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Abstract

The current accounts of most emerging economies include primary income deficits, which in
turn largely consist of investment income payments on foreign direct investment earnings. For
these countries, the persistent deficits have become a structural component of the current
account. In addition, for some countries secondary income, which includes personal transfers
from workers who are abroad, is also crucial. These surpluses partly offset the deficits in trade
and primary income. We examine the response of the trade balance, primary income and
secondary income balances to macroeconomic factors in a sample of 24 emerging markets
economics over the period of 1990 —2022. We use seemingly unrelated regressions models with
random effects to account for correlated errors across the three equations and compare these
results with the results of an estimate of the current account. The responses of the three sub-
balances to policy and control variables varies widely, which can complicate efforts to lower a
current account deficit. We examine the response of the three sub-balances to financial crises,
which increase the current and trade accounts. We also discuss the use of retained earnings to
finance new FDI.
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1. Introduction

The current account has a key role in assessments of international macroeconomic and
financial stability. Deficits that appear justifiable under existing conditions may have to contract
if there is a sudden outflow of the foreign capital that sustains them, as occurred in Mexico in
1994-95 and East Asia in 1997-98. The IMF’s annual External Sector Report, for example,
evaluates the sustainability of current account conditions, and list those countries with current
account positions that are “...weaker than the levels consistent with medium-term fundamental
and desirable policies.” The 2024 Report places Argentina, South Korea and Turkey in this
category.

Proposals on how to deal with a current account deficit focus on the need to adjust the
savings-investment imbalance, using expenditure switching and expenditure reduction measures.
But a closer look at current account deficits reveals that not all imbalances have the same
sources. The current account includes the trade balance, the primary account, which is dominated
by international investment income, and the secondary income balance, which includes personal
and government transfers. The respective positions of the latter two accounts can differ from the
trade balance and complicate policy proposals.

To illustrate this point, consider the current account deficits of three emerging market
economies in 2023: Turkey, Brazil and Mexico (see Figure 1). Turkey’s deficit was $44,961
million. The main component of this deficit was the trade balance, which registered a deficit of
$34,314 million (blue bar). A smaller primary income balance deficit of $11,219 million (red
bar) also contributed to the current account deficit, while the secondary income balance (green
bar) was negligible. Proposals to lower Turkey’s current account deficit rightly concentrate on

the measures to lessen the trade deficit.



Brazil in 2023 registered a current account deficit of $30,828 million. But its trade
balance showed a surplus of $42,987 million. The current account deficit was due to a primary
income account deficit of $74,964 million. This figure, in turn, includes an investment income
deficit of $74,715 million, which was largely the product of FDI-related income. A secondary
income surplus of $880 million was too small to have a significant impact.

The final case to consider is that of Mexico, with a current account deficit of $5,246
million. Its trade deficit of $24,833 million and primary income deficit of $43,670 million were
both much greater. How did Mexico manage to have a much lower current account deficit? The
answer is the positive secondary income balance surplus of $63,104 million, which includes the
contributions of personal transfers by Mexican workers abroad. The impact of secondary income
on Mexico’s current account is not unique; Egypt, for example, has a similar configuration in its
current account.

Can the primary or secondary account be adjusted to reduce a current account deficit?
Begin with the configuration of the three countries above, with primary account deficits and
some remittance inflows. Would the reaction of the primary account to a depreciation bolster or
dampen the impact of the trade account response? The immediate impact on income earned on
assets denominated in a foreign currency should be to raise their domestic currency value, while
also increasing the value of any liabilities denominated in a foreign currency. The net impact on
primary income depends on the currency composition of the country’s net international
investment position, as well as the rates of return on the assets and liabilities (Allen, Gautam and
Juvenal 2023).

Personal remittances are a positive factor in the net secondary income of emerging

markets, although there are times when government transfers predominate. A depreciation raises



the value of foreign currencies transferred from workers abroad. But inflows can appreciate the
exchange rate, a phenomenon known as the Dutch disease. The subsequent economic impact
depends on whether funds are used for savings or consumption. If the latter, are the purchased
goods imports or domestic?

Other changes could affect both income balances. A contraction in national income, for
example, could lower the profits of multinationals in host countries. But it also could raise
transfers from migrants who may increase the amount of funds that they send to their home
countries. A worldwide downturn, on the other hand, lowers the returns on all earnings, while the
migrant workers may lose some or all their incomes in their host countries.

The evaluation of the primary and secondary income balances, therefore, deserves more
attention, particularly as they become more significant components of the current account.
However, most analyses of the determination of the current account do not consider its
components and therefore may recommend policies that are ineffective or even worsen the
primary and secondary income balances. Moreover, FDI investment income is often reinvested
in the host country through the financial account, which alleviates some of the pressures of a
current account deficit.

