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Abstract
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Kyunghee Min
Department of Economics
The Graduate School

Seoul National University

The recent financial globalization addresses important global issues on
external accounts, such as stocks of foreign assets and foreign
liabilities, capital transactions, and their influence on a country’s
economy. This study focuses on valuation effects in foreign assets and
liabilities due to wvariations in exchange rates and asset prices. In
addition, this study highlights Korea in light of its need for an
appropriate exchange rate index to precisely investigate relations among

financial variables.

Chapter 1 constructs a monthly financial effective exchange rate
index for Korea and investigates the relationship between a financial
effective exchange rate and an external position and that between a

financial effective exchange rate and capital flows. Results show that



the exchange rate index and the traditional BIS trade-weighted index
move in opposite directions. Moreover, empirical results indicate that an
increase in the rate of change of the financial effective exchange rate
significantly leads to capital outflows, especially in portfolio investment
and bond investment. The use of the financial effective exchange rate
may be better than the traditional trade-weighted exchange rate in
explaining and estimating the wealth effects of the changes in net
external positions and, furthermore, exchange rate effects in overall

financial sector.

Chapter II identifies the determinants of valuation changes,
focusing on a long-term perspective. The size of foreign assets and
liabilities and their compositions are important in determining the
direction and extent of valuation effects. In addition, financial exchange
rates show a more significant relationship than other exchange rate
measures do. Other variables related to a country’s macro economy and
financial environment, such as GDP growth, GDP per capita, real
interest rates, financial development, and age-dependency ratio, are also

considered.

Keywords: Financial Effective Exchange Rate, International Investment
Position, Capital Outflows, Net Foreign Exposure, Valuation
Effects
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FAH=F(FX/ e F5A4 F gt BE(sihel 93k %A

AT

B (wHol A oA RE(shHe 98 TA HF(w)S W o
2 Uehd),

FXAC =l st — st (1.6)
NFX, = FX"““x IFT, (1.7)
Lane and Shambaugh(2010a)] wW2W, = F3weZFo] <

= d
(positive)§l 74-%- ¢l=r tiH] A=&3} 71X shehe] ofdfo] of | =pAk
N7} Aesle weko g Zgati= AL oulsy, oze] =7}
st A9 28 29U o At As ondit Al &

- 5 g )8l
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o] xAAS fFAS= 7ﬂ°7} o}, ] 23k 3}
@7 A AY Fhe] FRA FRE mU L
Bt %, GDP thu] SRR AT 9 %A, TFT,
ﬂﬁi%(FXAGG) AR 7B 7k WES & @rHNEX)E
g ASEe A AFe] Favks FAFALAM, F 9
ARkt o of 54 7} %H@Oﬂ LZEM AT TS GDP oiv] v&
2 thebd Roloh,

(27 1-4E & A4 =98 ARES B 22 9
A ou e mEAe] A BHW mES AL B Fodn
22 Ueila gk 24 B4 717Ee 20029 20144744 o] 9]
el oauFa SHEA GFARA WF 23 %94%&%01

%ol FAMAE FAH 8t Juh ol A3} e Fdhol s

& Hole AF FAFAEAAAY vAE dFS I %
ojul g}, 2004 KB 2008 7FA = #Aasta o, HA 7)3Hs
B FdEehe FAE B 4 JdEd, 20039 % 0149 Edglont
20153 % 0.340] @3l 3l o

ole &
S|Pt AT S wopx &42& 3] 41

T A
[2%] 1-5]% 2 (1.7)olA Aws shato) x}%iﬁ} i
THEINFX)ZE, GDP tiv] F52 5 3dw=s: HEd waf J3

2 WA HE FES st @39 98wE & adt 2008
TA% A& AYstas 20029 10%l A 20143 48% F7HA] A
Sxow ZrhHe Aoz et dF Sof 20144 @39l F9
t=Fo] 34%, GDP tiH] FF2HIFL)7F 140% <Y ol Fal A
A & olBnE: BINFX)E 48%7) 50, ol Ashil 1
ke W GDPel 048%uHE vlslAbate] 7hA7h A gtk AL

gt ol A8t AskE W FA5AS AAEHE
AR el w37k e
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s

% & et At G 3
E o glolth EF o]el@ 2R ¥ W AwHe) FAAEHEo] of
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ojs} &L thelArte] ZEAM-EE Valuation &3b2 AW ¢
itk AAA o2 telaak Bl A GFRIE SUbskan Ao o] o]
S AN = teApate] Fatel AYFATen d¥d gl
I ggoltt Atk sAe] WatEA sEe] wfata " oAt
I AL FRATE WEskE Rl EAEte], ol& 4 (1.8)3 ol
7}‘1?@} E3H(valuation E¥peka @ dE 5o, AE5A
CUR)ZF A4 W F(+)e] 7pAws 3N VAL)7F o5 34T
T = HeARHNEA))0l St = Al Av F kAW s
It ToE & el o FIMVALXR,, )E W2 T
A, A 1.9k o] GDP ¥ FFA T AHB)A 73 =F
A #eEAF FEE(NALY )Y 48 v BRoz e

o
=

p

%0
fr
i)

b b

_{

NFA,— NFA,_, = CUR,+ VAL, (1.8)
VALXR, ., = %ALY ¥ IFI, (1.9)

[ 1-6]2 $t=re] GDP diH] % valuation 7+E(VAL)SH &
sh7bA] Wgol o7t ZhxdEt g3 FE(VALXR)S BolEt &
A 71k gl = 7}7<1%_§}§J+—E E’X4o}x] rxul =
2 50 BFger yeyn, =224

=2
008 el &= GDP tiH] 6% = 493 £ 55 HArh =
A71 Al Astrt 5A%] dstetiaA oA o2 f e xpate]
P27 | @eol Frbeke] ol e o] iAWyt vEhd Ao
o g odrh B3 AAH R oAH YK o] Al7]o] FEWE
S ATEA 7L duH e R FUtglonRE A Zgo] F
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[ 1-6] 3= dIA4He] Valuation &3
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(.15
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g VAL/GOP == 4| [EHE)

1t
kol
rlot
o
ﬁ
Oll
riol

CElle

5
A9 a2 e

&o] ARFEY MAE dFS &

X AEFEded dde mAE 292 el (pull factors)JJr o
W22l (push factors) 2@ FE3 = 9=t 7|E AFE B g4
=7k R A A7l
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TEUFE 5 AAFA), AHFAOD, SAFAHPL), 7IEHFA
5

OD, 3854 F ARYFAFAEQ, FAFA T FAYFAE
AHDB)Z FAslo] gom, WE GDPS AFFA dul &6 7

Abs] Qo)

A 4= ¥ S=(push factors) 370¢F Wl S5=(pull factors)
N & F TNE s e, 72 W] tfE AAE AW e <iE
1-4>] Aol vt A4 deiFEz= AALTABLHWRIP), Al
A A =2 (WRIR), "= CBOE®| W54 44(VIX) 3705 x93}
o AA AQANSAES v, FE2E B T 4o Ak
AA Gl A= F oS H7ke] GDP HlF S VAR HE3te] ®

Z% A o i S7HER AAEST olE 47 H7HE
= ADE A AAE de&stes AFE ARES olf= 7 7HH o] th
AR, o5 47] ZIHEE A )= A AA GDPY 67%E A st1
Aot =4, v gieAal 2 g A E st Fa 9w
e olE AN wHEE A ) E3tE FE o]Fo AT AlA
AdaEe 4 w7HEE A9 bdE ST dA E7HESE
= Ak gl dis = T i =7te] GDP Hlse VM AE
! g wElE AFESER

ofo
ol
o
2
)
r@

U= GDPO] AP FA v vlFoz Astg AAFA
(CUR), 59 = agdA E7MsES s gto=z Aitst 4
A2 (RIR), ALdin] AJAAAP), 7 d5E F8AaFEXFTZ
T35t

T8 a8s A= F8AAHFEERF), A SAHFEERD), ¢
FZHFEERP), ﬂﬂ%ﬂmmmm %ﬂ?ﬂ T A THFA
(FEEREQ), =dF# % Fx4 SdFAH(FEERDB) Z}7ztel oi&

6 NYZNLES F517] ) PPN IERL2 FS GDP(LREANE AL S
st9l, sl clolElst RolEaer A WA HYENE 2T 5, 4 F

£v40] U HlolE e} Ut} sIPAEe] uES Adtstgct.
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Aages A gom FAsien, 20039 1458 20144
1297442 9 dolelg A3,
<E 1-4> ¥4 AR
FT&AS &
FA 28A4 (GDP AFZA thul HF) g o3
DI A T2 (GDP A FA iyl 85 =23
PI ZAER (GDP AP EA ] ¥F) g o3
ol Z1EtE2H GDP A FA tiv] v F) =23
op Tor hig e a5 e
LS
) ) 4=(Push Factors) 23
TR AN YA OECD STAT

il IR ac
Bloomber]%
WRIR (4711%?%#@%—33]55%%%?1 o) (;L%%E}Li&j;fa
Worldbank (GDPH] %)
VIX HEA Bloomberg
U ¥ 4=(Pull Factors) =2
CUR 77452 (GDP A& 5A thu] ¥l %) =23
RIR AAFE (I =H = 8-CPIMsHE) el
P AR din) A%
FEERF TEARIEAT(FEAA) A=A ALt
FEERD FEARIHEAFEAHAFEAD A=A ALt
FEERP AR EAF(FTHFEA A=A ALt
FEERO TEHEIREAF (7 EFFEAD A2 ALk
FEEREQ | 8 4a#EAF(TAFEA Ul ALEFH) A2 A%k
FEERDB | #8483 AF(SAEA U 2AEFH) A A AL
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FAo] ok A ALl ek A (stationarity)S A A3 8] Z+
TEo dis] @Y 7 A (Unit root test) S Al st =], B4
T A7 ¥ (power)¢] SolA = A5

T [e)
s T
d Bl g8&4o] =2(efficient) ©¢¥ #AA< DF-GLS A7

il

fz

Fé% of
N

H
GefZol EAEA Fe Aem yegon, Ay SoM= Al
Addwdst s ddse 2% ADFY PPOH/H @ EA4 T

o] YEttoyt DF-GLS #HAAM = @9l EA7F 712 = At
welo A9 99 AZAAT} ofF HEgsHA YEhUAE &
W 71E AT E FF 9ol fluda sbgeta Wsta
E AFoME Tl e Aoz Jhgetdth aual
Ag BE HAAAA w@glte] &

A4E9 49 ADF, PP, DF-GLS =% @99

T ATk wEA AAl FAoA = HAA 2 =
S g g8 21 AEgk WS AREE)

o X
et

Hmﬁrﬂm&;&i&mﬁﬁ
o o
¥

Z8A A FAA A (simultaneity)82 237 $1el GMM
&3t FA4std e, #4 2ye A (11003 2}

CF, =a+ B.X, +5,Y, + ¢ (1.10)

zEms OF= 424329, X, = deis V= guuss

gngtt. GMM F40l lol EaWaRe t~t-47]9] el 99}

B REREa BE 50 Wast s §ge o] dEd QHY HARAS
ARG o] AR BAVE WA S Qiry
9 deldFE HEFlE 9BE v EFE g P& 74
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<% 1-6> AEFEY 23889 Y (FFA, 5 6258E)
D

DI B

o
©

EUREPS FA AAE P EEw S B Ol
FEAT D geAn | BT | zwws | R | T | seEa
AT
o) £} M 4 (Push Factors
39857 | 0528 | 3.358 3758 5621 | 3553
DL_WRIP | 5000y | (0.265) | (0286) | (0.184) | (0.000) | (0.147)
WRIR | 00587 | 0.0627 [ 01927 | 0.024 0.078 | 0.079*
(0.000) | (0.000) | (0.004) | (0.635) | (0.012) | (0.058)
Lvix | 0066 [-002 |0248% [ 0077 0346 | -0.172*
- 0.025) | (0284) | (0.024) | (0.348) | (0.000) | (0.045)
) H4(Pull Factors)
cur | 09537 [0.045* [ -0.188 0.163 20.030 20,653+
(0.000) | (0.070) | (0138) | (0.208) | (0.500) | (0.000)
RIR 0.049%* | 0012 | 0159 | 0.016 01457 | 10,029
(0.009) | (0290) | (0.019) | (0.736) | (0.000) | (0.586)
DL | 0888 | 0514 | 2.634 1799 | 2478 | 3215
- (0194) | (0.345) | (0.344) | (0.456) | (0.036) | (0.133)
DL_FEERF ?01%2)
DL_FEERD Zgégg)
DL_FEERP 28'8%*
18.444%%
DL FEEREQ (0.000)
1,503
DL FEERDB 00%8)
DL_FEERO Eg'gi%
Diagnostic Check
R-squared | 0.773 0111 | 0.129 0.191 0.160 0.246
Estatistic | 24871 | 11610 | 6724 10471 | 31050 | 22.484
(0.000) | (0.000) | (0.000) | (0.000) | (0.000) | (0.000)
| 2770 34921 | 4.871 3.778 23.005 | 1.580
Qstatistic) | {5507y | 0.000) | (0301) | (0437) | (0.000) | (0.812)
o | 14198 | 51337 | 16331 | 9.142 25208 | 2.501
Qstatistic®) | 0077y | (0.000) | (0.038) (0.330) (0.001) (0.962)
Durbin 1 5 016 1374 | 1.769 1.751 1.382 2,002
atson

J-statistic | 16245 | 14.295 | 26890 25.147 14.470 16.588
S@ustic 1 0.879) | (0.939) | (0.309) (0.397) (0.935) (0.865)

F1 1) Z3 ¢ 2= p-valueE 9n).
2) wxxi 1% T A, wx 5% FEOA, xE 10% FFolA EAH R f9.
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KE 1-7> AEHF2Y 2489 B4 (A4, F44588)
DLA | PLA A | DBA
F&us Faac | S| S| A S | Lo
A =x | 2R | Fm | = | EEA
Agis
o) £} H4=(Push Factors)
26247 | 0358 | -1.929* | 2510 | 0225 | -0.039
DL WRIP | 0o00) | (0267) | (0.060) | (0.000) | (0.795) | (0.149)
WRIR 0.022 0.053** | -0.024 | -0.059** | 0.031** | 0.000
(0.698) | (0.000) | (0:347) | (0.005) | (0.026) | (0.819)
L VX 1136 | 0.013 0.390° | 01097 | 0.282** | 0.001*
- 00000 | (0.314) | (0.000) | (0.000) | (0.000) | (0.056)
) H4>(Pull Factors)
CUR 20278 | 0.000 0036 | -0.072* ] 0.031 | -0.000
0.037) | (0997) | (0417) | (0.080) | (0.259) | (0.574)
RIR 0076 | -0.028 | 0007 | 0017 | -0.023 | -0.000
(0235 | (0.002) | (0761) | (0331) | (0.160) | (0.905)
S 128137 | 0120 | 0.622 | 0099 | 0442 | -0.008
- (0.000) | (0:651) | (0451) | (0.862) | (0:288) | (0.627)
0.558
DL_FEERF_A | (5761s)
0,445
DL_FEERD_A 0022)
10.308
DL_FEERP_A 0443)
0.306
DL, FEEREQ A (0359)
09717
DL,_FEERDB_A 0016
-0.020%
DL_FEERO_A 0012)
Diagnostic Check
R-squared | 0.530 0.133 0347 |0154 | 0333 | 0.053
Eotatistic | 48066 | 10098 | 57395 | 20792 | 30719 | 2275
(0.000) | (0.000) | (0.000) | (0.000) | (0.000) | (0.032)
Ostatisticy) | 8304 33.065 | 56579 | 98489 | 28.621 | 3.059
@ | ©081) | (00000 |(0.000) | (0.0000 |(0.000) | (0.548)
i 9.331 55318 | 58979 | 11992 | 30.701 | 8.736
Qstatistic®) | 9315 | 0.000) | (0.000) | (0.000) | (0.000) | (0.365)
R}“bm' 1.606 1311 1127 | 0.927 1.134 2.244
atson
|statistic | 19288 | 12675 13618 12069 | 14170 | 20059
©0912) | 0971) | (0.954) | (0:979) | (0.942) | (0.693)
T 1) 235 <F A= pvalueE 9.
D) waris 19 FFOIA, wi 5% FEONA, #1 10% FFolA EAACRZ ol



3=

<]

-

N T R T m ok MR T AT oW u
o PN RN T oy oy R (i
TREmsmeE 2 T TR, 2o, e R
N~ G T B _~ - o9
- = No . ol o B° w B < T X g w o i oF
Jaﬁr@ Judﬂmﬁomﬂ ﬂi%ﬂmﬂgfzﬂﬁﬂ? T o o
N - o o W o= 2 o ™ ofo =
W Oy oo oy <~ L X o+
wwwwww@% %@%W%%%%% :HW%
N e = W J) B = = ~ M -
- X woo ® T X
Tl - 8E Ty 2235057 Ewz
wmﬁ%ﬂﬂwguw Treee2Eyr Zaw
< : o+ m st o N o
H,W ﬂ_ﬁ OE il < —~, 0° _ ,mW E_l
g BEORT g, ERIRINsexE wow
sz gy IZRPXZPan 7 xIg
o T Ypsd TIHTogpxx Moy L
muao%wrw,%ur_mn o FTE T T gy BE
P ERLER, T ERseFe Toli
T T WAy LTI LT ®E LT
ORI I N G S
Ersa P _ i ol S (I AV (S
T R T S - Sl - < NN J AR
M_ﬁﬂﬂa ﬂNoEATﬂMm_WﬁLﬂ me_nﬂlz_l&ohmMﬁoﬂmﬂ
g ® g ® @ d TEV s W
= 9 o o " ¥ o= LR gy = B e = A
T oo I W oM XS o Koo ™I o (- X
TEEE LT o E T e e W xRy m T
h Ho_li 0 o X o NS _ op T o] © Njo S il ]t = < st
N ETﬁo%aTﬂaumzn . = I LI
Wk E o RT R S = B R
Bl xm Ewm N o M TS N T RTFT W T TR X =

