, gGss intematical inesstmant pasitias are ceardy nsing oer
tme T hare are abo aasidarabEe div erencss in the sizes oFgGss interma
taalinessthmattpasitias aatss auntries (Figure 1 displhys the datain

inematical assstrack.
‘Sinceh pril1997, Ine7d ofthe IFS hes rieparted data an the aompasition ofinter
natical inesstmantpaaias Tora imited number of countries.



Tabk 1l: Cartryl ist

Australa AUS 19866 Jgpan JAP 198096
Auwstma AUT 198096 Netterlbncs N ET 198096
Bebum BHE 1981-94 N awnway NOR 1988-93
Caeda CiN 198096 Newiealxd NIL 199096
Demark DHEI 1991-95 Span ESP  1980-95
Fnbd HI 197596 Sweten SWE 198296
Fax RA 198796 Swiaerld  SW 1 198495
6 emany ¢ R 1980-95 UniedKingdaom ( BR 1980-96
lccd  ICE 1988-95 UntedStatess USA 198096
aly ITA 17296

D ata aveibble on intemational investment: pasitins in Intematianal Finandial S tatistics.
aggphical fam 199 1-95). Belgum, thell etherlends Switzerlbend ad
the U nited Kingdom all hae gGss intermatiaal iniestma it pasiias in

edxsss of100 pacaitoft DP whik atthe otherextrane Iccbd @aly

Jgpan | awvway and Spain hae pasitias thatare kss then 50 paeraaitofr
6 DP.

CobLmrs ) (4 show data an three intematical investment
subcategxies foagn direct inesstmat, partdolio equity and poartdolio
ddbt paitias. (T he calegay “other invesstmants” is not rgported and
Is the dir era e betineen the oAl ad the sum ofthese subaopaais.
0 ther investmants aamprise the hodings of the maetaxy authanty, the
greral goammatt, resenes, the banking systam and other ssctars) It
Is potentially impartant to ssparately aasidar these subcategries. 0 ne
reesn is thatthey may dis erin tha rrisk sharingprgperties. Farirstance
Il iksi- Fenretti and R azin (199 6§ speaubte thatequity lebilities (FD | ar



Tabk 2: Summary D ata

A ustrala

A ustiia

B elbum

D amark

Finled

1981-85
198&00
1991-95
1981-85
198&00
1991-95
1981-85
198&00
1991-95
1981-85
198&00
1991-95
1981-85
198&00
1991-95
1981-85
198&00
1991-95
1981-85
198&00
1991-95

Toal Pl

043 0193
0594 0.228
0.67 0029
0.747 004
0.712 0.055
149 0.118
1988 0.225
2.118 0.33
0.553 0.153
0583 0.168
0.2 0.189

0928 0.121
034 0021
0428 0.0465
0.61 0078

08 006
0.754 0.14

Eqity Dedt Il CP

0.052
0.087
0.004
0011
0.022
0.03
0.081
0134
0.03
0.036
0.053

0.045

0.007
0.04

0.045
0.054

0029 0.01
0047 0011
0096 0046
0.146 0046
0.195 004/
0l1a 026
0311 0276
033 0423
0.117 0.015
0.1a@ 0016
0229 0.017

0276 0133
0043 0013
0095 0.019
0246 0018

0076 0038
0.127 0074

IN Cil

0.045
0.046
0.051
0.053
0.053
026
0.259
0.32
0.051
0.054
0.051

016
0.036
0.041
00

0.03
0.079




6 emany

b d

N etherlbanck

N ewl ealexd

1981-85
19800
1991-95
1981-85
19800
1991-95
1981-85
19800
1991-95
1981-85
19800
1991-95
1981-85
19800
1991-95
1981-85
19800
1991-95

Toal I
0.3 004

0509 0.051
0.66 006

0348 0015
03 002
0299 0.027
0334 0048
043 0065
022 0016
0459 0024
046 00
1021 0226
1271 0293
1465 0.3a

0511 013
0.6/ 0242

Equity D ebt

0.018
0.036
0.053

0.002
0.004
0.009

0014

0.044
0.098
0.159
0227

0.012
0.017

0.052

0.095
0.147

0.005

0.007

0.022
0.12

0.093
0.074

0.133
0.18

0.129
0.151

N CP
0.025

0.03L
0.044

0.005
0.006
0.012
0.011
0.025
0.015
0.027
0.037
0.085
0.084
0.086

0.014
0.007

N Cil
0.021

0.023
003

0.043
0.041
0.022
0.021
0.041
0.013
0.02
0.028
0.081
0.08
0.084

0.0a
00




Span

Sweden

Swzerbbd

UK

US

1981-85
19800
1991-95
1981-85
19800
1991-95
1981-85
19800
1991-95
1981-85
19800
1991-95
1981-85
19800
1991-95
1981-85
19800
1991-95