This paper makes several contributions to our understanding of the current account. First,
we focus on the emerging markets because their current accounts share similar characteristics
that differ from those of the advanced economies and financial centers. Second, we consider all
three components of the current account. We use econometric techniques that allow us to
estimate all the accounts simultaneously, which allows more efficient estimation. Third, we

investigate the impact of financial crises on the current account and its components. Fourth, we



analyze the determinants of the retained earnings of multinational firms in the countries where
they are earned.

The next section offers a review of the literature, and Section 3 presents stylized facts
about the different balances. Section 4 explains the data used in the empirical analysis and the
econometric methodology. Section 5 reports the results of the empirical analysis. Section 6
explains how multinationals reinvest their earnings in the host economy. Section 7 tests the

robustness of the empirical results and Section 8 offers some conclusions and implications.

2. Literature Review

There is a large literature dealing with the determinants of the current account. Many of
the recent studies have sought to determine whether global imbalances, i.e., the emergence of
large current account surpluses and deficits in the early 2000s, have diminished since the global
financial crisis of 2008-09. A special recent issue of the Journal of International Money and
Finance (2022) was devoted to this issue, and included works by Beckmann, Belke and Gros
(2022), Chinn and Ito (2022) and Coutinho, Turrini, and Zeugner (2022). Chinn and Ito (2022),
for example, found that fiscal policy continues to be a significant determinant of current
accounts, while the “savings glut” has fallen in importance. Other recent papers include those by
Ito and McCauley (2019), Tseng and Wu (2023) and Chinn and Ito (2025). Duarte and Schnabl
(2015) and Gervais, Schembri and Suchanek (2016) examined the adjustment channels in
emerging markets.

These papers treat the current account as a discrete component of the balance of
payments. Forbes, Hjortsoe and Nenova (2017), however, demonstrated that investment income

flows can play a large role in a country’s current account, in some cases equaling or surpassing



the trade balance. Holinski, Kool and Muysken (2012) documented how income payments

contributed to current account imbalances in the southern countries in the Euro area, while Kang

and Shambaugh (2016) highlighted the role of declining transfer payments. Avdjiev et al. (2018)

also pointed out the growing importance of primary income flows. Hebous, Klemm and Wu
(2021) compared the effects of profit shifting by multinational firms on the trade and income
balances as well as the current account. They found that there are offsetting entries in the two
components but no distortion in the current account itself.

Wacker (2024) points out that income imbalances are much more persistent than trade
imbalances, and an assessment of a country’s current account imbalance should differentiate
between deficits due to the income balance and those reflecting a trade deficit. Joyce (2020)
showed that the net investment income of emerging market economies registers continuing
deficits. These are due to payments on their FDI liabilities, consistent with the growth of FDI
flows to emerging markets after 1990.!

Several recent studies have sought to compare the responses of the trade and income
balances to policies designed to correct a current account deficit that is the result of both trade
and income deficits. Empirical analysis by Alberola, Estrada and Viani (2020) shows that in the
case of the debtor countries a depreciation improves the current account via its impact on the
trade balance, which offsets the deterioration in the income channel following a depreciation.
Colacelli, Gautam and Rebillard (2021) examine the case of Japan, and report that the income
balance response to real exchange rate movements is smaller than the trade balance response.
They also find that the main external rebalance response occurs via the trade balance, but the

income response dampens it in debtor nations.



Eugster and Donato (2022) report that an appreciation of the Swiss real exchange rate has
a negative but short-run effect on the trade balance that is offset by a positive effect on
investment income. Behar and Hassan (2022) define the income balance to include both the
primary and secondary balances and show that the income balance does not have an important
role in stabilizing the current account. Donato and Tille (2023) find that the impact of an
exchange rate change on investment income depends in part on the measurement of the exchange
rate. In the case of a country’s bilateral exchange rate with the U.S. dollar, there is only an
impact on the income payments of FDI and portfolio debt and both receipts and payments on
other investments. However, an appreciation of the broadly defined exchange rate has stronger
results, with an appreciation of the dollar reducing yields both on receipts and payments.

There are relatively few studies that have investigated the linkages of remittances and the
current account. Bugamelli and Paterno (2009) presented evidence that larger remittances reduce
the probability of a sharp current account adjustment due to a fall in international reserves.
Hassan and Holmes (2016) find that larger remittances lead to a faster adjustment of the current
account in response to shocks. Lartey (2019), on the other hand, finds evidence of a positive
contemporary effect on the current account but a lagged negative impact.