],

-

T

°©

5
7

7}

FEAI FATANA F()9

o

=

o

b glsele] FuEA}
W gsele] At

3]
29

o)
=

o
.
(¢}

=
o

ek 4

Aoz yetwth slikd At

o] Yeh}, FuldAt &

?gk

[e;

3



30

<E 1-8> AEHF2Y AL BEA(EA, Fg458e)
=g FA_L PI L EQ L DB_ OLL
o= =8AA FHAFAR | ARdEd | 8 71 et
AT
o) £} 4 (Push Factors)
23789 | 5949 | -0.018 5485+ 0.079*
DL_WRIP" 15 000) (0.000) (0.993) (0.000) (0.011)
WRIR | 0101 01947 | 0108 | -0.088"* | 0.000
(0.119) (0.000) (0.006) (0.000) (0.162)
Lvix | 1099|0155 | -0.023 0103+ -0.002+
- (0.000) (0.006) (0.729) (0.014) (0.012)
) H4(Pull Factors)
CUR 06207 | 0168 | -0.187* 20027 20,005+
(0.000) (0.026) (0.035) (0.616) (0.000)
RIR 0156 | 0175 | -0.003 0.166% -0.000
(0.019) (0.000) (0.937) (0.000) (0.880)
oL | 10604 |3846" 1.666 1.848 0.022
- (0.000) (0.043) (0.326) (0.168) (0.344)
DL_FEERF_L Etl)'g%
DL_FEERP_L E})OO%;
37,656
DL, FEEREQ L 0000
0.948
DL _FEERDB L (0982)
DL_FEERO_L ?00&19;;
Diagnostic Check
Rsquared | 0.534 0.154 0.115 0.110 0.230
| 4s8.051 28.208 6.140 12.877 10.736
F-statistic | hoo) (0.000) (0.000) (0.000) (0.000)
- 9.886 5.339 19.885 24.688 1.935
Qstatistic(d) | 9 042) (0.254) (0.001) (0.000) (0.748)
- 12.010 7.946 34260 26.718 6.195
Qstatistic(8) | (757 (0.439) (0.000) (0.001) (0.625)
Purbin- | 4 539 1.853 1473 1432 1.821
atson
statistic | 15756 12.807 15.184 13222 17.451
-statistic 1 0.896) (0.969) (0.915) (0.962) (0.828)
F11) 235 o A= p-valueE 9.
2) w19 FEOIA, wiz 5% FEOIA, #1 10% FElA Ao fol.



l

S

et AAHCE hAL Adt T

& Al el At} Baf e

—_—

file)
®

el

SCERES

Tt

=
o

B
—_
o
iz

el
o

o~
T

3 2] FAb gha A

9

s8] A dER

Q3

-

1

9

BIS A<=l H]

A

th ol & Aol A

)

!

oV

B
)

ok

|
ay

] o)

koS
=

Fe] 2014

37 1%

o
pins

A

7}

17} %)

==

[}

.

R

Z

l

W7t 48% = UEREE o, o]

)=

sl Apate] 7k 7k

17t

ko] ool Akt

ol

S

sl 4

'

)

-
R

°o]-&
o

s
] GDP2] 0.48%%H

= ]

0]
yul

2k}
o]

°

!
)

=

o

EE
=

o
o
il

—_—

0
K

N

"o

ojn
ojn
oR

¢

w

el
00

gase)

O

dl, °

1

B 7] =

=

=

A

A

Al b

=]

B
GDP2] 2% ALx=Z ERTE
31

-
R

o <] Ap Akt
] 3}

E£A A9 T}

AL
I

A T}



fell wte} <] 3}

=3

=28 389717 2R 20080l = &9

ﬂw ) % IS o op o mﬁ © B No of mv orm M N om =
il XowWwr N 0 e A - R T ™ — N
= wmof_ F %%%%iﬂ%#%%%% e
T o X B n W T N op | m]ﬂ o
A = 3 o A T B N N o & o ) X ® A
T oL o B T T Mo g — & ©
& o om oo T Lo % PN S o M X = _
.ﬂl o_u 1XF - T ~ e#e .Lmo HT ;Lme oﬁ S = HL MT_.. %)
I ) X = F o5 w W o mﬁ Wowm X e u _Lom
Bk - T go T ™ Cigpee BT oo B
o XK [ 7 Eu oo oo E M B o wr ol .f o
(N8 R Njo 7 jat o e I~ o] ) o ol _
Mo FRRN wm 3 B o ar % NN o - T of!
5= Bk A N SR
ﬂ.ﬂﬂ@@a“ﬁ Urm}ﬂﬂ_JMoaﬂﬂf%wﬁ Mook o
= o o Fo X . ; = J 7 - —
PR S S I TR e
N oo B o ®m -° 1+ T =l T o X i
™o W o W L X T - K Iy oo B
Al ™ o X ﬂmﬂmﬂéﬂ. N ﬂmMaﬂ%_ﬁﬁ%
5 B . W = o v N W Wo pp mr T m o
o X o T & o 3 ~ " CI o <k oo MHW o T
MuL © ﬁo og ‘UrM Z#o 1m| WT On# _ZT| NJ a ﬁO —_— ﬂA.l ﬂ ~ 1; L —_
S T RN S NI . -
- = ~y = X!
oy = ,ﬂl ,ul =8 gy ﬂ_W o oTv = .yAI o Lt ,Alv_ﬂ ol o o ﬂ_ol o
= oy ol qrom 63 = B oo W 2 s
= N :.L UrM — — e = = E.o — ) a0
SR i oy O X o w2 o o] N o i)
EREAT cETENTEo a5 oo
RS NP A T e R A S B
%l@%%l%@ﬁﬁﬁoﬂw«iHTHO#% Gl
‘m ‘._.AW OWO - M mxX q ~ r ° i _ AT ET ﬂ_/_”
o P o MM Lo I Vo
I - B T B S S - B AR
b To T - Y WEE RN W N RPN T

32



Chapter 11
Long-term Determinants of

Valuation Effects

1. Introduction

A country’s balance of payment (BOP) records its international
transactions with the rest of the world in a specific period. It is
composed of the current account, capital and financial account regarding
trade in goods and services, and capital transfers from international
investment. Meanwhile, data in the international investment position
(ITP) indicate the stocks of external assets and liabilities at the end of
the reference period. They involve valuation changes due to variations
in exchange rates and stock prices, which lead to a discord between
the IIP data and the cumulated sum of flows in the financial account.
When this valuation change is negligible for any reason, such as in the
case in which the total of foreign assets and liabilities is relatively
small or the international capital transfers from a previous period are
not as substantial as those in the recent period, changes in the net
foreign asset (NFA) position of a country should correspond to its
current account balance in principle. In this regard, a country with
persistent current account deficits retains substantial negative NFA
position, whereas a country with prolonged current account surplus
accumulates a large stock of positive NFA. However, as countries
accumulate huge foreign assets and liabilities under financial

globalization, the changes in the values of foreign assets and liabilities
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due to asset prices and exchange rate movements (i.e., valuation effects
or valuation changes) increase dramatically at the same time. At
present, a sizable amount of valuation effects act as an important
cross-country wealth transfer mechanism. Lane and Shambaugh (2010a)
suggest that international adjustment through exchange rate movements
works in two ways by affecting the values of foreign assets and
liabilities and those of trade balance. Furthermore, these valuation
effects better explain the changes in NFA position relative to the
current account because the size of valuation effects as a portion of
GDP is increasing and substantial in comparison with that of the
current account balance. These details are presented in the following
tables and figures.

Table 2-1 shows the average and the standard deviation of the
values of the annual valuation effects and current account relative to
GDP. Two measures of averages are constructed. For “Averagel,” the
averages of the annual data in each country are calculated first, the
absolute values are taken for the average, and then -cross-country
averages are derived. The result shows the size of the valuation effect
and the current account converted to annual values during the periods
under consideration. As we consider a period of 10 years or more, it
indicates the average size in a long-term period. For “Average2,” the
absolute values of the annual data from each year of each country are
taken first, and then the averages of those values are calculated. The
result shows the annual size of the valuation effects and current
account in absolute terms. Note that the figures for “Averagel” are
smaller than those of “Average2” because the absolute value is taken
for each year’s value in “Average2,” whereas it is taken for the whole
period’s average value in “Averagel.” The size of the valuation effects

for the long-term period is small but substantial. For the whole sample
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period of all countries, the annualized size of valuation changes
(Averagel ) is 3.4% of the GDP, which is smaller than that of the
current account of 6.7%. For the period of 2001-2011, the annualized
size of wvaluation changes amounts to 5.7% of the GDP. For all
countries during the whole sample period, the size of the annual
valuation effects (Average 2) is 8.4% of the GDP, which is equal to
the annual size of the current account. The size of valuation effects
increases over time and in 2001-2011, it amounts to 11.2%, which is
even greater than the current account size of 9.2%. The number is
larger in emerging and developing countries than in advanced

economies.

In addition, we report the cross-country standard deviation of
the annual averages for each period in each country under “SD.” The
standard deviation shows how different the long run values are across
countries. The values are reported for the whole sample period of 1971
—2011 and four sub-periods (1971-1980, 1981-1990, 1991-2000, and
2001-2011) and for all 188 countries and 2 country groups (advanced
and emerging and developing countries). The long-term valuation effects
vary across countries. For the whole sample period, the standard
deviation for the valuation effects is 5.7% of the GDP, which is huge.
For the most recent period, it is 13.3%, which is even larger than that

of the current account (11.3%).

Figures 2-1A and 2-1B graphically show the annualized size of
the valuation changes and current account in addition to their directions
for some selected countries during the period of 2001-2011. The size
of the valuation effects is huge and often comparable to that of the
current account, as reported in Table 2-1. In some countries, such as

Ireland, France, Canada, Finland, Hong Kong, Argentina, Brazil, and
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Israel, the average wvaluation changes are greater than those of the
current account in their absolute values and carry the same signs. By
contrast, the current account and valuation effects move in opposite
directions in some countries. For example, Sweden and Germany ran
current account surpluses of 7.3% and 4.5% of their GDP, respectively.
However, valuation losses for these two economies reached 6.0% and
1.7%, respectively, thus causing the net foreign asset position to
decline. The US shows a current account deficit of 4.4% of its GDP
on average, whereas the valuation gains recorded make up 2.2% of its
GDP. These opposite directions of the two indicators of a country’s
international account induce adjustments in NFA position. In other
words, the NFAs of a country do not necessarily decrease by the exact
amount of its current account deficit when positive valuation gains
occur (e.g., US). Meanwhile, China’s current account surplus and
valuation loss correspond to 4.8% and 0.6% of the GDP, respectively.
This information implies that China’s NFA position increases less than
its current account surplus because of the valuation loss on its
cross-border assets. As shown in the figures, the valuation effects vary

across countries in terms of signs and sizes.

Valuation effects tend to explain changes in NFA position
more than the current account does in recent times. Figures 2-2A and
2-2B compare the 10-year rolling correlations between the changes in
NFA position and two variables, namely, the current account and
valuation changes, using annual data for each country group (all,
advanced, and emerging and developing countries). The correlations
between NFA movements and the current account tend to decline over
time, whereas the correlations of the wvaluation changes and NFA
movements increase steadily for all groups of countries. These

tendencies reflect the growing importance of valuation effects in NFA

36



position and the declining weights of the current account worldwide.

This development explains an economy’s external account variations.

In the context of the increasing magnitude of international
financial integration and the sequential growing significance of valuation
effects worldwide, understanding how they are determined, along with
the current account, is an important issue. However, only a few studies
have addressed the issue. The current work analyzes the determinants of
valuation effects, especially in the long term. We are particularly
interested in long-term effects for various reasons. First, long-term
valuation effects should be crucial to a country because they are
directly related to long-term wealth. For example, when a country has a
huge negative valuation effect for a long-term period, the country loses
considerable wealth. Second, no previous study has focused on the
determinants of long-term valuation effects despite the importance of the

1SSue.

A strand of literature discusses the increasing role of valuation
effects in international financial globalization and external adjustment

process and their determinants in the long- and short-term perspectives.

An incremental size of valuation effects is mostly overviewed
in long terms. The IMF (2005) points out that economies are prone to
exchange rate volatilities with increasing worldwide gross external
positions and exposure to the global financial market. It explains
valuation effects as a wealth transfer mechanism from countries whose
currencies are appreciating to countries with depreciating currencies.
Lane and Milesi—Feretti (2006) argue that valuation changes tend to
stabilize the external position in advanced economies due to imbalances

in currency composition in foreign assets and liabilities.

37 1 &



Research focused on the effects of valuation changes is also
introduced here. Nguyen (2011) suggests two different shocks that affect
valuation effects over the long period of 1960-2000. A transitory
(trend) shock shifts valuation effects to the opposite (the same)
direction with the current account and alleviates (amplifies) the impact

of the current account on NFA position.

In short-term perspectives, Lane and Milesi—Feretti (2004)
suggest that movements in asset prices and exchange rates cause the
revaluation of NFAs depending on various factors, such as currency
composition and the levels of portfolio equity and foreign direct
investment (FDI) holdings, instead of doing so exogenously. Lane and
Shambaugh (2010b) point out that during 1994-2004, the aggregate
foreign currency exposure played a deterministic role in the valuation
changes. They also find that rich and open economies tend to have
long foreign currency positions, which generate valuation gains when
their currencies depreciate and cause valuation losses when they
appreciate. Benetrix et al. (2015) analyze international currency positions
and valuation changes in 2002-2012 and the global financial crisis.
They find that an unanticipated currency depreciation leads industrial
(emerging) economies to face valuation gains (losses) because advanced
countries are easily able to issue debts in domestic currencies. Benetrix
(2009) conducts an event study of countries with large valuation
episodes between 1994 and 2004 using the data of Lane and Milesi—
Feretti (2001b, 2007a). They find that developing countries tend to
experience negative valuation changes due to large real exchange rate
depreciations and that advanced countries’ valuation shocks are affected
by the gross stocks of foreign assets and liabilities rather than net

positions.
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A simple empirical model of valuation changes and its
determinants is introduced in Section 2. The main results from the
long-term analysis of the cross-sectional data are discussed in Section 3.
The panel estimation of data for four time periods are presented in
Section 4. The annual data analysis is described in Section 5.

Conclusions are drawn in Section 6.

2. Empirical Method and Data

To gain an overview of valuation changes and their
determinants in the long-term horizon, this study covers data of 188
countries from 1971-2011. Most data series are obtained from Lane and
Milesi—Feretti (2001b and 2007a, “EWN,” External Wealth of Nations),
who establish a broad set of detailed information on foreign assets and
foreign liabilities of a large number of economies around the world.
Lane and Milesi—Feretti (2001b) initially constructed a dataset of 67
countries for the period of 1970-1998. Their work is extended to 145
countries for the period of 1970-2004 in Lane and Milesi—Feretti
(2007a) and then further to 188 countries for 1970-2011.

Following Lane and Shambaugh (2010a) and using Lane and
Milesi—Feretti’s EWN dataset described above, the valuation effect is

calculated as follows:

NFA, — NFA, |, = CUR, + VAL, (2.1)

where NFA, is the NFA position, CUR, is the current account,

VAL, is the valuation effect, and the subscript ¢ stands for year (or

39 g



time). Equation (2.1) implies that variations in NFA position do not
exactly coincide with the current account balance and that valuation
changes explain a gap between them. This valuation term represents the
net capital gains on the current holdings of nation’s foreign assets and
liabilities. In the regression analysis, valuation effects are considered as

a ratio to GDP.

A set of explanatory variables discussed in the literature are
considered as determinants of valuation changes. The variables under
consideration are exchange rate variations (EXCH), real GDP growth
(GDPG), net foreign assets (NFA), total foreign assets and liabilities
(GROSS), current account (CUR), ratio of direct investment and
portfolio equity assets to debt assets and foreign reserves (RISKA),
ratio of direct investment and portfolio equity liabilities to debt
liabilities (RISKL), ratio of foreign exchange reserves to other asset
components (FX), total foreign assets (FA), total foreign liabilities (FL),
and real GDP per capita (GDPPC). A few additional variables are also
considered in the extended analysis: real effective exchange rates
(REER), financial effective exchange rates (FEXA, FEXL, and FEXN
)12, financial development (FD), age dependency ratio (DEP), real
interest rates (R), and trade openness (OPEN). In addition, the
dependent variable VAL is divided by factors inducing such changes,
namely, currency movements (VALEX) and asset price movements

(VALP).