Toal I

0504 0.028

0.452

0.28
0.3

0.488

003
0.027
0.052
0.102

0426 01a&l

0572
0945
1851
203
2191
1451
1.747
1977
0.28
0413
0.503

023

035
0.187
0.229

0.301
0.153
0.202
0223
0o0a
0.111
0.142

Ecuity Debt Ii CP

0.002
0.015
0.028
0.015
0.036
0177
0272
0316
04
0073
0.155
0218
0.018
0.037
006

0.125
0.122
0.002
001
006
0.013
0.027
0.102
0.348
0.401

041 0106

0.0
0.023
0.009

0.008

0.017
0.022
0.03L
0.044
0.121
0.115

0096 015

02
0.302

0038 0.026
008 0026

0.104

0.129
0.122

0.022

N Ci

0.057
0.047
0.023
0016
0.028
0.041
0.044
0.078
0.053
0.05
0.04
0.143
0.121
0.116
0.018
0.023
0.021

T otal is average aggregate holdings of foreign assets and Eabilties. FD | is Toreign directinvestmernt subaomponent; Equity

is portfolio equity subacompanent; D ebtis portolio debt subcompanent Il CP and IN Gl are factor income infons and

autt ons respectively. A llvariables are expressed as ratics 106 D P. Source Intemational Finendal Statistics CD -RO I .



partolio ecuy) may hae mae attractive payaut daradernistics thaen
Nnaaatingent ddot kabiities, since the yiels an these Babiiies may
mowe in a progydical Bshian

T here is a greral pasitive trad in eech of these subcatiegries
inall cuntries. Figure2 darts the 199 1-95 datatorfoagh directinvest
mentpasitias and shons awide disparsiat sevan aauntries have holdings
belw10 pacatoft D P ; .\e cutries are betnsan 10 and 20 paraant;
and anothersaven acauntries have holdings ébowe 20 peraaitoft DP.Park
Tolo atss hodings are aggrecaied aatss ddotand equity subacompaaits
inFigue3. W ith the exagption ofB elgum, thell etherlands, Switzerlband
and the U nited Kingdam, itgppears that intermatiaal partiolio invesE
mentpaitias ae relEtiely mae unifom aacss auntries.

W e tum nonvto analyzing the determinants ofthe atss counry
heteragaaty in the ek ofgGss intematical inesstmattpasiias. In
what ollons, we Toas an the dosenatias for the most recat atss
sectian 199 1-9 5, whidh hes the mast ampete ad bbility ofdata T he
199 0s periad abo hes the merit that pital carok hed bean alincst
anpEtly eiminated Torthis gaup ofcountries by the early 199 0s.

R esuls are reparted inT ebkss [3][7] InT ebe[3] the depandat
\ariabk is based on the aggecaie intematical inestmanttpasitian. T he
soad..catian in clumn (1) just indludes trade Qoaess a6 a riEgessar;
whidh eters pasitively and sigii.cantly! T he pdnt estimate indicates
that raising goaness by ae standard deviation fran 1its mean (029 ©

T hat seid the real retum an naminal unindeed ddot will be sasitive 1O el
edance rate Fuctuatias and so may albo be Ggpabe ofproiding a catingait retum.
'T racke qparess is the aerage of epats and imparts ss aratiotot DP.



Tabk 3 Inematiacal InestmeaetP asitias Total

“& &6 6 @6 6 6 O
C 014 -442 -804 -043 076 -34 12
(149 12 (2) (19 3 & @)
OPEl 28 376 2.6 3@ 275 226 2.3
(35) () (32) (A) (/49 (122) Q13

SILE 016 -0.08 -0.03
(045) 19 (12)
YC 038 058
(6) (&)
Al 251 203 2.0
-9 (30 (%)
VTT 19 834 94
45 “48) @45
VY -R2 M4 -5
@r.n) @440 (32
VPI 34 A2