The literature on how multinational firms allocate their foreign earnings between
repatriated dividends and retained earnings is limited, but several studies have investigated the
host country factors that have an impact on the retention of earnings. Oseghale and Nwachukwu
(2020) found that the quality of domestic institutions as well as economic growth had significant
impacts on the reinvestment of earnings by U.S. multinationals. Chakravarty and Xiang (2011)
examined the percent of profits that were reinvested and reported that these were tied to access to

external funding, the security of private ownership and the extent of private ownership.



Polat (2017) investigated the determinants of the reinvested earnings, and his results
indicated that they were affected by the level of GDP and its growth rate, and country risk as
measured by the International Country Risk Guide. Z¢€lity (2024), using bilateral country data,
investigated the key determinants of FDI reinvestment rates. He found that geographical distance
is inversely related to reinvestment, possibly because of agency problems, while a shared legal
origin increases reinvestment. Higher world GDP growth reduces reinvestment, possibly because

of better investment opportunities outside the host country.

3. Stylized Facts

We begin by looking at the components of current account balances in a sample of 25
emerging market countries, using data from the IMF’s Balance of Payments Statistics, over the
period of 1990 through 2022. The countries are Argentina, Brazil, Chile, China, Colombia,
Czech Republic, Egypt, Estonia, Hungary, India, Indonesia, Latvia, Lithuanian, Malaysia,
Mexico, Pakistan, Peru, Philippines, Poland, Russia, Slovak Republic, South Africa, South
Korea, Thailand and Turkey.

Figure 2 shows all three components of the current account scaled by GDP in 2022,
where the countries are arranged from those with the largest deficits on the left (Chile and
Hungary) to smaller deficits and then surpluses on the right (China, Malaysia and Russia). The
figure demonstrates that current account deficits always include a primary income deficit with
the sole exception of the Philippines, where residents earn wage income from foreign sources.?
On the other hand, the trade balances show a mixed record, with almost half of these countries

recording trade surpluses.



The secondary income balance in some cases plays a significant offsetting role to deficits
in the other balances. Nineteen countries show surpluses, which exceed 1% of GDP in nine
countries. This surplus exceeded the absolute value of the trade deficits in Colombia, Egypt,
Mexico and Pakistan. The secondary income surpluses were smaller than the large trade deficits
in India, the Philippines and Thailand, but substantial enough to partially offset the impact of the
trade deficit on the current account.

We can speak, therefore, of structural deficits in emerging market countries mostly due to
the net primary income balances. But is this a new development? Figure 3 presents the average
trade balance/GDP, primary income balance/GDP and secondary income balance/GDP balance
for our group of countries starting in 1990 and extending to 2021. The average trade
balance/GDP showed a deficit in 1990 that deepened for several years before reversing and
becoming a surplus in 1999. In 2009, the year of the global financial crisis, the balance fell into a
deficit that reversed itself afterwards and has continued to show a surplus. Average primary
income/GDP, on the other hand, has always registered a deficit that fluctuated between 2—3% of
GDP, except for several years in the 1990s when it fell into the 1.5% range. Net secondary
income has regularly recorded surpluses in the 1-2% of GDP range. The data show, therefore,
that primary income deficits have been consistent drivers of the current account, which are
partially offset by secondary income surpluses.

What are the main components of the primary income deficits? Joyce (2020) showed that
net investment income outflows dominated the primary income deficits of emerging market
countries. Figure 4 shows the average investment income/GDP, employee compensation /GDP

and rental income/GDP balances for our sample. The deficits on investment income, which in



recent years have ranged from -2.5% to -3.5%, are several orders of magnitude larger in size than
the minimal surpluses in employee compensation from foreigner employers and rental income.

What are the sources of these investment income outflows?? Figure 5 shows the record of
net direct investment income/GDP, portfolio income/GDP and other (usually bank related)
income/GDP. At the beginning of the period, other income/GDP was the main component of the
primary income deficit. But over the following years these payments fell while the direct
investment income/GDP deficit deepened, bypassing other income/GDP in 1997. These changes
are consistent with the increase in FDI flows to the emerging market countries in the 1990s while
bank lending fell (Joyce 2019). The direct investment income/GDP deficit reached its greatest
level in 2007 before rising to a range around 2.5% of GDP since then. The portfolio income/GDP
deficit has remained relatively steady, rising and falling around 0.5% of GDP.

Primary income deficits, therefore, have been persistent features of the current accounts
of emerging market countries, partially offset in some case by secondary income surpluses.
Trade balances fluctuate more, showing surpluses and deficits, but over time have tended
towards surpluses. Primary income is driven by deficits in investment income payments. These
income deficits were initially primarily due to bank income deficits, but these fell while direct

investment income deficits widened and have continued to be the largest component in size.