12 FEXA, FEXL, and FEXN refer to financially weighted exchange rate indices in
foreign assets, foreign liabilities, and net foreign assets, respectively.
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2.1. Expected results

The expected relationships of explanatory variables and
valuation effects are presented through some hypotheses. First, the size
of foreign assets is related to valuation gains, whereas foreign liabilities
are related to valuation losses. Foreign assets (FA), foreign liabilities
(FL), net foreign asset (NFA) position, and total foreign assets and
liabilities (GROSS) are considered. Capital gains from financial assets
tend to be positive in the long run. Therefore, the size of foreign
assets is likely to be positively associated with the valuation effects of
the home country, whereas the size of foreign liabilities is closely
related to valuation losses. In addition, NFA position has a propensity
for positive valuation changes because other things being equal, capital
gains obtained from total domestic foreign assets may be larger than
foreign countries’ gains from the total foreign liabilities of the home

country when the net position is positive.

A large magnitude of external gross position (sum of foreign
assets and liabilities) is subject to more capital gains and losses in
total. Many recent studies have suggested that the size of wvaluation
changes increases as international financial markets become strongly
integrated. For example, Devereux and Sutherland (2011) suggest that
considerable gross positions are related to substantial valuation effects
that are as large as changes in current account. Gross position by itself
may not be sufficient to decide the direction of valuation effects, but
we expect a positive relation because countries holding a large amount
of gross position can be characterized as “active participants” in the
international financial market and they tend to obtain capital gains from
their foreign portfolio. In a similar vein, Mendoza et al. (2009) mention

that countries with deep financial markets borrow heavily from abroad
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and invest in high-return foreign risky assets.

Foreign assets, foreign liabilities, NFA position, and total
foreign assets and liabilities are normalized by dividing them by the
GDP. In addition, these four variables are combinations of one another,
and thus, only two wvariables at maximum are included in each

regression.

Second, when a financially developed country has a large stock
of foreign assets, more valuation gains occur. In line with the first
hypothesis, the financial development of a country may play a role in
the relationships with valuation changes, and the effects would be
asymmetric depending on the relative importance in the size of the
country’s foreign assets and liabilities. Financial development (FD) is
represented by private credit to the GDP and is included in extended
models interacting with FA and FL. The assumption is that a country
obtains valuation gains from its large amount of foreign assets when it
is financially developed. By contrast, valuation loss occurs from foreign

liabilities when a country has a great amount of foreign liabilities.

Third, the composition of foreign assets and liabilities
determine the direction of valuation effects. Lane and Milesi—Feretti
(2004) highlight that factors such as currency composition and the
levels of portfolio equity and FDI holdings in the international balance
sheet affect the NFA dynamics due to exchange rate movements. A
ratio of direct investment and portfolio equity assets (liabilities) relative
to debt assets (liabilities) (RISKA, RISKL) is considered. FDI and
portfolio equities can be considered “risky assets,” which offer relatively
high returns in the long run. Therefore, large valuation gains may be
obtained when foreign assets are weighted toward these categories.

Conversely, a ratio of direct investment and portfolio equity liabilities
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to debt liabilities is expected to have negative effects on valuation
changes. Some studies have suggested the importance of the portfolio
composition of the international balance sheet in valuation effects. For
example, according to Cline (2005), the US maintains a greater
proportion of direct investment and portfolio equity in their assets than
in their liabilities, and this condition becomes a structural advantage for
the nation by generating considerable favorable valuation gains. Habib
(2010) shows that different weights of wvarious asset classes between
gross foreign assets and liabilities may generate asymmetric average

returns.

Fourth, changes in exchange rates (EXCH) would lead to
valuation gains and losses depending on the structure of currency
exposure in the international investment position. Domestic currency
depreciation can lead to capital gains when a large portion of foreign
assets is denominated in foreign currencies and a considerable portion
of foreign liabilities is denominated in domestic currencies. However,
when a country has huge debt liabilities in foreign currencies, it may
experience capital losses when the domestic currency depreciates. In this
regard, Bleaney and Tian (2014) explain that countries of positive
foreign currency exposure, especially rich countries, show reductions in

NFA positions when their exchange rates fall.

With other things being equal, when NFA position is large,
exchange rate depreciation will likely lead to valuation gains. In other
words, when a foreign currency part is greater in foreign assets than in
foreign liabilities, the possibility of an exchange rate depreciation
encouraging positive valuation changes increases because valuation gains
from foreign assets are likely to be greater than negative valuation

effects from foreign liabilities. To investigate these relationships, we
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include the interacting variables of exchange rate movements with
foreign assets, foreign liabilities, and NFA position for additional

analysis.

Fifth, exchange rate effects are observed when financial -effective
exchange rate indices are wused. As financial exchange rates are
constructed using currency composition and the relative importance of
each category of foreign assets and foreign liabilities, a highly accurate
analysis would be possible when exchange rates are proxied by the

indices rather than by trade-weighted effective exchange rates.

Sixth, the determinants of valuation effects vary according to
the major sources of such valuation changes. On the one hand, when
valuation effects are divided into two parts according to their major
sources, exchange rates are expected to play an important role in
valuation changes due to currency movements. On the other hand, the
compositions of foreign assets and liabilities are relatively important in
valuation changes due to asset price variations. A detailed discussion of
hypotheses 5 and 6 is presented in Section 2.2 of the extended

analysis.

Seventh, the economic growth and income level of a country
may exert positive and negative impacts on valuation changes. A
country with a high GDP growth rate may have a great asset return,
which implies a high return on the foreign liabilities of the country.
Therefore, GDP growth rate could be negatively associated with
valuation effects. In addition, a country with a high growth rate may
induce more capital inflows, which correspond to large foreign liabilities
and negative valuation effects. In parallel, a country investing heavily in
other countries may lead to large foreign assets and positive valuation

effects. In relation to these arguments, some recent studies have
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discussed the capital flows of fast growing emerging economies by
focusing on their dual role as capital exporters and importers. For
example, Tahuchi et al. (2015) find an increase in capital flows to
emerging and developing countries supported by their good economic
fundamentals, high growth prospects, and perceived undervalued
domestic currencies against the US dollar since 2000. Adopting a view
that is different from the neoclassical growth perspective, Gourinchas
and Jeanne (2013) discover that fast growing economies are featured as

net exporters of capital and call this condition the “allocation puzzle.”

We also consider real GDP per capita (GDPPC) to check
whether the development stage of each country affects the valuation
effects. In general, as shown in the case of the US, advanced
economies are able to issue domestic currency-denominated debt and
invest in high-return foreign assets. This pattern generates positive
valuation effects when the domestic currency depreciates. If such is the
case, the GDP per capita would have a positive influence. However, a
high income country attracts more foreign investments, leading to an
increase in foreign liabilities and negative valuation changes as in
GDPG. Lane and Miles—Feretti (2002) document a negative relationship
between output per capita and NFA position. They find that the
negative relation is strong in developing countries as their net external
liabilities become large with their increasing incomes. This description
is related to the notion that a country is recognized as an attractive
investment market as it becomes rich and able to build solid financial

conditions.

Lastly, current account is likely to be negatively associated
with valuation changes. Current account deficits lead to a decrease in

NFA position, which can be offset by positive valuation effects in the
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international adjustment process. Song and Feng (2014) discuss the role
of current account and valuation changes in the context of external
account adjustments. Pan (2013) and Lane and Milesi—Feretti (2001b)
suggest that net debtor countries should run trade surplus to maintain
external balance in the long run. As net debtor countries are prone to
valuation losses, a negative relationship with trade balance is expected.
By contrast, Chinn and Prasad (2003) suggest that a country with a
large current account deficit tends to have good access to international
capital markets, be favored by foreign investors, and generates high
returns to capital, which lead to negative valuation effects. This finding
may suggest a positive relationship between current account and
valuation effects. However, some deficit countries (e.g., the US) tend to
invest on high return assets, such as FDI and equities, and obtain
positive valuation changes from this kind of investment, thus presenting

a negative relation with the current account.

We also consider the interaction effects of current account and
per capita GDP. As discussed above, the effects of current account and
per capita GDP on valuation effects are complicated, and the effect of
one variable may depend on the effects of the other. For example, the
impacts of current account on valuation changes may depend on the
economic development level of each country. Similarly, the effects of
per capita GDP on valuation effects may depend on whether countries

are in current account surplus or deficits.

2.2. Extended analysis

Apart from the variables described above, some additional
variables are considered for the extended models, especially for

long-term periods. First, we assume that financial exchange rates
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provide a relationship between exchange rates and valuation changes
more clearly than bilateral US dollar rates or trade-weighted effective
exchange rates do. To compare the effects of the different measures of
exchange rates on valuation changes, we apply real effective exchange
rates (REER) and financial effective exchange rates (FEX) to the
models!3. Although the baseline models contain bilateral exchange rates
with the US dollar for 188 countries for the period of 1971-2011, the
coverage of the extended analysis is restricted to 167 countries for
REER and 117 for FEX during 1992-2005 due to data availability.
REER data are from Zsolt (2012), which covers the largest number of
countries among several institutions that publish data on effective
exchange rates. The data are based on CPI, and an increase in the
index indicates the appreciation of the home currency against the basket
of currencies of trading partners. Thus, REER is expected to have a
negative sign for the valuation effects because domestic currency
appreciation leads to a decline in the value of foreign assets relative to
foreign liabilities. Financial effective exchange rates are expected to
affect valuation changes to a greater extent than other exchange rate
measures do, and the effect could be particularly clear when the
dependent variable is currency-induced valuation changes (VALEX).
Lane and Shambaugh (2010a) construct a dataset of effective financial
exchange rates and derive each valuation change due to currency
movements and asset prices. According to the authors, the formulas of
financial exchange rates and valuation changes due to currency

movements are as follows:

13 The correlations among exchange rate measures are 0.989 for FEXA and FEXL,
0.455 for FEXA and REER, 0.447 for FEXL and REER, and —0.523 for FEXN and
REER.
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In Equation (2.2), ]fi and ]LLt are financial effective exchange

rate indices for country i at time ¢ and are weighted by asset and

liability components, respectively. In Equation (2.3), ng-t and w,fﬁ refer

to the weights for currency j in the assets and liabilities exchange rate
indices and are computed from the relative share of each category
(’Ym» ’y”) and the currencies comprising them (wljt, ZL]];) Equations
(24) and (2.5) show the net financial index and net weights of
currency j of country i’s foreign assets and liabilities presented by the
difference between them. Then, in Equation (2.6), the valuation effects
due to exchange rate variations (VALEX) are calculated using changes
in the net financial exchange rate index, where GROSS is the total
foreign asset and liability position. In Equation (2.7), the valuation
effects caused by asset price changes (VALP) are regarded as the

residual after subtracting VALEX from the total valuation effects VAL.
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VALEX,,,, = %ALY, X GROSS,, (2.6)
VALP,, = VAL,, — VALEX,, (2.7)

The expectation is that the effects of exchange rates may be
greater in VALEX than in VALP or VAL, whereas the effects of the

composition of assets and liabilities are best reflected in VALP.

Second, age dependency ratio (DEP) is considered as a
combination of old and youth dependency ratio to the working age
population. DEP is expected to be related to valuation gains and losses
depending on 1is relative importance in the country’s saving and
investment decisions. Lane and Milesi—Feretti (2001a) suggest that an
aging society may react to the rising ratio of old-age population to
workers by accumulating foreign assets to supplement domestic incomes
and that domestic investment in these countries declines. By contrast, a
high youth dependency ratio may reduce savings because of the need
to invest in education, housing, and so on. In the model of valuation

changes, the overall effects of dependency ratio can be ambiguous.

Third, real interest rates (R) and their interactions with RISKA
and RISKL are also included in the models. The expectation is that a
high interest rate is related to valuation losses and that the effects are
strong when a large portion of foreign liabilities are risky components
because the interest rates of a country are closely related to capital
flows and investment returns. When interest rate increases, domestic
asset market returns also increase and lead to valuation loss. In
addition, the interactions of real interest rates with compositions of
foreign assets and liabilities (RISKA, RISKL) indicate that the effects

would be strong when foreign liabilities are inclined toward risky
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components.

Fourth, trade openness (OPEN) as a ratio of total trade to
GDP is expected to have positive effects on valuation changes
following Lane and Shambaugh (2010b); hence, open economies tend to
have long foreign currency positions and obtain valuation gains when
domestic currency depreciates because they provide a hedge against

domestic output fluctuations, especially in difficult times.

Along with the additional variables described above, baseline regressions
are replicated without extreme values in VAL (dependent variable),

NFA, and CUR. Some selected results are reported.

2.3. Model structures

Three baseline models are constructed by the different variables
included. NFA position, foreign asset, foreign liabilities, and total
foreign assets and liabilities are linearly interdependent. Thus, only two
of those wvariables are included in each model. Model A includes
foreign assets and liabilities, Model B includes total foreign assets and
liabilities, and Model C contains NFAs as a ratio of GDP and total
foreign assets and liabilities. Then, because current account has a high
correlation with NFAs, it is not included in Model C. Models A and B
include current account but exclude NFAs. Aside from these variables,
each model includes % exchange rate changes, GDP growth rate, a
ratio of direct investment and equity assets relative to debt assets, a
ratio of direct investment and equity liabilities relative to debt liabilities,
a ratio of foreign exchange reserves relative to other components of

foreign assets, and real GDP per capita.
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First, cross-sectional regressions for 188 countries in the period
of 1971-2011 are conducted to infer the long-term determinants of
valuation effects. Variables are constructed as annual averages for the
period of 1971-2011 while considering different data availabilities for
each country. Results are reported for three baseline models according
to explanatory variables. For the extended analysis, additional variables

are included, and some outliers are removed to check robustness.

Second, panel regressions with  average  values of
non-overlapping four sub-periods (1971-1980, 1981-1990, 1991-2000,
and 2001-2011) are carried out to examine frequent movements in the
determinants of valuation effects. Doing so could provide refined results
and ease some possible concerns about serial correlations relative to
annual analysis. In a few countries, valuation effects have the same
signs for the four sub-periods. For example, Singapore, the US, and the
UK show persistent valuation gains, whereas Sweden and Korea show
persistent valuation losses. However, for most countries, the signs of

valuation effects tend to be reversed over time.

Finally, panel regressions with annual data for 1971-2011 are
attempted to check if the effects are maintained overall in short-term

changes in the variables.

Separate regressions for a group of emerging and developing
countries and a group of advanced countries are also performed. The
results of the baseline models are reported for each cross section, panel,
and annual analysis, and some selected results for extended analysis are
provided, with an emphasis on long-term estimations. Table 2-2 reports

the correlations of all variables considered in the baseline models.
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3. Long term (cross section) analysis

This study focuses on the long-term effects of variables given
that valuation changes and resulting effects have prevailed for a long
time on each country’s wealth. Overall, the estimated coefficients on
foreign assets (FA), foreign liabilities (FL), total foreign assets and
liabilities (GROSS), and NFA position (NFA) show the expected signs
“7, =70 47 and ‘47, respectively. When foreign assets (liabilities)
are large, the valuation effects are also large (small) because financial
assets have positive returns in the long run. Similarly, NFA is
positively associated with valuation changes. In addition, GROSS has
positive effects on valuation changes. Therefore, international financial
integration or international capital mobility is related to positive

valuation effects. Countries with high international capital mobility may

obtain capital gains by managing their foreign portfolio.

The extended analysis includes domestic credit to the private
sector as the indicator of countries’ financial development (FD) to
investigate whether it plays a role in the relationship between the stock
of foreign assets and liabilities and between valuation gains and losses.
A large FA position is expected to be related to valuation gains in the
long run. Thus, financially developed countries may be involved more
than others. By contrast, when financially developed countries hold a
great amount of FL, foreign investors can gain high returns and lead to

valuation losses.

The coefficients of real GDP growth are not significantly
estimated in most models. Changes in exchange rate (EXCH) also show
insignificant or positive and negative signs on valuation effects. In

addition, such changes can lead to valuation gains and losses depending
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on the structure of currency exposure in international investment
position. As explained in previous sections, domestic currency
depreciation can lead to capital gains when a large portion of foreign
assets are denominated in foreign currencies and a large portion of
foreign liabilities are denominated in domestic currency. However,
countries that issue huge debt liabilities in foreign currencies may
experience capital losses with currency depreciation. Bilateral exchange
rates with the US dollar are used as proxies for exchange rates in
baseline models. Thus, they may not be enough to capture the effects
of movements in currencies comprising countries’ foreign assets and
liabilities. This issue is addressed in part in the extended analysis using
trade and financially weighted effective exchange rates with a short
period (1992-2005) due to data availability. Similarly, the theory is
ambiguous regarding the effects of real GDP growth as discussed in
previous sections. GDP growth rate is still insignificantly estimated in
most cases, but it is negative for advanced countries in Model C. Thus,
foreign investors’ gains are larger than those of their domestic

counterparts.

The estimated coefficients on the ratio of FDI and equity asset
to debt and foreign exchange reserves are positive and significant in all
models. Risky assets such as FDI and equities relatively offer higher
returns than debts and foreign exchange reserves in the long run.
Hence, large valuation gains likely occur when the ratio is high.
Conversely, the coefficients on the ratio of FDI and equity liability to
debt liability have negative effects because the ratio is related to a high

investment return for foreign investors.

Current account is significantly estimated as negative. This

finding is also consistent with the discussions of past studies. For
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example, as discussed in Section 2, certain studies suggest that a
negative relation may be investigated in the process of external balance

adjustments.

GDP per capita shows negative effects on valuation changes in
all models. This negative relation can be explained as countries with
high per capita income attracting foreign capital inflows, leading to

large foreign liabilities and negative valuation effects.