33
(103) (185) (I75)
R2 033 04 031 0685 043 0828 0819
SE 044 0443 088 0.346 047 0318 0312
N 19 10 19 18 18 18 18

D ependentvariabke is total acss holdings of Toreign assets and labilities as de.ned in Tabk 2. Estimation is adinary
est squares, with | eney W eststandard enars. 0 P Bl is average of eports plus imports, epressed as a ratioto6 D P,
in1991. SIZ Eis logoftotalt DP inimematiocnaldollrs in1990. Y Cis lbgoft D P percpitain intermatianal dollrs in
1990. FIN is tumowervalue of the trades of damestic shares an damestic exdhanges over the year divided by the averace
value of damestic shares sted an damestic exdnanges, averaged oer 19769 3. VT T is standard deviation of the gronth
rate of the terms oftrade; V Y is standard deviation of the natianalt D P gronth rate minus the world autput gronth rate;
VP 1 is standard deviation of the national intation rate minus the word intation rate. Sources: OPBEI , VTT andVY
are anstructed fram the W orld B anks W orld D eveloppment indicators CD -RO W . SIZ Eand Y C are fran theP en W orld
Tabks versian 5.6 FIi is fran L evine and I ervos (1998). Infation data are fran the Intematianal Finendal S tatistics

CD-ROMW .



Tabk 4 Inematiaal INnesthmatP asittias, FD |

“@ @& 66 6 6 6 O
C 0052 -08 -35 -0002 01 -38 -0.08
04) (@ @) ) (13 a9 (1 1)

OPBl 04 057 03 051 04 023
(15 15 (13 (12) (25) () (28)

SILE 0.025 002 0004
(015) (038 (034)

YC 0.3 046

(11) (18)
=Tl 023 012 017
(-15) (15) (13
VTT 028 -08 -15
@n @3) @@9)

&% 02

9.3 02
¢ 03 09
14 81 47
23 G8) @49
R? 0188 0272 0318 0311 0252 0529 0.37

SE 0111 0.108 0105 0.104 0.117 0.105 0115
N 19 19 19 18 19 18 18

VPI

D ependentvariabE is FD | aampanent of acss holdings of foreign assets and labilties, as de.ned inTabk 2. See note t©
Tabk 3.



Tabk5: Inematiaal InvestmentP asitias P artiolio

& & 60 @ 66 6 O
C 006 -13 -35 -016 023 -084 016
V9 (O @H W) (1B ¢H .3

OPEl 08 102 068 106 06 04 046
(1D (1) ¢ (1) (D) &) (28)

SILE 0.05 -005 -0.03
(02) (04 (09
YC 0.3 023
(28) (16
FIN 098 098 1
(33 18 @
VTT 13 -34

.38
N 12 a3
VY 17 73 2.6
(129) (117) (@05)
VPI 13 88 72
324) @44 (40)

R> 0212 0.34 02G& 0702 0.6 083 0852
SE 0l7/6 016 0.176 0.109 0.182 0.094 0.094
N 19 19 19 18 19 18 18

D ependentvariabke is portfolio aamponent of arcss- holdings of foreign assets and labilities. See note O T abke 3.



Tabk 6 Inermatiaal INnessthentP csiias BEouity

“» o 606 @ 6 6 O

C 001 -052 -22 -012 008 -12 0.74
03 (B @1 V5 W) a3 (@)

OPBI 028 0407 028 04 027 006 0.11
13 @& @B & 1 O @3

SILE 0.019 -0.045 -0.025
(011) (021) (022)
YC 0.22 0.25
(19 (13
FIl 0.58 058 0.6
(19) 1) 19
VTT

-29 .15 20
87 1) 09
21 92 -42
(73) @) GO
-10 &4 48
18) @5 @
R? 0126 0.18) 0.195 0.65 0.159 0828 0.771

SE 0101 010 010 006 011 0058 0.06&
N 18 18 18 17 18 17 17

VY

VPI

D ependentvariabke is equity companent of acss holdings of foreign assets and labilities, as de.ned in T abk 2. See note

Tabk3.



Tabk 7: Inematiaal InvestmetP asitia s D ebt
“ @& 6 @& 6 . @
C 004 -07 -14 -003 012 03 042
( 03) ) a9 (0B ) e 02
oPH o0& 04 068 037y 031 03
( 13) (19 (13 (19 (17 (&) (28)
SIZ E 0026 -0.013 -0013
(019 04 (05
YC 0.14 0.004
(149 (09)
FIN 0.34 0.3 0.3
(19 (08) (08)
VTT -096 -204 -205
01D (82 (75)
VY 32 24 25
@) 0.7 (1049
VPI -22 19 19
18) @6 GH
R?> 0285 03 03 056 044 0684 064
SE 0097 0092 0.098 0.075 0093 0078 0.074
I 19 19 19 18 19 18 18

D ependentvariabk is debtoompanent of atss holdings of foreign assets and labilities, as de.ned inTabk 2. See note t©

Tabk3.