4. Data and Methodology
As reported above, the data on the current account, its subaccounts (trade balance, net
primary income, net secondary income) and investment income are reported by the IMF in its

Balance of Payments Statistics. Personal remittances, which includes both personal transfers and



compensation of employees by foreign entities, are reported by the World Bank. Current GDP
and GDP growth appear in the World Bank’s World Development Indicators (WDI).

As control variables, we use variables that have been used in analyses of the current
account. These include capital account openness as measured by the Chinn-Ito measure,
normalized from zero to one hundred, with higher values denoting more financial openness; the
percentage change in the exchange rate with the U.S. dollar; financial development, an index
from the IMF of the development of financial institutions and markets ranging from zero to one
hundred, with higher values denoting more development; government expenditure scaled by
GDP expressed as a percentage; the GDP growth rate and the logarithm of GDP per capita;
inflation, defined as the percentage change in the Consume Price Index; investment profile (zero
to 12), a measure of investor protection, from the International Country Risk Guide; and trade
openness, the sum of exports and imports as a percent of GDP. To account for global factors we
also included the 10-year U.S. Treasury rate; VIX, a measure of U.S. financial market volatility;
and world GDP growth. The sources of the variables appear in Appendix Table 1.

Summary statistics appear in Table 1. The statistics show that the standard deviations of
the three subcomponents of the current account are quite different: trade balance, 6.00; primary
income, 2.05, and secondary income, 2.69. To determine whether these measures had changed
over time we calculated the three-year rolling standard deviations of the three sub-balances, and
these appear in Figure 7. The standard deviations of the trade balance have been consistently
higher than those of the other two balances since 1991. They rose in 1999, the period of the
Asian crises; in 2009, during the global financial crisis; and in 2020, during the COVD
pandemic. The standard deviations of primary income generally been slightly higher than those

of secondary income, with a rise in 2009 and subsequent fall. The correlation coefficients of the
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coefficients are reported in Table A2. These show that the current account balance is much more
correlated with the trade balance (0.79) than with net primary income ().06) or with net
secondary income (-0.07).

We use GLS estimation of the current account, which provides a basis of comparison for
the following equations. Initial testing indicated the existence of random effects, so we included
these in the estimations.* In order to allow for the correlation of the contemporaneous error terms
in the estimation of the equations for the three sub-balances, we used the seemingly unrelated
regression model for those estimates. These allows more efficient estimates than estimation of
each equation separately (Nguyen 2008).We included random effects on these estimations as

well. To deal with possible simultaneity, we use lagged values of the right-hand variables.’

5. Results
5.1 Current Account Balances

Table 2 presents our initial results. Equation (2.1) shows the results for the current
account/GDP, followed by the results for the trade balance (2.2), primary income (2.3) and
secondary income (2.4), all scaled by GDP.

There are a number of similarities in the reported coefficients and their significance levels
for the current account in equation (2.1) and the trade account in (2.2). An increase in the growth
rate of GDP lowers the trade and current accounts, possibly due to more imports as income rises.
Government expenditures also have a negative impact on the balances. Financial development
has highly significant positive impacts on both, as does world economic growth.

However, there are several discrepancies between the results for the current and trade

accounts that may reflect different signs on the coefficients in the primary and secondary income
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accounts. GDP per capita, for example, has a negative and highly significant impact on the
current account but the opposite significant sign on the trade balance. The difference may reflect
the negative and significant signs on primary income and secondary income. The inflation rate
has no significant impact on the current account, while it has significant but differently signed
coefficients in the estimates for the three sub-balances. The change in the exchange rate seems to
have no impact on the current account but does improve the trade balance with a coefficient
significant at the 1% level. In this case the discrepancy may be due to the negative coefficients
on primary and secondary income.

The results for the primary income balance in equation (2.3) also worth noting. Both
GDP growth and income per capita lower primary income, possibly due to increased domestic
earnings of multinational forms. Capital account openness and the investor profile coefficients
have negative and significant estimates, which may reflect the increased ability of foreign firms
and investors to receive payments on their holdings. VIX has a positive and significant
coefficient; higher foreign volatility may increase the inward flows of foreign income.

Equation (2.4) shows the results for secondary income. The negative significant
coefficient for income per capita is consistent with increased transfers to poorer countries. The
positive coefficient on the exchange rate may reflect the increased value of the payments made in
foreign currencies. An increase in capital openness lowers secondary income. Some of these
effects may reflect their impact on other components of the secondary income balance.