In addition to the results of the full sample, Table 2-3 reports
the results for a group of advanced countries and a group of emerging
and developing countries. The positive relation of foreign assets and
negative relation of foreign liabilities are slightly stronger in advanced
countries than in emerging and developing countries. This result is
evident in the size of the estimated coefficients, although both relations
are significantly estimated in all cases. For NFA, the relation is
insignificantly estimated. By contrast, the coefficients of GROSS are
significantly estimated in all models but are larger in emerging and

developing countries than in advanced countries.

The compositions of foreign assets and liabilities have different
effects for advanced and emerging and developing countries. In all
models, the positive relation of the ratio of FDI and equity assets to
debt and foreign reserve assets with valuation effects is significantly
estimated only in emerging and developing countries. On the contrary,
the negative relation of the ratio of FDI and equity liabilities to debt
liabilities with valuation effects is significantly estimated only for
advanced countries. Such results imply that the composition of foreign
assets play an important role in emerging and developing countries,
whereas foreign liabilities are important for the valuation effects of

advanced countries.
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The negative relation of GDP per capita is more evident in
emerging and developing countries than in their advanced counterparts.
In Model A, this pattern is investigated only in emerging and
developing countries. In Model C, the (absolute value of) estimated
coefficient is larger in emerging and developing countries than in

advanced ones.

Moreover, the negative effect of current account is significantly
estimated in Models A and B for emerging and developing countries

and in Model A for advanced countries.

Tables 2-4-2-6 report the results of Models A, B, and C with
four interaction terms: exchange rate movements and foreign assets,
exchange rate movements and foreign liabilities, exchange rate
movements and NFA, and the current account and GDP per capita. The
interaction term of exchange rate changes and foreign assets is positive
and significantly estimated in the advanced economies of Model A,
indicating that countries experience currency depreciation, which brings
valuation gains if such countries have large foreign assets. The
interaction term of exchange rate movements and foreign liabilities is
negative for advanced countries in all models. In addition, the
interaction term of exchange rate and NFA is positive for the advanced
economies in Model A and for emerging and developing ones in Model
B. The estimated signs of these interaction terms are consistent with

the theoretical predictions discussed in previous sections.

The interaction term of the current account and per capita GDP
is significantly estimated with a positive sign in many cases in Model
B. Therefore, the negative effects of current account on valuation
effects become small as per capita GDP increases, or the negative

effects of per capita GDP on valuation effects become small as current

55



account rises. In Model C, the interaction term is negatively estimated
for advanced economies. However, the current account is not included

as an independent variable in the model.

In the extended analysis, net financial effective exchange rates
(FEXN) are included instead of bilateral exchange rates with USD
(EXCH). In Table 2-7, the absolute values of the coefficients on FEXN
and its interaction terms with FA and FL are greater than those on
EXCH. However, the interacting effects of FA and both measures of
exchange rates themselves are insignificant. For example, in Model A,
FEXN and an interaction variable of FEXN and FL show positive and
negative coefficients, respectively. Therefore, a domestic net currency
depreciation in external account brings valuation gains as FA value
increases. However, the effect decreases when the size of foreign
liabilities is large. Similarly, in Model C, a positive effect of net
domestic currency depreciation (FEXN) is stimulated with high NFA

position.

Along with the different measures of exchange rates and using
data from Lane and Shambaugh (2010a), total valuation changes (VAL)
are divided into two types according to the different sources of such
effects—valuation changes due to exchange rate movements (VALEX)
and asset price changes (VALP)!4—for Models A, B, and C. Tables
2-8-2-10 provide the results. Overall, the signs of the REER and
FEXN coefficients show that domestic currency depreciation is related

to valuation gains!3. In all models, the effects of net financial effective

14 The correlations between VAL and VALEX, VAL and VALP, and VALEX and
VALP are 0.614, 0.602, and —0.260, respectively. The standard deviations of VAL,
VALEX, and VALP are 0.069, 0.056, and 0.056, respectively.

15 An increase in REER indicates the appreciation of the home country against the
basket of currencies of trading partners, whereas an increase in financial exchange
rates means depreciation of the home currency against the currencies in foreign
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exchange rates (FEXN) on currency-induced valuation changes
(VALEX) are prominent as expected. By contrast, trade-weighted REER
does not show significant relationships with VALEX (Models A and B)
or is totally insignificant (Model C).

Regarding different types of valuation effects, Benetrix et al.
(2015) investigate the determinants of currency valuation effects
(VALEX) in financial crisis period (2008), which 1is relevant to
considerable exchange rate volatilities. This study is different from the
current one in terms of the period of interest and variables under
consideration. The authors focused on the financial crisis and
investigated the relationships among the currency valuation effects of
2008 and other macro-financial variables, such as NFA and the current
account capturing pre-crisis external imbalances (2007-2008). On the
contrary, the present study emphasizes the importance of the long-term
connection between total valuation effects and a set of variables
featuring each country’s external account and macroeconomy. NFA and
current account are considered important explanatory variables in both
studies. Benetrix et al. (2015) also find that NFA stocks in 2007
showed a negative impact on the currency valuation effect of 2008 in
advanced samples and thus suggest a stabilizing role for VALXR in
external adjustments. For example, countries with a negative pre-crisis
NFA obtain large currency valuation gains. In the current study, the
long-term and current stock of NFA to GDP is positively related to
valuation changes because capital gains from financial assets can be
positive in the long run. However, as in Benetrix et al. (2015), the
initial NFA stock in advanced economies in the panel data and the

results of annual regressions have negative coefficients on valuation

assets and liabilities.
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effects when NFA is instrumented by its lagged value and the lagged
and contemporaneous values of other explanatory variables. The results
from the four-period panel and annual analysis are introduced in the

following sections.

Benetrix et al. (2015) propose a destabilizing pattern for
VALXR in terms of its relationship with the current account that
enhances external imbalances. In the present study, current account
balances are found to have a negative association with the valuation
effects overall. Nevertheless, such balances have positive effects when
dependent variables are exchange rate-related valuation changes
(VALEX) in the cross-section analysis (Table 2-9); these results are in
line with the findings of Benetrix et al. (2015).

Benetrix et al. (2015) also suggest that the stabilizing and
destabilizing patterns of currency-induced valuation effects can differ
depending on the sample choice and that other macro-financial variables
are insignificant. Thus, this type of valuation change can be

“orthogonal” to other factors.

Table 2-11 shows that FD, age dependency ratio (DEP), real
interest rates (R), and trade openness (OPEN) are also considered as
extensions. When countries have a considerable stock of FA and are
financially developed at the same time, they earn valuation gains from
international investment. However, negative valuation effects can occur
when these countries have large FL because returns to foreign investors
can be large. DEP displays positive signs on valuation changes in all
models. Such effects may differ according to relative impacts on
savings and investments of countries. Similarly, Ma and Zhou (2009)
find that old-age dependency ratio has positive effects on NFA. In

addition, the positive coefficient of DEP suggests a decline in
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investment and an increase in asset abroad. R is expected to bring
negative valuation changes in FL. Moreover, (+) and (-) signs are
present when interacting with RISKA and RISKL, respectively. A large
FL position is prone to valuation losses when an increase in domestic
interest rates bears high returns to foreign investors. Moreover, a
positive effect of RISKA and R can reflect worldwide increases in
interest rates and high returns on equity investments. OPEN is positive

and significantly investigated in Model C.

Finally, “extreme” values in dependent variables (VAL) and
NFA are eliminated to check the robustness of the regression results
because the sample contains many countries. Although the overall
results do not make much difference from the original sample, selected
cases are reported in Table 2-1216 17, After eliminating outliers, the
composition effects on valuation changes (RISKA, RISKL) clearly
appear in comparison with the results from the full samples. For
example, the positive and negative coefficients of RISKA and RISKL
in Models A and B, respectively, become significant when NFA

outliers are eliminated.

4. Panel analysis

In addition to cross-sectional analysis, panel regressions are
performed to capture the relationships of frequent variations in variables

with valuation changes relative to long-term data. A panel data set is

16 VAL ranges from —0.109 to 0.418, with a mean value of 0.015. Values less than
—0.05 and greater than 0.1 are eliminated.

17 NFA ranges from —4.390 to 6.257, with a mean value of —0.281. Values less than
—3 and greater than 3 are eliminated first, and those less than —1.5 and greater than
1.5 are eliminated as a tighter criterion to detect outliers.
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composed of four 10-year-averaged time periods: 1971-1980, 1981
1990, 1991-2000, and 2001-2011 (11-year range for the last period due
to data availability). The results of each regression fall into Models A,
B, and C depending on different determinants under consideration as in

cross-section regressions.

Table 2-13 reports the results for the pooled OLS, panel fixed
effects, and panel random effects models. According to the test statistics
of the models, pooled OLS is not desirable, but the fixed and random
effects are applicable (with more weight on fixed effects than on
random effects). The Breusch—Pagan Lagrangian multiplier (LM) and
Hausman test statistics are reported as appropriate estimation methods.
The Breusch—Pagan LM test is aimed at identifying a heteroskedasticity
of the regression errors, with the null hypothesis being a constant
variance. As reported in Table 2-13, the null hypothesis is rejected,
suggesting that the random effects method is a better choice than the
pooled OLS when considering the individual characteristics of each
panel. In addition, the Hausman test provides guidance on whether to
handle the error terms as fixed or random. The null hypotheses of
systematic differences in the estimated coefficients of both methods are
rejected, as reported in Table 2-13. This result suggests that the fixed
effects method is relevant because random effects fail to provide
consistent estimators for the sample. The results of the pooled OLS,
panel fixed effects, and panel random effects analysis for baseline
Models A, B, and C are provided. Further detailed results, including

the interacting variables, are presented for the fixed effects regressions.

The results of the three models are similar. In addition, they
are not that qualitatively different from the results of the cross-sectional

analysis. In all regressions, GROSS, FA, NFA, and RISKA have
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significant positive relations with valuation effects. On the contrary, FL,

CUR, and GDPPC have significant negative impacts.

Table 2-14 provides the results for the panel fixed models by
country group. Many results are similar to those of the cross-country
analysis. The cross-sectional analysis confirms the significant positive
effects of the ratio of FDI and equity assets to debt and FX reserves

and FA and the significant negative effects of FL and current account.

A few differences from the cross-sectional analysis are found
in the results. In the panel estimation, the positive coefficient on EXCH
is significant for the full sample and emerging and developing countries
in Model C. In the cross-sectional analysis, the negative coefficient on
EXCH is significant for advanced economies in all models. This result
is expected because theoretical predictions on the effects of EXCH are
ambiguous. In addition, the ratio of FDI and equity liabilities to debt
and GROSS do not show significant relations to valuation changes in

panel regressions.

In cross-sectional analysis, four interaction terms are considered
—exchange rates with NFA, FA, and FL, and GDP per capita and
current account. Tables 2-15-2-17 present the regression results of each
model. The interaction term of EXCH and NFA shows significant
positive estimates in many cases and is thus consistent with the
theoretical predictions. The interaction term of current account and GDP
per capita also displays significant positive estimates for the full sample
in Model A but significant negative estimates for the advanced group
in Models A and C; these results are similar to the cross-sectional

analysis in principle.

Certain extensions in the cross-sectional analysis are also
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applied to the panel regressions. Table 2-18 reports selected models,
including FD and R. FD shows a negative sign in all models, and it
may be related to the finding of Vermeulen and De Haan (2014),
suggesting that financial development reduces countries’ NFA in the
long run. When FD is considered along with FA and FL, a large FA
position provides valuation gains, whereas valuation losses occur with a
sizeable amount of FL, as observed in the cross-sectional analysis. R
and its interaction terms, including those of RISKA and RISKL, also
show similar results to long-run regressions. By contrast, OPEN does
not have a significant relationship with valuation effects in the panel
analysis. Therefore, variables related to trade have relatively

long-running impacts relative to financial variables.

Similarly, extreme values of VAL and CUR are eliminated!$
19 and selected results are reported in Tables 2-19-2-20. Variables
become insignificant, and R-squared values become small after removing
VAL outliers. On the contrary, explanatory variables such as NFA,
GDPPC, and EXCH become significant. Moreover, the R-squared value
increases after eliminating the current account balance. The signs of

coefficients remain unchanged in all models overall.

Moreover, the initial values of NFA and CUR are considered
in the models to control the endogeneity problems among variables.
The reason is that the determinants of valuation effects can also be
related to NFA or CUR. In the panel models, the one-year lagged
values of NFA and CUR are included as initial values for each
10-year-averaged data set. The results are similar to those of previous

models (Table 2-21). The coefficients on FA, FL, GROSS, RISKA, and

18 Top and lowest 5% of the dependent variable (VAL) are considered as outliers.
19 CUR deficits larger than 10% of the GDP are eliminated first, and those larger than
5% are moved.
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GDPPC show expected signs. L.CUR is investigated to have a negative
relation to valuation effects as well as its contemporaneous values. By
contrast, the sign of L.NFA is reversed. This result may be related to
the findings of Benetrix et al. (2015) that suggest a stabilizing role of
valuation effects in external adjustment when countries with a negative

NFA obtain large currency valuation gains.

5. Annual analysis

Although this study concentrates on the determinants of
valuation changes in a long-term perspective, annual panel data analysis
is considered to provide relevant information. An annual dataset
containing the dependent and explanatory variables for the 1971-2011
period is initially constructed. Chinn and Prasad (2003) perform an
analysis on the determinants of current account and explain that the
cross-section method is validated for their regressions, considering a
substantial part of current account variations is cross sectional rather
than a time-series type. Nevertheless, Chinn and Prasad (2003)
emphasize that annual analysis is useful to examine sensitivity from
frequent variations in the data despite the probable measurement errors
and noises. The annual regressions of this study are also expected to
provide a glimpse of valuation changes and overtime movements of
related variables. On the contrary, cross-sectional and 10-year-averaged

panel data focus on cross-country differences.

Table 2-22 provides the selected results of the annual panel
regressions for the full sample and those of separate country groups.
Although the overall direction of variables in valuation changes are

virtually similar throughout different periods, the results show that
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models are well-explained in long time spans in terms of the

significance of coefficients and adjusted R-squared values.

In the annual analysis, the distinct characteristics of the
advanced group of countries are noted. For example, GDPPC is
negative for the advanced group in Model C as the variable can attract
foreign capital, produce great returns, and be linked to negative
valuation effects. EXCH coefficients are positive for this group of
countries when the additional interaction effects of EXCH and other
variables are considered. However, the results are not reported here.
The role of EXCH in valuation changes is different depending on the
economies’ NFA and foreign currency position. A great net foreign
exposure of FA can create valuation gains when domestic currency
depreciates. The annual panel reveals that advanced countries are
relevant to this case. The interaction terms of EXCH and other
explanatory variables also show significant relationships for advanced
countries. FA and FL effects appear to be intensified when interacting
with EXCH. As previously mentioned, a positive sign of EXCH
indicates that currency depreciation in advanced countries leads to
positive valuation changes, and the size of this valuation gain increases
when countries have large FA. Conversely, positive valuation effects
due to domestic currency depreciation rarely occur with large FL.
Similarly, the interaction terms of NFA and EXCH affect valuation
gains, considering the positive signs of both variables. These results can
be interpreted on the basis of the tendency that advanced countries
have great propensity to hold foreign currency-denominated assets and
domestic currency-denominated debts. Therefore, domestic depreciation
combined with large FA can trigger a rise in the value of external
account. GDPG shows negative signs on valuation changes, whereas it

is mostly insignificant in cross-sectional and 10-year-averaged panel
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regressions. GDPG is related to the feature of fast-growing economies

generating high returns on their FL and valuation losses.

EXCH is an important source of valuation changes, and the
influence is relatively more frequent than that of other explanatory
variables. Additional analysis, including other measures of exchange
rates, is performed in annual regressions. Asset and liability-weighted
financial effective exchange rate indices (FEXA and FEXL) are applied
and compared with bilateral EXCH and trade-weighted REER for the
period of 1992-2005 in Table 2-23. In Model A, the effect of
exchange rates is insignificant when the measure is EXCH and becomes
significant when it is replaced with REER or FEXA and FEXL.
Models B and C also show similar results when FEXN is included in

the model. However, the results are not reported here.

To consider potential endogeneity problems in NFA and CUR,
contemporaneous and one-year lagged values of both variables and
other explanatory variables are used as instruments. In Table 2-24, FA,
FL, RISKA, and CUR reveal expected relations with valuation effects.
Although NFA is investigated to have positive effects in most cross
sections and panel models, it becomes negative in IV estimation and in
the model that includes the one-year lagged value of NFA in the panel
analysis. Therefore, countries with a negative NFA can experience
valuation gains. GROSS position is expected to have positive and
negative effects, and it shows negative association with valuation
effects. GDPPC and RISKL are insignificantly estimated in IV

estimation20.

20 Annual regressions, including year dummies and one-year lagged values of
explanatory variables, are also tried, in addition to separate regressions of each
10-year data set. Among the recent periods, the dummies for years 2005, 2006,
2009, and 2010 are positive. FA and FL are positive and negative, respectively, in
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6. Conclusions

Considering recent phenomena, the size of valuation changes
has gained further weight in economies’ external account. The size also
exceeds the volume of the current account as a share of GDP in
certain cases. This study contributes to the identification of
cross-country relationships between valuation effects and a set of
explanatory variables related to countries’ macroeconomy and external
account structure, with a focus on long-term effects. The reason is that
consistent and continuous valuation changes can evidently affect
countries’ wealth. Thus, cross-sectional analysis is performed first with
the fully averaged data of 1971-2011. Then, four periods of
10-year-averaged data are constructed for panel regressions in addition
to annual panel regressions. Therefore, relationships among relatively
short-term variations of selected variables and valuation changes are

observed.