0.42) inaessss the aggecaie intematiaal investment pasitian from its
mean o) 0 peraatoft D P 1125 paaait an econanically lixge e et
FHoure 4 dsplhys the scatier plot of total atss hodings ofFfordagn assets
and labikties aganstrace oaess and asttag paitive reltiaship is
cbarly evidaitin the avdaia

Inaobmns (2)-(4), coury' size autputpercpitaand amessure
of donestic ..nendal sophisticatian are individually added o the besic
soad..catian. Cauntry size is messured as the llgoftoalt DP in1990;
autputas the bg of 6 DP per gpita in 1990; ad damestic ..nandal
sphisticatian s the tumoer\ale of the tradss of danestic shares an
danestic edhangss dividd by the average valle of the danestic sheres
Iisted on domesticexdangs.? 1neadh asg the sigi..canee of the tracke
goavess \aiabk is uerectied. 1N addiion cutry size ad ..nendal
sophistication eech enterpasi tively and signi.. canitly butautputper pita
Is insigi.cait T he pasitive impact of counry size is at adds with the
theoretial predicias disassad eboe honeer; size is notsgi. Gt
in the braeder sped..catias in clmrs (6-(7). T he pasitive assodatian
betnean damestic ... nendal sophistication and the extantofintematiaal
atss holdings ofessets and labi kties is Iinewrth aurtheoretical disassian
and ramairs rdoustin coblbmirs (6- (7). Hgure 5 displays the scatierplot
of the aggregaie intematiaal inestmant pasitian agairst the ..nandal
sphistication messure. T he ..gure shons that the partial reltiaship is

106 DP is messured in intermatianal dollars fiom thePen W ald T abks versian 5.6
T he..nendaldevelpmattwaicbkis franl ednead’ ervas (1998) andisaeraged oer
1976 3. T he pqoulation dataare fron thell aldB anksW aldD evselpmattindcatars
CD-ROM .



aLite rdoustin the datal!

T he riegessian rparted in collmn (6) adds the volEti ity mea
surss Torthe terms of rack, autputad intatian 1o the baseline spad..-
cation? A gan the trace goaess \ariabke remairs sigii.cat In this
sped...catian, the volti ity messures are individually and jantly insigif
icat® Coumrs (6-(7) repartbraeder sped..catias: all the regressars
are indlded in aoblmn (6 and autput per gpita (Whidh is never Sig
ni..cant) is edudsd in coumn (7). A s indicated trace goaess ad
..nendal sphisticatian remain rouwstly signi.cant. Infation voltikty is
novsign.. cantly pasi tive and terms oftrede Vot ity is signi.. cantly neg
ative T his ltter resulit aan be raticalizd ifterms ofterm ot kty is
assodated with edange rake ot ity malkng fadgn aumacy iname
streams mare ustabk in terms ofFdomestic aunanoy.

INT abkE[4] we repeatthe analysis Torintematiaal acss hokdings
offoagh drectinestmattpaiias. A s befoe tracke qparessis Sg...-
cantin aoblmrs (1) 6) butits eqErrs ks oftte aGss counry varatian
in fodgn driectinesstmatpasitias and its indvidual e ectwvwedkas in
the aondsd spaa..catias in coblmrs (6§- (7). Canry size is agcain in

H1tis pasibke that the goss intermatiaal investmant pasitias of . nendal canres
are mismessured sinee an adivity of these aaiss is 1O intlermediate tracke betineen
non rIssidantattities. 1N resuls not reparted. wWe attempted 1o addiress this aoncam by
eclLdng the ass=ts ad labiities ofthe barkiingssctlar—  as the sectormostinvolhved
inintemediatian- and dotanad \very simi ar resullts.

12T he vohti ity of the tTams of track is messured as the standard deviation of the g
dace in the tams oftracke. T he ot ity of autput ad intation are astructed a6
the standard deviatian of the dis erantial betnean domestic and world gonth raes in
autput ad the price bel riespectinely. 1 Il the ot ity messures are bassd an dala
0er1970-90. T hese dataare fram the Intermaticoal Finenaal Statistics CD -RO I .