Table 3 reports the results of chi-squared tests of the equality of coefficients across the
equations. Column (3.1) show the statistics of the test of the equality of coefficients across the
three equations, (3.2), (3.3) and (3.4). The results indicate that the hypothesis can’t be rejected

for all the variables except the GDP growth rate, capital account, investor profile and the U.S.

12



Treasury rate. In (3.2) are the statistics of the test of the equality of coefficients in the trade
account and the primary balance. The results show that that the equality cannot be rejected for
capital account openness and the Treasury rate. In (3.3) we test the equality of coefficients in the
trade balance and secondary income and again cannot reject it for capital account opened and the
Treasury rate. Finally, we test whether the coefficients are the same in the primary and secondary
income equations and these results appear in (3.4) In these results we cannot reject the
hypothesis at the 5% level of significance for GDP growth, trade openness, capital account
openness, investor profile, and the Treasury rate.

In some of these cases, the non-rejection of the equality of the coefficients can reflect
whether they are jointly equal to zero. In Table 4, we report the results of chi-squared tests of
coefficients jointly equal to zero, and we obtain similar results to those reported in Table 3. In
particular, the hypothesis cannot be rejected for the investor profile and the Treasury rate in all of
the combinations of the equations.

Based on these results, we reestimate the current account equations of Table 2 using more
parsimonious specifications. These results are reported in Table 5. In some cases, the results for
the sub-balances reinforce each other, and in other cases they differ. In several cases, the
coefficients on the trade balance and primary income have different signs. Increases in income
per capita raise the trade balance, for example, but lower primary income. These results are
consistent with the increased exports of multinationals which receive the profits that are recorded
in the primary balance as debit items. The change in the exchange rate increases the trade
balance but lowers primary income. Trade openness has a negative impact on trade but a positive

effect on primary income.
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The equation for secondary income (5.4) only has three variables—income per capita,
changes in government expenditures and capital account openness—that are statistically
significant.® This may reflect the heterogeneity of the income flows that comprise secondary
income or the existence of other factors that are significant.’

The results show that the different subcomponents of the current account do not always
respond in the same way to different macroeconomic forces. Therefore, any remedy for a current
account imbalance needs to check which components are driving the deficit, and what should be
done to reverse or at least mitigate them. The primary income balance will register a deficit in
most cases of the emerging markets, and it may be difficult to change that. The government may
need to target the trade balance to compensate for a muted response (if any) in the primary
account. However, for some emerging markets the secondary income balance provides some

relief.

5.2 Financial Crises

One focus of the literature on the current account deals with its response to various kinds
of financial crises, such as bank crises, currency crises and sovereign debt crises. Chinn and Ito
(2024), for example, find that the current account responds positively to all three forms of
financial crises, which they attribute to declines in investment and increases in savings. In order
to investigate the impact of these crises on the subaccounts, we added crisis variables to the
parsimonious specification used in Table 5.

The data come from the database assembled by Nguyen, Castro and Wood (2022) which
extends to 2019. They define a banking crisis as an event where there are significant signs of

financial distress and significant government policy intervention in response to the losses in the
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banking sector. A currency crisis takes place when there is a depreciation of a domestic currency
against the dollar of at least 30% over a year and higher than the previous year’s change by at
least 10%, using both average and end of year rates. A twin crisis occurs when there is both a
banking and a currency crisis. A sovereign debt crisis is an episode when total sovereign defaults
exceed 1% of GDP in at least three consecutive years, or total sovereign defaults exceed 7% of
GDP. The crisis ends when defaults are smaller than 1% of GDP.

In Table 6, we add a variable for all financial crises to our parsimonious specification in
Table 5. The variable takes the value of one in the event of the occurrence of any crisis, i.e.,
banking, currency or debt, in a year. These results for the control variables are not identical to
those reported in Table 5 but are very similar.

The coefficient for the variable of interest, financial crises, has a positive a coefficient
significant at the 1% level in equation (6.1). This reflects positive and significant coefficients for
the trade balance and primary income in equations (6.2) and (6.3). A financial crisis increases the
trade balance by about two percentage points of GDP. Our results are consistent with those
previously reported in the literature. The coefficient for secondary income is not significant in
equation (6.4).

We also used the indicators of the separate crises (banking, currency, twin, debt) in the
same specifications. In Table 7 we report the results of the coefficients of interest on the four
balances.’ The results show that a bank crisis has a positive impact on the current account in
equation (7.1) but it comes from the primary income balance, not the trade balance. On the other
hand, currency crises have a highly significant and relatively large positive impact on the trade

balance of 3.25 of a percentage of GDP in equation (7.2), most likely due to the depreciation of
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the exchange rate. But the same crisis has a negative impact on the primary income balances in
equation (7.3), which may explain the lack of a response in the current account.