In terms of the size of the external account, gross international
position is positively associated with valuation changes. In addition, FA
and FL respectively facilitate valuation gains and losses because capital
gains from financial assets can be positive in the long run. In the same
vein, net position is positively related to valuation effects because gains
from assets can be greater than the losses from liabilities as net
position increases. This result may be related to countries’ FD,
indicating that financially developed countries can have positive
valuation effects when they have large FA. By contrast, negative

valuation effects may appear when this type of countries have large FL.

Exchange rate movements can lead to valuation changes

all periods.
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through asymmetric impacts depending on the size of FA and FL and
on currency compositions. A relative importance of the foreign
currencies of countries’ FA is larger than that of FL in general.
Therefore, the effect of EXCH is positive. Financially weighted
effective exchange rates may clearly explain the effects on valuation
changes. Such effects may be further elaborated when the dependent
variables is valuation changes due to currency movements. In this
context, valuation changes due to asset price movements are influenced

by compositions of foreign assets and liabilities.

In terms of compositions, direct investment and portfolio equity
in assets and liabilities are considered ‘“high return” or “risky”
components. If countries’ investment emphasizes these categories,
valuation gains may occur. Conversely, direct investment and portfolio
equity liabilities induce valuation losses because such components

provide high returns for foreign investors.

Real interest rate is considered with compositions and shows
that an increase in interest rates brings negative valuation effects when
a substantial proportion of countries’ FL is in risky components. On the
contrary, interest rate is related to valuation gains when FA is weighted

toward risky components.

Moreover, macroeconomic variables (or performance) provide
relatively weak evidence on valuation changes. Exchange rate effects
should be important in the short run but may not be that important in
the long run. GDP growth does not reveal a noticeable link to
valuation changes in most models. GDP per capita is primarily expected
to function in a long term. It also shows relevant effects at 1%—10%
significance levels, but the coefficients are relatively small relative to

other variables. In addition, DEP has a positive effect on valuation
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changes. Among the models, including the various combinations of
variables and periods considered in this study, these relationships are
more explicit in the long term perspective than in the annual analysis,
especially in Model A2l In addition, cross-sectional models, including
VALEX and asset price valuation effects (VALP) as dependent
variables and FEXN as a proxy for exchange rates, explain the
different effects of exchange rate movements and compositions of

external account on each type of valuation changes.

This research presents the existence and increasing prominence of
valuation effects. In addition, their determinants are explored by
constructing simple models of different time ranges and factors that
appear to be related to valuation changes. These steps are meaningful
in view of the findings such as the effects of international portfolio
compositions in terms categories, gross, and net positions of FA and
FL. Macroeconomic variables, such as the current account, EXCH, real
GDP growth, and GDP per capita on valuation changes, are also
included over a long time horizon for a large sample of countries.
Moreover, the research deals with separate groups according to

economies’ development status.

However, this study also has limitations, and further
adjustments can be made. First, as an initial attempt, the sample
includes large number of economies for a long period to gain an
overview of the mechanism of international foreign investments and
forces that cause the values of external balance sheets to fluctuate.

However, it is found that prevalent assumptions on different aspects of

21 In terms of adjusted R-squared values, Model A including FA, FL, and CUR
explains the relationship between valuation effects and explanatory variables more
than other models in cross sectional analysis. However, those values of all three
models are similar in panel estimation.
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valuation changes are not clear in certain models. Therefore, future
research may focus on specific country groups or times of interests to
further understand the determinants of valuation effects. Second, a
detailed analysis is possible if valuation effects are divided by their two
main sources, namely, fluctuations in exchange rates and asset prices.
Third, various measures of exchange rates other than the current
bilateral rates with US dollars can be applied since EXCH present
modest relationships with valuation changes in the models although the

effects are presumed to be salient?2,

22 Dealing with these limitations, some regressions are replicated using samples that
exclude outliers in NFA, CUR, and VAL. Exchange rate measures are proxied by
trade-weighted REER and financially weighted indices. Valuation effects are also
divided into two driving forces, namely, exchange rates and asset prices. These
variations in exchange rates and valuation effects in the extended analysis are
limited to 1992-2005 due to data availability.
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Appendix. Data Sources

Variable Description Sources and Notes
VAL Valuation as a ratio to GDP EWNII
FA, FL Foreign assets, Foreign liabilities | EWNII
GROSS ”l."ote.ll. forelgn assets and EWNII
liabilities
Net foreign assets as a ratio to
NFA GDP EWNII
EQU Portfolio  equity assets and | EWNII (based on IFS, BOP,
liabilities and CPIS)
FDI Foreign direct investment assets | EWNIl (based on IIP and
and liabilities UNCTAD)
EWIl (based on IIP, Global
DEBT Debt assets and liabilities Financial Development, WEO,
QEDS, CPIS, BIS, IFS, etc.)
Foreign Foreign exchange reserve (total IMF COFER
Exchange reserves  minus gold)
EXCH Exchange rates (period average) World Development Indicators
GDPG Real GDP growth World Development Indicators
RISKA Ratio of FDI and equity to debt Calculated based on EWNII
and FX
RISKL Ratio of FDI and equity to debt | Calculated based on EWNII
FX EZE? of FX to FDI, Equity, and Calculated based on EWNII
GDPPC GDP per capita, constant World Development Indicators
World Development Indicators,
CUR Current account EWN I
REER Real effective  exchange rates Bruegel datasets
Financial exchange rates
FEXA,
Lane and Shambaugh (2010a)
FEXL, FEXN (Assets, Liabilities, Net index)
Domestic credit to
FD World Development Indicators
private sector (% of GDP)
DEP Sii?o and - youth dependency World Development Indicators
R Real interest rates World Development Indicators
OPEN Trade (% of GDP) World Development Indicators
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Figure 2-1A. Valuation changes and current account in advanced
countries, for the period 2000-2011 (relative to GDP)
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Figure 2-1B. Valuation changes and current account in emerging
and developing countries, for the period 2000-2011 (relative to
GDP)
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Figure 2-2A. Ten-year rolling correlations between changes in
NFA and current accounts
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Figure 2-2B. Ten-year rolling correlations between changes in
NFA and Valuation effects
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Table 2-1. Average values of valuation

account relative to GDP

changes

and current

Valuation changes

Current Account

SD SD
Obs Avg.1 Avg.2 Avg.l | Avg2
(SVAL) (6CUR)
0.057 0.095
1971-2011 | 188 0.034 | 0.084 0.067 | 0.084
(0.055) (0.573)

Al | 1971-1980 [ 124 [ 0.050 [ 0.029 | 0.047 0.093 | 0.058 [ 0.068
1981-1990 | 141 | 0.058 | 0.031 | 0.064 0.109 | 0.062 | 0.074
19912000 | 175 | 0.099 | 0.046 | 0.085 0.078 | 0.059 | 0.072
20012011 | 188 | 0.133 | 0.057 | 0.112 0.113 | 0.083 | 0.092

0.035 0.070
19712011 | 31 0.021 | 0.064 0.042 | 0.050
(0.043) (0.723)

ADV | 1971-1980 | 24 | 0031 | 9019 | 0027 | 0030 | 0025 | 0.030
1981-1990 | 24 | 0.012 | 0.010 | 0.032 0.036 | 0.029 | 0.032
1991-2000 | 30 | 0.176 | 0.051 | 0.081 0.041 0.033 | 0.036
20012011 | 31 | 0.060 | 0.038 | 0.097 0.085 | 0.062 | 0.064

0.060 0.098
19712011 | 157 0.037 | 0.089 0.072 | 0.091

EMG (0.057) (0.544)

& | 1971-1980 [ 100 | 0.053 [ 0.031 [ 0.052 0.102 | 0.067 | 0.078
1981-1990 | 117 | 0.064 | 0.035 | 0.071 0.119 | 0.069 | 0.083

DEV 1719912000 | 145 | 0.074 | 0.046 | 0.085 0.081 0.064 | 0.079
20012011 | 157 | 0.142 | 0.031 | 0.115 0.116 | 0.034 | 0.098

Notes:

1) “Averagel” shows the cross-country average of the absolute value of the annual
average in each country whereas “Average2” reveals the average of the absolute
value of the annual value in each country. “SD” indicates the standard deviations of
cross-country annual averages.

2) Countries are classified into two types — advanced and emerging and developing —
following Lane and Shambaugh (2010a) and IMF’s World Economic Outlook, April

2016.
3) The numbers

in brackets

valuation changes and current account, respectively.
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Table 2-2. Correlation matrix

1) Cross section data

NFA GDPG EXCH RISKA RISKL FX FA FL GROSS CUR GDPPC
NFA 1.000
GDPG 20.018 1.000
EXCH 0.019 -0.087 1.000
RISKA 0.264 -0.020 20.125 1.000
RISKL 0.258 -0.042 0.293 0.117 1.000
FX 0.012 -0.026 0.086 -0.047 -0.000 1.000
FA 0.709 0.034 20.013 0.329 0.252 -0.093 1.000
FL 20.121 -0.028 -0.039 0.168 0.067 0.118 0.615 1.000
GROSS 0.402 -0.035 20.026 0.290 0.194 0.115 0.931 0.860 1.000
CUR 0.698 -0.020 0.022 0.150 0213 -0.049 0.447 0.151 0217 1.000
GDPPC 0.425 -0.047 -0.120 0.391 0.029 -0.207 0.495 0.221 0.422 0.398 1.000

2) Panel data, 4 periods

NFA GDPG EXCH RISKA RISKL FX FA FL GROSS CUR GDPPC
NFA 1.000
GDPG -0.020 1.000
EXCH -0.023 0.091 1.000
RISKA 0.369 20.071 -0.005 1.000
RISKL 0.190 0.140 0.014 0.130 1.000
FX -0.010 0.135 0016 -0.090 0.040 1.000
FA 0.639 0.044 20.011 0.469 0.182 -0.090 1.000
FL -0.078 -0.040 0.007 0.274 0.063 -0.108 0.717 1.000
GROSS 0.352 0.046 0.004 0.414 0.141 -0.105 0.945 0.906 1.000
CUR 0.523 0.058 -0.040 0.095 0.135 0.014 0.283 0.107 0.122 1.000
GDPPC 0318 -0.094 -0.026 0.261 0.029 -0.161 0412 0.246 0.366 0.343 1.000
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3) Annual data

NFA GDPG EXCH RISKA RISKL FX FA FL GROSS CUR GDPPC

NFA 1.000

GDPG 0.017 1.000

EXCH -0.012 -0.052 1.000

RISKA 0.351 -0.029 -0.002 1.000

RISKL 0.223 0.069 -0.005 0.118 1.000

FX -0.002 0.054 -0.004 -0.059 0.028 1.000

FA 0.577 -0.018 -0.002 0.298 0.177 -0.060 1.000

FL -0.066 -0.035 0.007 0.094 0.045 -0.071 0.777 1.000

GROSS 0.305 -0.027 0.002 0.218 0.125 -0.069 0.954 0.930 1.000

CUR 0.463 -0.049 -0.025 0.065 0.091 -0.022 0.213 -0.097 0.078 1.000

GDPPC 0.262 -0.048 -0.009 0.210 0.035 -0.124 0.349 0.224 0.310 0.302 1.000
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Table 2-3. Cross section regressions by country group

A B C
All Advanced EMG-DEV All Advanced EMG-DEV All Advanced EMG-DEV
NFA 0.0147 0.0162 0.0169
(0.00974) (0.0108) (0.0112)
EXCH -0.00000043 ** -0.213* -0.00000035 -0.00000012 -0.445%** 0.000000026 -0.00000036 -0.281%%* -0.00000012
(0.00000021) (0.103) (0.00000023) (0.00000030) (0.143) (0.00000030) (0.00000049) (0.115) (0.00000044)
GDPG 0.0481 -0.197 0.134 0.0529 -0.594 0.170 0.0455 -1 110%** 0.267
(0.140) (0.199) (0.169) (0.183) (0.413) (0.188) (0.295) (0.192) (0.255)
RISKA 0.0343* 0.0131 0.0372* 0.0421 0.0109 0.0483* 0.0414* 0.0157 0.0426*
(0.0190) (0.00929) (0.0204) (0.0265) (0.0120) (0.0286) (0.0231) (0.0115) (0.0248)
RISKL -0.00352 -0.0238%* -0.00393 0.000173 -0.0303* -0.00186 -0.00659 -0.0246* -0.00835
(0.00417) (0.00857) (0.00410) (0.00533) (0.0154) (0.00543) (0.00671) (0.0121) (0.00586)
FX 0.00154 0.00558 0.00140 0.00292* 0.0143 0.00277* 0.00196 0.0245 0.00172
(0.00119) (0.0127) (0.00118) (0.00166) (0.0224) (0.00160) (0.00172) (0.0149) (0.00173)
GROSS 0.0118%** 0.00396* 0.0123%** 0.00998*** 0.00417%** 0.0120%**
(0.00333) (0.00214) (0.00442) (0.00294) (0.00144) (0.00412)
FA 0.0481%%* 0.0660%** 0.0494%**
(0.00917) (0.0118) (0.00969)
FL -0.0334%*** -0.0650%** -0.0317**
(0.0121) (0.0126) (0.0129)
CUR -0.438%** -0.593%** -0.42]1%** -0.165%*** -0.132 -0.173%%*
(0.119) (0.107) (0.123) (0.0630) (0.144) (0.0694)
GDPPC -0.000001 7% -0.00000044 -0.0000023** -0.0000014** -0.0000009 -0.00000083 -0.000002*** -0.0000015***  -0.0000031%*
(0.00000051) (0.00000043) (0.00000099) (0.00000065) (0.0000006) (0.0000011) (0.00000058) (0.00000045) (0.0000013)
Constant 0.00402 0.0194 0.00114 -0.0158* 0.0357 -0.0215%* 0.0135 0.05927%3%* 0.00314
(0.00822) (0.0152) (0.00874) (0.00907) (0.0222) (0.00887) (0.0142) (0.0155) (0.0171)
Adj. R? 0.576 0.810 0.577 0317 0.598 0.332 0.310 0.605 0.334
Obs. 178 29 149 178 29 149 178 29 149

Notes: 1) Robust Standard errors are reported in parentheses.
2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
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Table 2-4. Cross section regressions including interactions (Dependent variable: valuation to GDP ratio): Model A

All Advanced Emerging and Developing
EXCH 0.000142 -0.00008 -0.00000047* 0.181 0.0632 -0.216* -0.000128 -0.000086 -0.00000042
(0.00183) (0.000088) (0.00000024) (0.174) (0.134) (0.104) (0.00191) (0.000100) (0.00000026)
GDPG 0.0510 0.0517 0.0467 -0.0285 -0.149 -0.217 0.139 0.139 0.189
(0.145) (0.143) (0.148) (0.220) (0.173) (0.206) (0.176) (0.173) (0.160)
RISKA 0.0344* 0.0344* 0.0361* 0.0108 0.0103 0.0163 0.0373* 0.0373* 0.0414**
(0.0191) (0.0190) (0.0197) (0.00801) (0.00848) (0.00962) (0.0205) (0.0204) (0.0209)
RISKL -0.00346 -0.00351 -0.00386 -0.0228%** -0.0187** -0.0282%* -0.00392 -0.00391 -0.00523
(0.00440) (0.00418) (0.00398) (0.00772) (0.00755) (0.0110) (0.00434) (0.00411) (0.00367)
FX 0.00156 0.00154 0.00157 0.0186* 0.0200* 0.00690 0.00140 0.00140 0.00142
(0.00121) (0.00119) (0.00122) (0.00964) (0.0102) (0.0130) (0.00121) (0.00119) (0.00117)
FA 0.0482%** 0.0483*** 0.0464 *** 0.0621 *** 0.0714%** 0.0626%*** 0.0495%** 0.0495*** 0.0461 ***
(0.00930) (0.00926) (0.0106) (0.0177) (0.0108) (0.0139) (0.00985) (0.00980) (0.0112)
FL -0.0336%** -0.0336%*** -0.0318** -0.0605*** -0.0706*** -0.0612%** -0.0320** -0.0320%** -0.0277**
(0.0124) (0.0123) (0.0133) (0.0190) (0.0116) (0.0147) (0.0132) (0.0132) (0.0139)
CUR -0.438%** -0.438*** -0.451%** -0.648*** -0.658*** -0.701 *** -0.421 *** -0.421%** -0.446%**
(0.120) (0.119) (0.143) (0.0953) (0.0915) (0.204) (0.124) (0.123) (0.144)
GDPPC -0.0000017***  -0.0000017***  -0.0000018*** | 0.00000031 0.00000032 -0.00000050 -0.0000023** -0.0000023** -0.0000032%**
(0.00000051) (0.00000051) (0.00000047) (0.00000028) (0.00000028) (0.00000041) (0.00000099) (0.00000099) (0.00000094)
LEXCH_FA -0.00141 0.328%* 0.000076
(0.0102) (0.170) (0.0106)
LEXCH_FL 0.000161 -0.513%** 0.000159
(0.000161) (0.136) (0.000186)
LEXCH_NFA -0.000149 0.459%** -0.000161
(0.000165) (0.110) (0.000188)
I.CUR_GDPPC 0.0000022 0.0000048 0.0000070
(0.0000052) (0.0000072) (0.0000057)
Constant 0.00391 0.00388 0.00338 -0.00873 -0.00550 0.0198 0.000990 0.000995 -0.000987
(0.00817) (0.00816) (0.00923) (0.0133) (0.0118) (0.0148) (0.00870) (0.00867) (0.00978)
Adjusted R-squared 0.572 0.574 0.576 0.859 0.860 0.803 0.571 0.574 0.587
Observations 178 178 178 29 29 29 149 149 149