13T hepvale fram all ad testofthe jantsigni..canae ofthe thiree volati ity messures
is0.12.



sigi.. antbutatputper pitais sigi..cantly pasitive in both colbmrs
@ ad (6. T his paitive e ect oF autput per Gpita an the size oFgGss
fodagn directinesstmatt pasitias plsibly 1efects the geater prapen
sty of..ims in the most acvencsd aountries o esteblish Tordgn ad lates
ad anvasely the relatie attractiveness of these auntries as host b
catias Torfodagn directinestmantt D anestic ..nendal sgphisticatian is
notasigni.. cantindicator oFfordgn directinvesstmant activity and there
Is notmudh evidance that the volti ity messures haeve a bearing an Tor
dogh drectinestmattpasiias. aly in aolumn (G is intation Vot ity
sigi. catand the size ofFthe e ectis mudh smaller then in TebEe[3]

W etwm tointematical partdolio inestmattpasitias in T ebke
[5] T he resuls are vary simi larto those Torthe aggrecaie investiaitpo
sgtas rpatedinT abE[3] INT abks [ad [7 ] we dscompcse partiolio
pasitias into hokdings of equitty and daot respectively. 1IN brced terms,
the resuls do notvary mudh Tor these subcompaats. H oneer, trace
goaess is mare poneril in eplEning intematianal ddotholdings then
equty pasitias. Inaddtian thereis soneevdaxe in olumn (6 of Ta
bk [ that smaller countries hae lrger acss hodings of fadgn eouity
as=ts ad labiities ad intation ot ity gppeais 1 inaesse interma
ticnal equity pasitias but notinemational debtpasitias.

INn summary, accoding 1o the resuls of this secian, cduntries
that track a bt and have sophisticated danestic ..nendal markets abo
hae lhge gcss inematical inestnat pasiias. To the exdatt that
track goaess is assadated with greater vosti ity this ..nding supparts
the notian that mare volti E auntries shauld hod greatier guantities of



Tadg assets ad labilities. H onever; this reltiaship an be allema

ey interpreted as smply ssying that goen caauntries ted totrace a ot
in assets as well a8 in goods and serviass. Simi by, welll develped dones:

tic..nendal markets plasibly reduce ttarsactias assts, braedly de.ned

and hance Turther prancie intematiaal tracke in assets. [N &ams of the
direct\volii Ity messures, there is partial evdence supparting a pacsitive
reltiaship betnwean intation vohti ity and the size ofgGss intermatiaal
INestmaTtpasi tias butthe drectianis reversed Tartaxms oftrade voklti |

iy, Finally the evidaae an Tadgh drectinestmatt pasitians sugessts
thatfoagn directinvestmattactivty is driven by structural Bctors thate
are anehlied with the bel of develpmat, as messured by autput per
Gpita

Sectiaon IV : Cadlbseas

T he esvdance presated in this pgper suggst that in aatss
ssction ofcuntries, gGss intematiaalinestmattpcsiias are pasitinvely
assodated with trede gpaness and a lrge damestic.. nendalmarket A |
thaugh the goaess resulit aud be raticalized as proading a ink be
e \oHti Ity and the propasity to hold Toragn assets and  Bsbi fities
mare direct eplrnatias are that thase Baas that stimulaie trecke In
goock abo stimulaie track In assets and maeowey; tracke in goos ad
INn 552t are ampbnatiaxy activties. A tracke besed eplbnation is abko
supparted by the pasitive relatiaship betnean the size of the donestic
..nendal ssctor ad the size of goss intermatical inestmant pasitias
sinae a sgphisticated domestic .. nendal marketaincstsurely reducss the



tarsactios axsts inuned in inematical ssset tiace. |l ided resuls
were dotained an the relatiaship betinean atss holdings ofFfordgn assets
and labilties and \arias \ohlti Ity indcatars. T hatsad the ok ofin

T atian volti ity perhgps vwanants Turttereploation. Finally, itiswarth
noting thatt the evidance of T esarand W emer (199 5) thatt the patttern of
inlermatical partolio investmerttis inf-uenasd by gaoorephical prodamity
and canman bBnguece ties similarly suggssts that asset tracke is not o
dissmilrtotrace in goocs.
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Total Cross-Holdings of International Assets
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Hg 1: To@al acss holdings offoreign essets ad ksbiities as a
ratiotol DP, 1991-95.
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Hg 2: Cross holdings of Fo|aign D irectinvestmenttA ssets ard
L isbiities ss aratioto( DP, 1991-95.



Portfolio Cross-Holdings
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