When we look at twin crises, the combination of a bank crisis and a currency crisis, we
see significant positive impacts on both the current account and trade balance. The impact on the
trade account rises to 5.31 of a percent of GDP from 3.25 of a percent with the currency crisis
alone, suggesting the combined crises have more of an effect than the sum of the impacts on
trade of the two crises separately. The positive and negative impacts on primary income balance
each other out in a twin crisis.

Finally, debt crises have a relatively large and significant impact on the trade balance and
primary income but a negative impact on secondary income. Consequently, the coefficient for
the current account is positive but only significant at the 10% level.

Financial crises, therefore, generally improve the current account and the trade balances.
They have a mixed impact on primary income, and only debt crises exacerbate the secondary
income balance. Use of the current account alone underestimates the impact of the currency
crisis on trade. A depreciation designed to raise the current account balance needs to take into

account the primary income effect of the change in the exchange rate.

6. Reinvested Earnings

The presence of primary income deficits moves the current account into (or further into)
an overall deficit. However, there may be indirect and direct benefits to the host economy of the
multinationals’ activities, as well as other influences on the balance of payments. These should

be considered in any review of the current account and its sustainability.
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The indirect benefits include the impact on the host economy of the multinationals’
operations. The firms contribute to growth when they hire and train local labor and introduce
them to modern technologies. In addition, the firms may order materials from local suppliers.
While corporations choose host countries based in part on their tax treatment, whatever local
taxes they do pay benefit the governments’ fiscal situation. They may improve the
competitiveness of local firms that seek to compete with them. However, the multinationals
could also drive local firms out of business if they cannot compete.

There may also be direct benefits to the balance of payments. If the goods the
multinational subsidiaries produce include exports and/or reduce imports, these will offset the
impact of the investment income deficits in the current account. Moreover, some or all of the
income generated by a multinational may be returned to the host country via the financial
account in the form of retained earnings. FDI flows can be financed through three sources of
funds: equity financing by a multinational firm, the reinvestment of earnings by the firm in the
host country, or debt from another unit of the multinational. Reinvested earnings have come to
account for a significant amount of capital inflows, supplementing the flows of new equity funds
from abroad and borrowing from other affiliates of the multinational. UNCTAD (2013), for
example, reported that the share of reinvested earnings in total FDI earnings was 32% over the
period of 2005-2011. By 2020, reinvested earnings surpassed new equity in financing FDI
(UNCTAD 2022).10

In Figure 7 we show the sources of finance for FDI inflows to our sample countries. At
the beginning of the 1990s, new equity finance and debt were equal in importance with
reinvested earnings barely registering. Over the following decades, however, reinvested earnings

slowly rose while bank financing fell. Both equity and bank financing rose in the period
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preceding the financial crisis and exceeded reinvested earnings before falling in the wake of the
crisis. In the last decade equity financing has been extraordinarily volatile while reinvested
earnings have shown a steady rise.!!

In Table 8 we investigate the macroeconomic determinants that could affect the corporate
decision to reinvest. Since we used the current account data, reinvested earnings are debit items
with a negative sign. We multiplied these by negative one so that positive (negative) coefficients
increase (decrease) reinvested earnings and scaled them by GDP. Negative earnings now
represent disinvestment.!?

We began with macroeconomic cyclical variables, GDP growth, income per capita,
inflation, government expenditures and the exchange rate. Economic growth and income per
capita were positively linked with reinvested earnings in equation (8.1), indicating that foreign
firms favored prosperous economies. Government expenditures had a negative impact on
reinvestment, possibly because growth in the government sector limited opportunities in the
private sector. In equation (8.2) we added several structural factors: trade and capital openness
and also payments on natural resources. All of these variables had positive and highly significant
impacts. Foreign firms are more likely to reinvest when there are few regulations on their
activities. Natural resources are a draw for foreign firms.

In equation (8.3), we included several institutional variables, including the combined
corporate tax rate, financial development, the investor profile, and Polity, a measure of
governance that ranges from -20 to 20, where higher scores indicate more democratic regimes.
An increase in the tax rate lowers the amount of reinvested earnings, while financial
development had no impact on reinvestment. Greater investor protection and more democratic

regimes were accompanied by more reinvestment.
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Finally, we added the U.S. Treasury rate, VIX and world GDP growth in equation (8.4).
Neither the U.S. interest rates nor VIX associated with less new investment. Higher world GDP
growth, on the other hand, increased the use of reinvested earnings for more investment.