Notes: 1) Robust standard

errors are reported in parentheses.
2)  * ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
3)  “I” at the name of variables refers interaction terms.
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Table 2-5. Cross section regressions including interactions

(Dependent variable: valuation to GDP ratio): Model B

All Advanced Emerging and Developing
EXCH 0.000981 0.000135%* -0.00000038 0.356 -0.281 -0.406%** 0.000441 0.000128* -0.00000022
(0.00221) (0.000065) (0.00000032) (0.236) (0.165) (0.125) (0.00232) (0.000073) (0.00000031)
GDPG 0.0438 0.0467 0.0449 0.114 -0.585 -0.589 0.161 0.162 0.292
(0.187) (0.185) (0.205) (0.364) (0.425) (0.380) (0.195) (0.191) (0.178)
RISKA 0.0420 0.0420 0.0493* 0.0116 0.00894 0.0243%* 0.0482* 0.0481%* 0.0559%*
(0.0268) (0.0266) (0.0256) (0.00880) (0.0116) (0.0113) (0.0288) (0.0287) (0.0263)
RISKL 0.000288 0.000121 -0.00226 -0.0387** -0.0273* -0.0465** -0.00183 -0.00190 -0.00536*
(0.00560) (0.00538) (0.00430) (0.0138) (0.0147) (0.0168) (0.00579) (0.00549) (0.00323)
FX 0.00297* 0.00291%* 0.00280%* 0.0164 0.0240 0.0177 0.00278* 0.00276* 0.00253*
(0.00167) (0.00166) (0.00149) (0.0143) (0.0217) (0.0205) (0.00161) (0.00160) (0.00140)
GROSS 0.0119%** 0.0119%%** 0.0106%** 0.00365** 0.00408* 0.00424%%* 0.0123%** 0.0123%** 0.0124%**
(0.00337) (0.00337) (0.00285) (0.00152) (0.00225) (0.00180) (0.00449) (0.004438) (0.00361)
CUR -0.167%* -0.167** -0.283%%* -0.377%%* -0.149 -0.676%** -0.175%* -0.175%%* -0.284%*
(0.0640) (0.0641) (0.122) (0.126) (0.149) (0.295) (0.0711) (0.0709) (0.116)
GDPPC -0.0000014** -0.0000014** -0.0000019*** | -0.000000082  -0.00000047 -0.0000010** | -0.00000083  -0.00000083 -0.0000033***
(0.00000065) (0.00000065) (0.00000058) (0.00000042)  (0.00000048) (0.00000047) (0.0000011)  (0.0000011) (0.00000096)
L.EXCH_FA -0.00457 -0.128 -0.00154
(0.0126) (0.175) (0.0132)
LEXCH_FL -0.000208 -0.59] #** -0.000223
(0.000161) (0.198) (0.000177)
LEXCJ NFA 0.000253** 0.293 0.000240*
(0.000122) (0.231) (0.000137)
L.CUR_GDPPC 0.000011%* 0.000020%** 0.000016%**
(0.0000046) (0.0000090) (0.0000043)
Constant -0.0154* -0.0155* -0.0150 -0.00570 0.0207 0.0335* -0.0211%* -0.0212%** -0.0217**
(0.00925) (0.00916) (0.00950) (0.0202) (0.0211) (0.0185) (0.00911) (0.00896) (0.00853)
Adjusted 0.310 0314 0.376 0.752 0.601 0.642 0.323 0.328 0411
R-squared
Observations 178 178 178 29 29 29 149 149 149
Notes: 1)  Robust standard errors are reported in parentheses.
2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
3) “I” at the name of variables refers interaction terms.
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Table 2-6. Cross section regressions including interactions (Dependent variable: valuation to GDP ratio): Model C

All Advanced Emerging and Developing
NFA 0.0148 0.0148 0.0207 0.00127 0.0162 0.0607*** 0.0172 0.0171 0.0175
(0.00992) (0.00989) (0.0140) (0.0194) (0.0122) (0.0171) (0.0115) (0.0114) (0.0153)
EXCH 0.000093 -0.000068 -0.00000027 0.0694 -0.136 -0.226* -0.000578 -0.000099 -0.00000012
(0.00202) (0.000087) (0.00000044) (0.222) (0.178) (0.130) (0.00202) (0.000098) (0.00000044)
GDPG 0.0480 0.0486 0.0493 -0.906%* -1.138%** -0.447 0.275 0.273 0.260
(0.299) (0.298) (0.264) (0.315) (0.218) (0.288) (0.259) (0.258) (0.261)
RISKA 0.0415* 0.0415%* 0.0365 0.0151 0.0143 0.00279 0.0426* 0.0427* 0.0421
(0.0232) (0.0231) (0.0239) (0.0106) (0.0113) (0.0120) (0.0248) (0.0248) (0.0263)
RISKL -0.00654 -0.00657 -0.00551 -0.0288** -0.0219* -0.00878 -0.00843 -0.00833 -0.00816
(0.00699) (0.00674) (0.00649) (0.0123) (0.0125) (0.0127) (0.00611) (0.00589) (0.00592)
FX 0.00198 0.00196 0.00185 0.0306 0.0334* 0.00757 0.00168 0.00172 0.00171
(0.00173) (0.00172) (0.00175) (0.0178) (0.0164) (0.0158) (0.00174) (0.00174) (0.00175)
GROSS 0.00994*** 0.00994*** 0.00998*** 0.00490%** 0.00433%** 0.000859 0.0119%** 0.0119%** 0.0119%**
(0.00297) (0.00296) (0.00322) (0.00170) (0.00139) (0.00149) (0.00416) (0.00414) (0.00413)
GDPPC -0.0000024 *** -0.0000024***  -0.0000021*** | -0.0000011**  -0.0000012**  -0.00000062 -0.0000031** -0.0000031** -0.000003***
(0.00000066) (0.00000066) (0.00000058) (0.00000048)  (0.00000047) (0.00000061) (0.0000013) (0.0000013) (0.0000011)
LEXCH_FA -0.00105 0.0312 0.00254
(0.0115) (0.338) (0.0115)
LEXCH_FL 0.000135 -0.346* 0.000160
(0.000198) (0.193) (0.000219)
LEXCH_NFA -0.000127 0.249 -0.000185
(0.000162) (0.204) (0.000183)
L.CUR_GDPPC -0.0000054 -0.000017*** -0.00000084
(0.0000064) (0.000006) (0.0000075)
Constant 0.0106 0.0105 0.0117 0.0411%* 0.0480%** 0.0323 0.00291 0.00297 0.00338
(0.0179) (0.0178) (0.0167) (0.0160) (0.0167) (0.0205) (0.0172) (0.0171) (0.0180)
Adjusted R-squared | 0.302 0.306 0.321 0.598 0.602 0.719 0.325 0.330 0.329
Observations 178 178 178 29 29 29 149 149 149

Notes: 1) Standard errors are reported in parentheses.

2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.

3) “I” at the name of variables refers interaction terms.

79



Table 2-7. Cross section regressions with financial exchange rates (1992-2005)

Model A Model C
VARIABLES EXCH FEXN EXCH FEXN
FA 0.0410%*** 0.0453#%**
(0.00681) (0.0110)
FL -0.0277%** -0.0340%**
(0.00581) (0.0145)
NFA 0.0179%*** 0.0150
(0.00578) (0.0151)
GROSS 0.00646** 0.00378
(0.00300) (0.00337)
CUR -0.551*** -0.474%**
(0.0547) (0.0894)
RISKA 0.0620* 0.0139%%** 0.0607* 0.0134%**
(0.0343) (0.00454) (0.0356) (0.00447)
RISKL -0.0125%* -0.0263*** -0.0138%** -0.0262%**
(0.00638) (0.00743) (0.00566) (0.00776)
FX 0.000869 -0.000014 0.0000191 -0.00247
(0.00195) (0.00183) (0.00288) (0.00354)
GDPG 0.0437 0.269%* 0.350 0.692%**
(0.0912) (0.141) (0.238) (0.127)
GDPPC -0.0000021 *** -0.00000089*** -0.0000027*** -0.00000095***
(0.00000080) (0.00000031) (0.00000087) (0.00000030)
EXCH -0.0174* -0.00148
(0.00991) (0.00243)
LEXCH_FA 0.0326
(0.0201)
LLEXCH_FL 0.00527%*%*
(0.00267)
LLEXCH _NFA -0.000894
(0.00117)
FEXN 0.198%* 0.0501
(0.101) (0.0847)
LFEXN FA -0.201
(0.487)
LFEXN FL -0.365%**
(0.0999)
LFEXN NFA 0.375%**
(0.118)
Constant 0.00800 0.00562 0.0141 -0.00536
(0.00780) (0.00698) (0.0128) (0.00980)
Observations 175 117 175 117
Adj. R-squared 0.533 0.492 0.289 0.284
Notes: 1) Robust standard errors in parentheses
2) *, ** **% describe significance levels at 10, 5, and 1 percent, respectively.
3) “I” at the name of variables refers interaction terms.
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Table 2-8. Determinants of different valuation effects: Model A

REER FEXN
VAL VALEX VALP VAL VALEX VALP
FA 0.0884%** 0.0595%** 0.0277%* 0.0686%** 0.0434%%* 0.0243%*
(0.0206) (0.0162) (0.0120) (0.0169) (0.0111) (0.0119)
FL 20.0916%*%  .0.0790%** 0.0111 -0.0630%++ 00587+ .0.00294
(0.0246) (0.0186) (0.0139) (0.0214) (0.0151) (0.0157)
CUR -0.658%** 0.118 -0.782%% 0,659+ 0.0493 -0.712%%
(0.179) (0.0933) (0.167) (0.135) (0.0617) (0.147)
RISKA | 0.00672 0.00302 0.00344 0.0151%* 0.00312 0.0118*
(0.00918) (0.00848) (0.00746) (0.00700) (0.00503) (0.00609)
RISKL | -0.0141 0.0231%* -0.0370%+ -0.0353 % 0.00954 -0.0446%++
(0.0114) (0.00973) (0.00911) (0.0119) (0.00727) (0.0101)
FX 0.00954%*%*  0.00115 0.00814%* 0.00551 -0.000781 0.00605
(0.00353) (0.00206) (0.00328) (0.00413) (0.00213) (0.00374)
GDPG | -0.0679 -0.00798 -0.0631 0.119 0.0435 0.0737
(0.235) (0.167) (0.206) (0.188) (0.118) (0.184)
GDPPC | 0.0000001 0.00000021  -0.00000011 | -0.00000065*  -0.000000067  -0.00000059
(0.00000031)  (0.00000034)  (0.00000039) | (0.00000038)  (0.00000026)  (0.0000004)
REER | 0.370%* 0.0547 0.323%%*
(0.167) (0.0990) (0.115)
FEXN 0.739%%* 0.553%%% 0.179%**
(0.199) (0.176) (0.0675)
Constant | -0.00212 0.00461 -0.00704 0.0117 0.0147 -0.00341
(0.0137) (0.0103) (0.00832) (0.0138) (0.0108) (0.00903)
Obs.s 111 111 111 117 117 117
Adj. R> | 0.278 0.502 0.461 0.513 0.695 0.429

Notes: 1) Robust standard errors in parentheses
2) *, ** *** describe significance levels at 10, 5, and 1 percent, respectively.
3) Signs of REER coefficients are inversed for convenience since the index implies opposite impacts on
exchange rates compared to financial effective exchange rates.
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Table 2-9. Determinants of different valuation effects: Model B

REER FEXN
VAL VALEX VALP VAL VALEX VALP
GROSS | -0.00341 0.0111%* 0.00791** | 0.00638 -0.00490 0.0114%*x
(0.00586) (0.00474) (0.00388) (0.00498) (0.00311) (0.00356)
CUR -0.162 0.499%#%* -0.675%%* -0.372%* 0.272%%% -0.653%%*
(0.204) (0.143) (0.176) (0.143) (0.102) (0.159)
RISKA | 0.00450 0.00132 0.00296 0.0142%* 0.00248 0.0116*
(0.0123) (0.00744) (0.00859) (0.00674) (0.00419) (0.00618)
RISKL | -0.0175 0.0204 -0.0378*** | .0.0362%**  0.00885 -0.0448 %+
(0.0124) (0.0133) (0.00800) (0.0109) (0.00904) (0.00944)
FX 0.0168***  0.00673**  0.00971*** | 0.0101** 0.00277 0.00699*
(0.00482) (0.00264) (0.00333) (0.00479) (0.00240) (0.00367)
GDPG | 0.230 0.221 0.00130 0.232 0.131 0.0970
(0.306) (0.227) (0.220) (0.241) (0.161) (0.195)
GDPPC | 0.0000012**  0.0000011**  0.00000013 | -0.0000002  0.00000028  -0.0000005
(0.00000055)  (0.00000046)  (0.00000039) | (0.00000048)  (0.00000031)  (0.00000041)
REER | 0.224 -0.0575 0.292%*
(0.195) (0.148) (0.115)
FEXN 0.901 %%+ 0.679%** 0.212%%
(0.246) (0.210) (0.0720)
Constant | -0.0525%**  .0.0342%**  _0.0179%** | .0.0228* -0.0121 -0.0106
(0.0111) (0.00788) (0.00682) (0.0131) (0.0105) (0.00742)
Obs. 111 111 111 117 117 117
Adj. R | 0.025 0.285 0.448 0.371 0.565 0.425

Notes: 1) Robust standard errors in parentheses

2) *, ** *** describe significance levels at 10, 5, and 1 percent, respectively.

3) Signs of REER coefficients are inversed for convenience since the index implies opposite impacts on

exchange rates compared to financial effective exchange rates.
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Table 2-10. Determinants of different valuation effects: Model C

REER FEXN
VAL VALEX VALP VAL VALEX VALP
NFA 0.0517** 0.0761*** -0.0260 0.0327 0.0535%** -0.0221
(0.0239) (0.0158) (0.0197) (0.0214) (0.0127) (0.0201)
GROSS -0.00596 -0.00894** 0.00313 0.000293 -0.00750%** 0.00796*
(0.00433) (0.00405) (0.00283) (0.00448) (0.00273) (0.00448)
RISKA 0.00605 0.00314 0.00265 0.0145%* 0.00316 0.0111%*
(0.00995) (0.00887) (0.0112) (0.00701) (0.00501) (0.00640)
RISKL -0.0192* 0.0240** -0.0432%** -0.0346%** 0.00950 -0.0439%%*
(0.0114) (0.0100) (0.0100) (0.0110) (0.00735) (0.0105)
FX 0.00864 0.00131 0.00707 0.00413 -0.000678 0.00456
(0.00599) (0.00211) (0.00641) (0.00647) (0.00208) (0.00638)
GDPG 0.551*** -0.118 0.672%** 0.692%%** 0.000770 0.692%%**
(0.201) (0.173) (0.150) (0.181) (0.125) (0.157)
GDPPC 0.00000017 0.0000002 -0.000000037 | -0.00000075*  -0.000000059  -0.00000069*
(0.00000035)  (0.00000033)  (0.00000036) | (0.00000044)  (0.00000026)  (0.00000041)
REER 0.201 0.0848 0.122
(0.154) (0.0949) (0.113)
FEXN 0.689%** 0.557*** 0.125
(0.203) (0.176) (0.0820)
Constant | -0.0173 0.00733 -0.0251** -0.00430 0.0159 -0.0207
(0.0151) (0.0101) (0.0124) (0.0157) (0.0110) (0.0126)
Obs. 111 111 111 117 117 117
Adj. R? 0.138 0.501 0.159 0.348 0.697 0.136
Notes: 1) Robust standard errors in parentheses