There are a number of macroeconomic factors, therefore, that are linked to the
reinvestment of earnings by multinational firms. Lack of regulations on trade and financial
transactions encourage reinvestment, as does the existence of natural resources. Protection of

investors’ properties and a democratic regime also encourage the reinvestment of earnings.

7. Robustness

We undertook several tests of robustness. We winsorized the dependent variables at the
.01 level in Table 5 and re-estimated the equations. The results are reported in Table A3 and are
quite similar to those reported in Table 5.

The results reported in the previous tables for the net primary balance are mainly
contingent on the response of investment income, which dominates the primary balance for most
emerging markets. Similarly, a substantial amount of secondary income is derived from personal
transfers. To check whether the results reported in Tables 2 and 5 for the primary and secondary
account balances reflect investment income and remittances, we substituted the latter two
variables, both scaled by GDP, into the corresponding estimation equations with the trade
balance.!?

These results are reported in Table A4, and are generally similar to those in Table 5.
However, the number of observations falls because not all nations report the components of
primary and secondary income to the IMF. In (A4.1) most of the coefficients for the trade

balance are quite similar to those in equation (5.2). The GDP growth variable has a different sign
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and the coefficients for inflation and the exchange rate are no longer significant. Since the
dependent variable is the trade balance in both equations, the differences are due to the smaller
number of observations in the other two equations.

In equation (A4.2) investment income/GDP is the dependent variable. The results show
that the coefficients for the inflation rate, government expenditures, the exchange rate, trade
openness, the investor profile, VIX and world economic growth are quite similar in sign and
significance. The coefficients for GDP per capita and trade openness have different signs and are
significant.

Equation (A4.3) shows the results for remittances and unlike equation (5.4) only the
income per capita is significant. Poorer countries are much more likely to receive personal
transfer payments from abroad. The impact of the change in the exchange rate and capital
account openness observed in equation (5.4) may operate through different channels than
personal transfers.

In Table 6 we included lagged the financial crisis variable. To check whether the
contemporary crisis variable had effects on the dependent variables that changed the coefficients
of the lagged crisis variable, we added the contemporary value in Table AS. The results show
clearly that the effect of the crisis comes from the crisis of the previous year for the current
account and the trade balance. The contemporaneous crisis has a positive effect for the trade
balance, but its significance is only at the 10% level. Part of the reason for these results may be
due to the dating of a crisis in a year t even though the crisis may have occurred in the second
half of year t and only became a factor in the economy in the following year, t+1.

In Table A6 we added the lagged value of the dependent variable to determine whether

the significance of the other variables diminished. The bias it may introduce is due to its
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correlation with the error term. However, this bias diminishes as the time dimension becomes
larger.

The results are reported in Table A6. The lagged dependent variables are all positive and
highly significant, ranging in value from 0.54 for the trade balance to 0.85 for secondary income.
This difference is consistent with the higher degree of volatility in the trade balance reported in
Section 4. The coefficients for the remaining variables are almost all quite similar to those
reported in Table 5. Only capital account openness loses its significance, and GDP per capita is

no longer significant in the trade balance equation.

8. Summary

Analyses of the current account often implicitly assume that it is determined by the trade
balance. But the primary income and secondary income balances also play a role which has
increased in size over time.!* In the case of (almost) all emerging market countries, the primary
income balance is largely in deficit. In some countries the secondary income balance registers a
significant surplus due to personal transfers by workers who live abroad and send income home.
But the primary income deficits are regular contributors to the consistent current account deficits.

The empirical analysis shows that the three components of the current account often have
different reactions in response to policy and other variables. The response of the trade balance to
these variables is most similar to the change in the current account. But other factors affect the
current account through the primary or secondary income balances. The response of the current
account to a change reflects the net impact of the policy and other variables.

The primary income deficits are largely due to investment income deficits, and these

flows are largely based on the earnings of multinational earnings. These payments have grown in
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response to the direct investment income inflows of the 1990s and 2000s to the emerging income
countries. While there are multinational companies based in emerging markets such Brazil and
China, it will take considerable time before the earnings of these multinational firms are large
enough to offset the payments to the foreign firms.

The effect of the primary income deficits on the balance of payments may be offset by
the reinvestment of earnings in the financial account. These have grown in recent years and now
surpass the financing of FDI by equity inflows. Further research can explore the ways that
governments can promote reinvestment by the foreign firms.