2) *, ** *¥** describe significance levels at 10, 5, and 1 percent, respectively.
3) Signs of REER coefficients are inversed for convenience since the index implies opposite impacts on
exchange rates compared to financial effective exchange rates.
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Table 2-11. Cross section

regressions with additional variable

Financial . Trade Real interest
Development Age dependency ratio, openness rates 1992-2011
Model B Model A Model B Model C Model A
FA 0.0504*** 0.0176* 0.0162
(0.00854) (0.00950) (0.0154)
FL -0.0356%** -0.00119
(0.0114) (0.0178)
NFA
GROSS 0.0153%** 0.0120%*** 0.00582%**
(0.00451) (0.00326) (0.00255)
CUR -0.325%* -0.458%** -0.169%** -0.448%**
(0.135) (0.108) (0.0573) (0.0867)
RISKA 0.0397** 0.0372* 0.0444 0.0457* -0.0142
(0.0187) (0.0193) (0.0271) (0.0249) (0.0257)
RISKL -0.00589 -0.00280 0.000823 -0.00442 0.0179*
(0.00404) (0.00395) (0.00504) (0.00758) (0.0106)
FX 0.00257* 0.00149 0.00297* 0.00235 0.00232
(0.00135) (0.00129) (0.00177) (0.00180) (0.00323)
EXCH -0.000000084 | -0.000001***  -0.00000049 -9.57e-07* 0.00000079
(0.00000022) | (0.00000021)  (0.00000031)  (4.93e-07) (0.0000023)
GDPG 0.143 0.107 0.0952 -0.0202 0418
(0.155) (0.119) (0.168) (0.289) (0.257)
GDPPC -0.0000011** | -0.00000094*  -0.00000085 -0.0156*** -0.0000017*
(0.00000055) | (0.00000048)  (0.00000069)  (0.00525) (0.00000091)
FD 0.0212
(0.0163)
LFD FA 0.0556%***
(0.0201)
LFD FL -0.0842%**
(0.0276)
DEP 0.0869*** 0.0606*** 0.0324
(0.0162) (0.0199) (0.0277)
OPEN 0.0176*
(0.00992)
R -0.0642
(0.0885)
LRISKA R 0.821***
(0.284)
LRISKL R -0.258*
(0.134)
Constant -0.0197** -0.0664*** -0.0660*** 0.0854 -0.0201
(0.00927) (0.0146) (0.0184) (0.0599) (0.0266)
Observations 174 175 175 170 150
Adj. R-squared 0.497 0.627 0.340 0.354 0.681

Notes: 1) Robust standard errors in parentheses.
2) *, ** *¥** describe significance levels at 10, 5, and 1 percent, respectively.
3) “I” at the name of variables refers interaction terms.
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Table 2-12. Cross_section regressions without outliers

Model A Model B
Full, 19712011  -0.05<VAL<0.1 -3<NFA<3 -1.5<NFA<1.5 Full, 1971-2011  -0.05<VAL<0.1 -3<NFA<3 Full, 1992-2005 -3<NFA<3
FA 0.0481%** 0.0176* 0.0560%** 0.0615%**
(0.00917) (0.00944) (0.00903) (0.00733)
FL -0.0334%*** -0.00694 -0.0454*** -0.0574%**
(0.0121) (0.0109) (0.00991) (0.00777)
GROSS 0.0118*** 0.00545%** 0.00886*** 0.00301 0.00518*
(0.00333) (0.00153) (0.00182) (0.00314) (0.00275)
CUR -0.438*** -0.159* -0.483%** -0.572%** -0.165%** -0.0815* -0.221** -0.353%*** -0.465%**
(0.119) (0.0858) (0.120) (0.0656) (0.0630) (0.0427) (0.0879) (0.111) (0.0854)
RISKA 0.0343* -0.00393 0.0386** 0.00357 0.0421 -0.00497 0.0520** 0.0218 0.0184
(0.0190) (0.00359) (0.0179) (0.00338) (0.0265) (0.00345) (0.0253) (0.0461) (0.0444)
RISKL -0.00352 0.00130 -0.00590 -0.00597** 0.000173 0.00374 -0.00957 0.00594 -0.0431*
(0.00417) (0.00410) (0.00450) (0.00245) (0.00533) (0.00287) (0.00581) (0.00801) (0.0226)
FX 0.00154 0.000404 0.00119 0.000361 0.00292* 0.000604 0.00322%* 0.00244 0.00243
(0.00119) (0.000519) (0.00116) (0.000581) (0.00166) (0.000525) (0.00162) (0.00229) (0.00226)
EXCH -0.00000043**  -0.00000056***  -0.00000093***  -0.00000074*** | -0.00000012 -0.00000046**  -0.000000013
(0.00000021) (0.00000019) (0.00000021) (0.0000002) (0.0000003) (0.00000019) (0.00000024)
REER -0.00616 -0.0504
(0.0759) (0.0639)
GDPG 0.0481 -0.230%* 0.174* 0.103 0.0529 -0.231%** 0.286* 0.376%* 0.195
(0.140) (0.107) (0.103) (0.0998) (0.183) (0.112) (0.168) (0.181) (0.187)
GDPPC -0.0000017***  -0.00000072***  -0.00000095** -0.000000079 -0.0000014** -0.00000053**  -0.0000015%* -0.00000063 -0.0000013**
(0.00000051) (0.00000023) (0.00000046) (0.00000023) (0.00000065) (0.00000023) (0.0000006) (0.00000077) (0.00000063)
DEP 0.0837%** 0.0670%**
(0.0164) (0.0118)
R -0.0765 -0.244%*
(0.0942) (0.129)
LRISKA R 0.550 0.630
(0.424) (0.407)
LRISKL R -0.244* 0.143
(0.130) (0.253)
Constant 0.00402 0.0142* -0.0605%*** -0.0426%*** -0.0158%* 0.00896 -0.0200** -0.0146 0.0125
(0.00822) (0.00777) (0.0143) (0.0107) (0.00907) (0.00625) (0.00894) (0.0116) (0.0187)
Observations | 178 159 171 158 178 159 174 134 130
Adj. R? 0.576 0.193 0.618 0.654 0.317 0.152 0.423 0.396 0.585
Notes: 1) Robust standard errors in parentheses
2) *, ** *** describe significance levels at 10, 5, and 1 percent, respectively.
3) “I” at the name of variables refers interaction terms.
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Table 2-13. Panel regressions: Pooled OLS, Fixed effects, and Random effects (Dependent variable: Valuation to GDP ratio)

Pooled OLS Fixed effects Random effects
A B C A B C A B C
NFA 0.0213%%* 0.0231 0.0211%**
(0.00896) (0.0212) (0.0104)
EXCH -0.00000014 -0.00000012 0.00000016 0.000000062  -0.00000012 0.00000044* | -0.00000011 -0.000000095 0.00000025***
sk
(0.00000009) (0.00000011) (0.00000010) (0.0000002) (0.00000018)  (0.00000016) | (0.000000077)  (0.00000011) (0.000000089)
GDPG 0.0645 0.0952 0.135 0.187 0.163 0.204 0.0819 0.129 0.157
(0.0821) (0.101) (0.121) (0.123) (0.144) (0.148) (0.0802) (0.107) (0.133)
RISKA 0.0525%** 0.0677*** 0.0600%*** 0.0696*** 0.0877%** 0.0733*** 0.0543%*** 0.0736%** 0.0643%**
(0.0134) (0.0189) (0.0160) (0.0132) (0.0139) (0.0162) (0.0142) (0.0183) (0.0163)
RISKL -0.00220 0.000543 -0.00481 0.000186 0.00173 0.00262 -0.00189 0.00110 -0.00316
(0.00445) (0.00318) (0.00578) (0.00860) (0.00937) (0.00659) (0.00494) (0.00347) (0.00566)
FX 0.000364 0.00100 0.000165 -0.000553 -0.000353 -0.000841 0.000284 0.000648 -0.0000096
(0.000751) (0.000686) (0.000632) (0.000984) (0.000744) (0.00164) (0.000401) (0.000408) (0.000554)
GROSS 0.00954*%*%* 0.00817**%* 0.00442 0.00535 0.00813** 0.00736**
(0.00267) (0.00269) (0.00424) (0.00540) (0.00327) (0.00337)
FA 0.0473%** 0.0367** 0.0463***
(0.00783) (0.0162) (0.00814)
FL -0.0345%** -0.0288 -0.0337%***
(0.0107) (0.0197) (0.0109)
CUR -0.458%** -0.233%%* -0.402%** -0.336%** -0.448%*** -0.245%**
(0.0732) (0.0770) (0.123) (0.127) (0.0764) (0.0900)
GDPPC -0.0000019***  -0.0000018***  -0.0000027*** | -0.0000024 -0.0000034**  0.0000042** | -0.0000019***  -0.0000018***  -0.0000029***
(0.00000039) (0.0000005) (0.00000042) (0.0000015) (0.0000016) (0.0000017) | (0.00000044) (0.00000057) (0.00000048)
Constant 0.00168 -0.0166** 0.0124 0.000908 -0.00432 0.0206 0.00121 -0.0161* 0.0123
(0.00929) (0.00766) (0.0102) (0.0143) (0.0133) (0.0136) (0.0101) (0.00908) (0.0129)
Adj. R? 0.589 0.447 0.450 0.584 0.549 0.521 0.581 0.534 0.517
Observations 573 573 573 573 573 573 573 573 573
countries 178 178 178 178 178 178
Breusch-Pagan 0.222 0.000 0.002
LM test (RE)
Hausman test 0.0054 0.0003 0.0015

Notes: 1) Robust standard errors are reported in parentheses.

2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.



Table 2-14. Panel regressions by country groups, fixed effects (Dependent variable: valuation to GDP ratio)

A B C
All Advanced EDmergln_g ' All Advanced Emerging - All Advanced Emerging -
eveloping Developing Developing
NFA 0.0231 0.0882%** 0.0149
(0.0212) (0.0230) (0.0228)
EXCH 0.000000062 -0.0754 -0.000000049 | -0.00000012 -0.0285 -0.00000019 | 0.00000044*** -0.112 0.00000038**
(0.0000002) (0.0822) (0.00000021) | (0.00000018) (0.0995) (0.0000002) | (0.00000016) (0.0923) (0.00000017)
GDPG 0.187 0.173 0.168 0.163 -0.354 0.150 0.204 -0.0899 0.214
(0.123) (0.196) (0.130) (0.144) (0.429) (0.150) (0.148) (0.242) (0.155)
RISKA 0.0696%** 0.00756 0.0780%** 0.0877%** 0.00454 0.0924%** 0.0733%** 0.00356 0.0818%**
(0.0132) (0.00681) (0.0154) (0.0139) (0.00736) (0.0140) (0.0162) (0.00654) (0.0203)
RISKL 0.000186 -0.0101 -0.000917 0.00173 -0.0149 0.0000032 0.00262 -0.0146 0.00249
(0.00860) (0.00963) (0.00881) (0.00937) (0.0142) (0.00942) (0.00659) (0.00958) (0.00692)
FX -0.000553 -0.0138 -0.000133 -0.000353 0.00827 0.000031 -0.000841 -0.0205* -0.000624
(0.000984) (0.00926) (0.000907) (0.000744) (0.0256) (0.000754) (0.00164) (0.0101) (0.00152)
GROSS 0.00442 -0.00140 0.00474 0.00535 -0.000709 0.00558
(0.00424) (0.00164) (0.00606) (0.00540) (0.00164) (0.00778)
FA 0.0367** 0.108%** 0.0284
(0.0162) (0.0205) (0.0174)
FL -0.0288 -0.110%** -0.0192
(0.0197) (0.0217) (0.0206)
CUR -0.402%%** -0.425%* -0.432%** -0.336%** 0.272 -0.391%%**
(0.123) (0.195) (0.131) (0.127) (0.317) (0.133)
GDPPC -0.0000024 -0.000000033  0.0000000007 | -0.0000034** -0.0000018 -0.00000043 | -0.0000042** -0.0000012 -0.0000038
(0.0000015) (0.00000084)  (0.0000018) (0.0000016) (0.0000015) (0.0000018) | (0.0000017) (0.0000009) (0.0000026)
Constant 0.000908 0.00837 -0.0168 -0.00432 0.0626 -0.0241%* 0.0206 0.0544** 0.00631
(0.0143) (0.0207) (0.0164) (0.0133) (0.0546) (0.0117) (0.0136) (0.0212) (0.0185)
Adjusted R-squared 0.584 0.516 0.617 0.549 0.104 0.600 0.521 0.472 0.548
Observations 573 102 471 573 102 471 573 102 471
No. of Countries 178 29 149 178 29 149 178 29 149

Notes: 1) Robust standard errors are reported in parentheses.

2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
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Table 2-15. Panel regressions including interactions, fixed effects (Dependent variable: valuation to GDP ratio): Model A

All Advanced Emerging and Developing
EXCH 0.00516* 0.000292*** -0.00000021 0.0534 -0.0880 -0.0953 0.00408* 0.000331*** -0.00000023
(0.00278) (0.000061) (0.0000002) (0.100) (0.113) (0.0784) (0.00242) (0.000062) (0.0000002)
GDPG 0.170 0.153 0.0511 0.334 0.192 0.114 0.137 0.124 0.0660
(0.116) (0.113) (0.122) (0.201) (0.219) (0.205) (0.122) (0.118) (0.130)
RISKA 0.0718*** 0.0717%** 0.0634%** 0.00656 0.00724 0.00514 0.0803%** 0.0803%** 0.0704%**
(0.0137) (0.0137) (0.0130) (0.00530) (0.00697) (0.00776) (0.0163) (0.0163) (0.0172)
RISKL 0.000255 0.000344 0.00398 -0.00995 -0.00999 -0.00520 -0.000919 -0.000852 0.00342
(0.00894) (0.00893) (0.00834) (0.00916) (0.00958) (0.0106) (0.00922) (0.00921) (0.00890)
FX -0.000454 -0.000468 -0.000590 -0.0137 -0.0137 -0.0262%* 0.00001 -0.0000024 -0.000391
(0.000894) (0.000908) (0.000850) (0.00942) (0.00954) (0.0108) (0.000822) (0.000830) (0.000865)
FA 0.0323* 0.0320* 0.0462%** 0.0795%** 0.109%** 0.129%** 0.0231 0.0226 0.0394%*
(0.0168) (0.0167) (0.0164) (0.0215) (0.0213) (0.0265) (0.0179) (0.0178) (0.0196)
FL -0.0234 -0.0228 -0.0352* -0.0912%** -0.112%** -0.133%** -0.0118 -0.0114 -0.0280
(0.0203) (0.0201) (0.0188) (0.0207) (0.0227) (0.0273) (0.0208) (0.0207) (0.0210)
CUR -0.414%** -0.414%** -0.603*** -0.369* -0.435%* 0.0339 -0.450%** -0.450%** -0.577***
(0.125) (0.125) (0.110) (0.186) (0.204) (0.296) (0.134) (0.134) (0.108)
GDPPC -0.0000027* -0.0000027* -0.0000041** | 0.00000058 0.000000017 0.00000031 -0.00000003 -0.000000022 -0.0000033
(0.0000016) (0.0000016) (0.0000017) (0.00000082)  (0.00000088) (0.00000081) | (0.0000019) (0.0000019) (0.0000033)
LEXCH_FA -0.0132* -0.0918 -0.0100
(0.00782) (0.220) (0.00679)
LEXCH_FL -0.000849*%** -0.0959 -0.000774%**
(0.000278) (0.211) (0.000243)
LEXCH_NFA 0.000328*** -0.0592 0.000372%**
(0.000069) (0.258) (0.00007)
L.CUR_GDPPC 0.000014** -0.000014* 0.000013
(0.0000061) (0.0000078) (0.0000096)
Constant 0.000163 0.000749 0.00952 -0.00582 0.00653 0.0124 -0.0199 -0.0194 -0.00662
(0.0143) (0.0144) (0.0125) (0.0207) (0.0224) (0.0210) (0.0161) (0.0161) (0.0175)
Adjusted R-squared 0.602 0.601 0.607 0.534 0.511 0.546 0.640 0.640 0.627
Observations 573 573 573 102 102 102 471 471 471
No. of countries 178 178 178 29 29 29 149 149 149
Notes: 1) Robust standard errors are reported in parentheses.
2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
3) “I” at the name of variables refers interaction terms.
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Table 2-16. Panel regressions including interactions, fixed effects (Dependent variable: valuation to GDP ratio): Model B

All Advanced Emerging and Developing
EXCH 0.00339 0.000366*** -0.00000031%* | 0.309%** 0.0219 -0.0185 0.00284 0.000378***  -0.00000026
(0.00270) (0.000023) (0.00000016) | (0.0913) (0.196) (0.102) (0.00233) (0.000027) (0.00000018)
GDPG 0.135 0.124 0.0784 0.284 -0.402 -0.192 0.114 0.106 0.119
(0.138) (0.133) (0.127) (0.270) (0.472) (0.353) (0.143) (0.138) (0.129)
RISKA 0.0868*** 0.0865%** 0.0866*** 0.00503 0.00601 0.00746 0.0905%** 0.0903*** 0.0919%**
(0.0140) (0.0140) (0.0134) (0.00599) (0.00661) (0.00765) (0.0145) (0.0144) (0.0141)
RISKL 0.00157 0.00161 0.00421 -0.0120 -0.0149 -0.0186 -0.000257 -0.000223 0.00135
(0.00966) (0.00964) (0.00962) (0.0111) (0.0142) (0.0111) (0.00972) (0.00970) (0.0103)
FX -0.000277 -0.000287 -0.000346 -0.00494 0.00665 0.0159 0.000137 0.000126 -0.000023
(0.000718) (0.000724) (0.000703) (0.0162) (0.0248) (0.0234) (0.000733) (0.000737) (0.000784)
GROSS 0.00504 0.00510 0.00541 -0.0127*** -0.00117 -0.000458 0.00585 0.00587 0.00506
(0.00440) (0.00439) (0.00457) (0.00364) (0.00183) (0.00197) (0.00647) (0.00646) (0.00629)
CUR -0.364%** -0.365%** -0.445%** 0.0394 0.277 -0.309 -0.425%** -0.425%** -0.427%**
(0.129) (0.129) (0.125) (0.172) (0.300) (0.343) (0.136) (0.136) (0.130)
GDPPC -0.0000034**  -0.0000034**  -0.0000045** | 0.00000058 -0.0000019 -0.0000018 -0.00000033 -0.00000032 -0.0000014
(0.0000016) (0.0000016) (0.0000019) (0.00000096)  (0.0000016) (0.00000134) (0.0000019) (0.0000019) (0.0000038)
LEXCH _FA -0.00796 -0.00563 -0.00640
(0.00751) (0.287) (0.00649)
LEXCJ FL -0.000736** -0.457 -0.000689***
(0.000284) (0.316) (0.000248)
LLEXCH_NFA 0.0004 12%*** 0.248 0.000425***
(0.000026) (0.609) (0.000031)
I.CUR_GDPPC 0.0000086 0.000014 0.0000036
(0.0000092) (0.000012) (0.000012)
Constant -0.00385 -0.00344 0.000057 0.00263 0.0674 0.0481 -0.0252** -0.0248** -0.0221*
(0.0135) (0.0136) (0.0123) (0.0301) (0.0578) (0.0443) (0.0121) (0.0120) (0.0130)
Adjusted R-squared 0.578 0.578 0.557 0.402 0.113 0.143 0.631 0.632 0.600
Observations 573 573 573 102 102 102 471 471 471
No. of Countries 178 178 178 29 29 29 149 149 149
Notes: 1) Robust standard errors are reported in parentheses.
2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
3) “I” at the name of variables refers interaction terms.
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Table 2-17. Panel

regressions including interactions, fixed effects (Dependent variable: valuation to GDP ratio): Model C

All Advanced Emerging and Developing
NFA 0.0185 0.0180 0.0226 0.0612%* 0.0880%*** 0.131%%* 0.00916 0.00868 0.0107
(0.0224) (0.0222) (0.0207) (0.0230) (0.0230) (0.0256) (0.0241) (0.0239) (0.0215)
EXCH 0.00520 0.000261 *** 0.00000045%** | 0.0681 -0.110 -0.0932 0.00432 0.000289%** 0.0000004**
(0.00326) (0.000068) (0.00000016) (0.119) (0.139) (0.0705) (0.00308) (0.000073) (0.00000017)
GDPG 0.190 0.173 0.227* 0.136 -0.0924 0.124 0.192 0.178 0.267*
(0.144) (0.143) (0.136) (0.222) (0.244) (0.235) (0.151) (0.149) (0.140)
RISKA 0.0753%** 0.0752%** 0.0741%** 0.00349 0.00365 0.00538 0.0839%** 0.0840%** 0.0857%**
(0.0169) (0.0169) (0.0160) (0.00555) (0.00693) (0.00738) (0.0215) (0.0215) (0.0190)
RISKL 0.00274 0.00283 0.00171 -0.0137 -0.0146 -0.00529 0.00260 0.00267 -0.000845
(0.00675) (0.00675) (0.00692) (0.00901) (0.00971) (0.0104) (0.00711) (0.00710) (0.00775)
FX -0.000758 -0.000772 -0.000808 -0.0193* -0.0205* -0.0254%%* -0.000515 -0.000529 -0.000367
(0.00155) (0.00157) (0.00162) (0.00994) (0.0101) (0.00628) (0.00143) (0.00144) (0.00151)
GROSS 0.00583 0.00595 0.00493 -0.00654* -0.000701 -0.00201 0.00648 0.00651 0.00473
(0.00560) (0.00558) (0.00546) (0.00329) (0.00176) (0.00157) (0.00821) (0.00819) (0.00726)
GDPPC -0.0000045**  -0.0000045**  -0.0000038* -0.00000028 -0.0000012 0.00000033 -0.000004 -0.000004 -0.000001
(0.0000017) (0.0000017) (0.0000021) (0.00000083)  (0.00000093) (0.00000082) (0.0000026)  (0.0000026) (0.0000039)
LEXCH_FA -0.0134 -0.0413 -0.0109
(0.00917) (0.244) (0.00866)
LEXCJ FL -0.000822%** -0.189 -0.000756**
(0.000326) (0.230) (0.000307)
LEXCH_NFA 0.000292*** 0.0121 0.000324***
(0.000076) (0.301) (0.000082)
L.CUR_GDPPC -0.0000026 -0.000014%** -0.0000077
(0.0000061) (0.0000042) (0.0000091)
Constant 0.0204 0.0210 0.0173 0.0304 0.0545%* 0.0108 0.00428 0.00483 -0.00456
(0.0138) (0.0138) (0.0147) (0.0182) (0.0213) (0.0209) (0.0188) (0.0189) (0.0199)
Adjusted R-squared 0.535 0.535 0.522 0.504 0.466 0.550 0.565 0.565 0.554
Observations 573 573 573 102 102 102 471 471 471
178 178 178 (29) 29 29 149 149 149
Notes: 1) Robust standard errors are reported in parentheses.
2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
3) “I” at the name of variables refers interaction terms.
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Table 2-18. Panel regressions with additional variables

Financial development

interest rates

A A B
FA 0.000964 0.0173
(0.0226) (0.0268)
FL 0.0116 -0.00153
(0.0214) (0.0305)
GROSS 0.00764*
(0.00404)
CUR -0.506*** -0.351* -0.311*
(0.118) (0.187) (0.168)
RISKA 0.0603*%** 0.00381 0.00366
(0.0108) (0.00830) (0.00878)
RISKL 0.00980%** -0.000166 -0.000899
(0.00465) (0.00938) (0.0102)
FX -0.000830 0.000770 0.000716
(0.000740) (0.00148) (0.00154)
GDPG 0.0591 0.101 0.120
(0.123) (0.151) (0.122)
EXCH -0.000000041 0.00000035 0.00000028
(0.00000016) (0.0000012) (0.0000012)
GDPPC 0.00000018 -0.0000043** -0.0000044**
(0.0000013) (0.0000019) (0.0000019)
FD -0.00536
(0.0280)
LFA FD 0.0783%*%**
(0.0285)
LFL_FD -0.0908***
(0.0272)
R -0.151%%* -0.160***
(0.0545) (0.0443)
LRISKA R 0.719%** 0.778%**
(0.189) (0.119)
LRISKL R 0.130 0.141
(0.102) (0.106)
Constant -0.0271 0.0113 0.00917
(0.0166) (0.0168) (0.0143)
Observations 506 371 371
Number of countries 174 150 150
Adjusted R-squared 0.692 0.702 0.701

Notes: 1) Robust standard errors are reported in parentheses.
2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
3) “I” at the name of variables refers interaction terms.



Table 2-19. Panel regressions without outliers: Model B

Full Excluding Excluding
CUR<-0.1 CUR<-0.05
GROSS 0.00442 0.00821*** 0.00718**
(0.00424) (0.00284) (0.00288)
CUR -0.336%*** -0.0854 -0.193**
(0.127) (0.123) (0.0910)
RISKA 0.0877*** 0.0844*** 0.0890***
(0.0139) (0.0117) (0.0111)
RISKL 0.00173 -0.00566 -0.00710
(0.00937) (0.00591) (0.00686)
FX -0.000353 0.000330 0.00285%**
(0.000744) (0.00110) (0.00121)
GDPG 0.163 0.0230 0.0204
(0.144) (0.117) (0.129)
GDPPC -0.0000034* -0.000004 1 *** -0.0000032%%**
(0.0000016 (0.0000012) (0.0000012)
EXCH -0.00000012 -0.000261 -0.000315
(0.00000018) (0.000262) (0.000268)
Constant -0.00432 0.00936 -0.00166
(0.0133) (0.0104) (0.0116)
Observations 573 492 375
Number of countries 178 171 151
Adjusted R-squared 0.549 0.706 0.790

Notes: 1) Robust standard errors are reported in parentheses.
2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
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Table 2-20. Panel regressions without outliers: Model A, C

Model A Model C
Full Excluding Excluding Full Excluding Excluding
CUR<-0.1 CUR<-0.05 CUR<-0.1 CUR<-0.05
FA 0.0367** 0.04971*** 0.0579***
(0.0162) (0.0104) (0.0125)
FL -0.0288 -0.0361*** -0.0489%***
(0.0197) (0.0107) (0.0131)
NFA 0.0231 0.0383%** 0.0492%**
(0.0212) (0.00964) (0.0117)
GROSS 0.00535 0.00708*** 0.00527**
(0.00540) (0.00250) (0.00227)
CUR -0.402%** -0.158 -0.259*
(0.123) (0.141) (0.136)
RISKA 0.0696*** 0.0623*** 0.0614*** 0.0733%** 0.0640%** 0.0627***
(0.0132) (0.0105) (0.0111) (0.0162) (0.0105) (0.0111)
RISKL 0.000186 -0.00673 -0.00846* 0.00262 -0.00538 -0.00569
(0.00860) (0.00514) (0.00507) (0.00659) (0.00439) (0.00440)
FX -0.000553 0.000158 0.00247 -0.000841 0.000160 0.00224
(0.000984) (0.00164) (0.00207) (0.00164) (0.00188) (0.00242)
GDPG 0.187 0.00805 0.0220 0.204 -0.000360 -0.0150
(0.123) (0.115) (0.128) (0.148) (0.120) (0.134)
GDPPC -0.0000024 -0.0000031***  -0.0000021* [ -0.0000042** -0.0000038***  -0.0000032***
(0.0000015)  (0.0000011) (0.0000011) | (0.0000017) (0.00000099) (0.00000094)
EXCH 0.000000062  0.000529 0.000672* 0.00000044*** ~ 0.000515 0.000654*
(0.0000002)  (0.000332) (0.000363) (0.00000016) (0.000340) (0.000339)
Constant 0.000908 0.0175* 0.0166 0.0206 0.0224** 0.0129
(0.0143) (0.0101) (0.0122) (0.0136) (0.00896) (0.0102)
Obs. 573 492 375 573 492 375
No.of 178 171 151 178 171 151
Countries
Adj. R? 0.584 0.735 0.825 0.521 0.729 0.815
Notes: 1) Robust standard errors are reported in parentheses.
2) * ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
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Table 2-21. Panel regressions with lagged values of NFA and CUR

A B C
FA 0.0687***
(0.00942)
FL -0.0599***
(0.0118)
GROSS 0.00745%* 0.00940%**
(0.00362) (0.00423)
L.NFA -0.0215%**
(0.00509)
L.CUR -0.293%%%* -0.249%*
(0.0861) (0.111)
RISKA 0.0573%** 0.0905%** 0.0863***
(0.00724) (0.00989) (0.0101)
RISKL -0.00687* -0.00253 -0.000650
(0.00384) (0.00833) (0.00680)
FX 0.00256** 0.00307* 0.00352%%**
(0.00110) (0.00168) (0.00130)
GDPG 0.163 -0.0153 -0.227
(0.175) (0.285) (0.318)
GDPPC -0.0000029* -0.0000052%*%* -0.0000072***
(0.0000017) (0.0000025) (0.0000026)
EXCH 0.00000069*** 0.00000015 -0.00000017
(0.00000018) (0.00000022) (0.00000025)
Constant 0.0267* 0.0159 0.0357
(0.0142) (0.0243) (0.0255)
Observations 409 409 409
Number of countries 168 168 168
Adjusted R-squared 0.724 0.621 0.654

Notes: 1) Robust standard errors are reported in parentheses.

2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
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Table 2-22. Annual Panel

regressions, fixed effects (Dependent variable: Valuation to GDP ratio)

A B C
All Advanced Emergmg i All Advanced Emerglng i All Advanced Emerglng i
Developing Developing Developing
NFA 0.0613%** 0.0777*** 0.0622%*
(0.0192) (0.00609) (0.0253)
EXCH 0.000000018 -0.0397 0.000000024 -0.000000042*  -0.0362 -0.000000044** | 0.00000013***  -0.0368 0.0000001 5%**
(0.000000036)  (0.0921) (0.000000044) | (0.000000021)  (0.0943) (0.000000021) (0.000000039)  (0.0874) (0.000000047)
GDPG 0.00906 -0.406** 0.0290 0.0443 -0.327** 0.0589 0.0418 -0.395%* 0.0711
(0.0522) (0.177) (0.0527) (0.0402) (0.152) (0.0419) (0.0610) (0.177) (0.0602)
RISKA 0.108%** 0.0121* 0.114%%* 0.133%%* 0.0121%* 0.140%** 0.112%%* 0.0145* 0.118%**
(0.0101) (0.00655) (0.00562) (0.0148) (0.00458) (0.00927) (0.0103) (0.00761) (0.00588)
RISKL -0.00434 -0.00746 -0.00486 0.00123 -0.00968 0.000440 -0.00230 -0.00269 -0.00203
(0.00403) (0.0166) (0.00399) (0.00530) (0.0138) (0.00533) (0.00375) (0.0172) (0.00378)
FX 0.000247 -0.0179 0.000181 0.000425 -0.00695 0.000393 0.000459 -0.0105 0.000380
(0.000696) (0.0129) (0.000703) (0.000422) (0.0175) (0.000413) (0.00101) (0.0115) (0.00100)
GROSS -0.0117** 0.000674 -0.0143*** -0.0144 0.00293 -0.0180%*
(0.00451) (0.00178) (0.00405) (0.00941) (0.00261) (0.00950)
FA 0.0568*** 0.0722%%** 0.0546%**
(0.0112) (0.00846) (0.0160)
FL -0.0896*** -0.0656*** -0.0949***
(0.0272) (0.0121) (0.0334)
CUR -0.455%** 0.329 -0.491%** -0.322%** 0.539 -0.365%**
(0.0529) (0.490) (0.0461) (0.0599) (0.515) (0.0530)
GDPPC 0.0000018 -0.0000032  0.0000031%* | -0.00000048 0.0000031  0.0000018 -0.000000022  -0.0000026*  -0.0000007
(0.0000025)  (0.0000022)  (0.0000015) (0.0000015) (0.0000022)  (0.0000012) (0.0000024) (0.0000014)  (0.0000018)
Constant 0.0143 0.101 0.0303 -0.00583 0.0936 -0.00683 0.0332%** 0.0786** 0.0512%*
(0.0126) (0.0648) (0.0226) (0.0133) (0.0674) (0.00862) (0.0124) (0.0353) (0.0235)
Adj. R? 0.275 0.060 0.309 0.234 0.027 0.267 0.252 0.054 0.281
Observations 5,324 976 4,348 5,324 976 4,348 5,324 976 4,348
No. of Countries | 178 29 149 178 29 149 178 29 149

Notes: 1) Robust standard errors are reported in parentheses.
2) *, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
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Table 2-23. Annual regressions with financial exchange rates

Model A, 1992-2005
EXCH REER FEXA FEXL

FA 0.133%** 0.128%** 0.129%** 0.129%**

(0.0240) (0.0213) (0.0150) (0.0148)
FL -0.129%%** -0.139%** -0.143%%* -0.144%**

(0.0193) (0.0205) (0.0188) (0.0187)
CUR -0.532%%** -0.512%%%* -0.532%%%* -0.531%%**

(0.0579) (0.0591) (0.0552) (0.0554)
RISKA 0.0719%** 0.0743*** -0.00215 -0.00196

(0.00812) (0.00729) (0.00845) (0.00854)
RISKL -0.00148 -0.00319 -0.0128* -0.0127*

(0.00226) (0.00322) (0.00740) (0.00730)
FX -0.00630** -0.00630** -0.00364** -0.00348**

(0.00280) (0.00293) (0.00168) (0.00164)
GDPG 0.0169 0.0175 -0.0363 -0.0345

(0.0488) (0.0514) (0.0404) (0.0401)
GDPPC -0.0000035 -0.00000057 0.0000013 0.0000013

(0.0000029) (0.000002) (0.0000025) (0.0000025)
EXCH -0.000142

(0.000110)
REER 0.000025%**

(0.0000041)
FEXA 0.0469**
(0.0207)
FEXL 0.0644**
(0.0259)

Constant 0.0644*** 0.0662*** 0.0469** 0.0635%*%*

(0.0225) (0.0193) (0.0207) (0.0158)
Observations 2,198 2,117 1,482 1,482
Number of countries | 175 166 117 117
Adjusted R-squared 0.277 0.289 0.138 0.139

Notes: 1) Robust standard errors are reported in parentheses.
2) ¥, ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
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Table 2-24. Annual IV regressions (1971-2011)

A B C
CUR -0.294*** -0.552%**
(0.0924) (0.155)
FA 0.0569%**
(0.0105)
FL -0.0890***
(0.0269)
GROSS -0.0122%* -0.00566
(0.00500) (0.00480)
NFA -0.0786**
(0.0344)
RISKA 0.109%** 0.134%** 0.161***
(0.00948) (0.0138) (0.0257)
RISKL -0.00399 0.000626 0.00691
(0.00337) (0.00621) (0.00727)
FX 0.000768 0.000576 0.00102
(0.000954) (0.000470) (0.000705)
GDPG 0.0151 0.0253 0.0939*
(0.0557) (0.0460) (0.0483)
GDPPC 0.0000013 0.00000029 -0.00000362
(0.0000025) (0.000002) (0.0000024)
EXCH 0.000000062 -0.00000011*** -0.000000055
(0.000000053) (0.00000004) (0.000000053)
Constant 0.0217 -0.0185 -0.0195
(0.0147) (0.0172) (0.0206)
Adjusted R-squared 0.277 0.230 0.098
Observations 5,127 5,127 5,127
Number of country 177 177 177

Notes: 1) Robust standard errors are reported in parentheses.

2) * ** and *** describe significance levels at 10, 5, and 1 percent, respectively.
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