However, new capital flow regulations imposed by the U.S. and other countries on FDI
inflows and outflows will lead to changes in primary income as well as the financial account
(IMF 2023). U.S. based firms that transfer operations back to the U.S. will no longer reap the
profits of their foreign operations, and it is unlikely that exports from the U.S. will take their
place. Moreover, the “One Big Beautiful Bill Act" passed in 2025 raises taxes on the foreign
earnings of U.S. multinationals. In addition, there is a 1% remittance tax imposed on
international transfers from the U.S., which will affect secondary income.!> All these changes are
occurring as tariffs are transforming trade relationships. The combined impact will change many

economic linkages and sorting them out will be on the research agenda for years to come.
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Notes

!'See Joyce (2025) for an extensive review of this literature.

2 Filippino workers who are sea-based are treated as residents.

3 China does not report the components of its investment income.

* The two models address different issues. Fixed effects controls for within-unit variation over
time,, while SUR focuses on contemporaneous correlations of errors. Using them both leads to
computational issues.

> For a discussion of the use of lagged explanatory variables, see Bellemere, Masaki and
Pepinsky (2017). Examples of this practice include Clemens et. al. (2012), Garriga and
Rodriguez (2023), Calderén and Kubota (2019), Li, de Haan and Scholtens (2019) and Obstfeld,
Ostry and Qureschi (2019).

¢ Buch and Kuckulenz (2009) also reported that remittances respond more to demographic
variables while private capital flows respond to macroeconomic conditions.

7 Secondary income also includes taxes on nonresidents and social insurance payments.

8 We add the contemporary value of the crisis variable in the robustness section.

? The full results are available from the author.

19 Fischer et al. (2019) point out that the retained earnings on portfolio equity are not included in
the current account, and this omission distorts our understanding of current account adjustment
in the global financial crisis.

! The data for all FDI reported by UNCTAD show similar trends.

12 Borga, Flores and Sztajerowska (2019) provide an analysis of the disinvestment decisions of

multinational firms.
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13 As explained above, we use remittances which are collected by the Worlds Bank rather than
the personal transfers that are reported by the IMF. Remittances also include the factor income

accruing to domestic residents.

14 The IMF has proposed changing their names to the earned income and transfer income

balances.
15 The tax is not levied if the remittance is paid with a U.S.-issued debit or credit card, or

transferred directly from a U.S. bank.
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Table 1: Descriptive Statistics

Variable Observations Mean Standard Minimum Maximum
Deviation
Capital Account Open 764 50.08 33.10 0.00 100.00
Corporate Tax Rate 721 28.19 8.05 9.00 52.40
Current Account/GDP (%) 772 -1.00 4.55 -22.12 17.47
Exchange Rate (% A) 716 9.80 62.67 -28.27 1550.00
Financial Development 791 38.05 15.46 0.00 85.28
Government Exp/GDP (%) 797 14.92 4.28 2.98 27.75
GDP Growth (%) 812 3.69 4.61 -32.12 14.23
Ln(GDP per capita) 816 8.71 0.82 6.28 10.42
Inflation 775 35.20 314.43 -1.40 7481.66
Investor Protection 764 8.09 1.93 2.42 12.00
Natural Resources/GDP 732 -1.91 1.93 -10.93 5.32
Net Investment Income/GDP 772 -2.79 1.94 -10.68 3.18
Net Primary Income/GDP 772 -2.41 2.00 -10.68 6.23
Net Secondary Income/GDP 772 1.50 2.63 -3.41 18.46
Reinvested Earnings/GDP 467 -2.60 12.75 -96.63 82.00
Remittances/GDP 711 1.39 2.59 -3.79 14.03
Polity 684 6.14 4.92 -7.00 10.00
Trade Balance/GDP (%) 772 -0.09 5.87 -21.77 25.05
Trade Openness (%) 797 74.12 45.54 13.75 220.41
U.S. 10-year Treasury Rate 816 4.22 1.96 0.89 8.55
VIX 816 19.67 5.86 11.09 32.70
World GDP Growth 816 2.94 1.63 -2.88 6.35
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Table 2

Current Account, Trade Balance, Primary Income and Secondary Income Balances:

1990-2022
(2.1) (2.2) (2.3) 24
Current Account Trade Primary Income Second Income
GDP Growth Ratey.; -0.36%** -0.15%%* -0.04%** 0.00
(0.10) (0.03) (0.01) (0.01)
Ln(GDP per capita).. -2.06%** 1.82%** -0.83%** -0.18***
(0.70) (0.16) (0.06) (0.07)
Inflation Rate -0.01 -0.05%** 0.027%** -0.00**
(0.01) (0.00) (0.00) (0.00)
Government Exp/GDP.. -0.23%* -1.33%%* 0.317%** 0.17%**
(0.09) (0.05) (0.02) (0.02)
% AExchange Rate .| 0.02 0.07*** -0.02%** 0.01**
(0.01) (0.01) (0.00) (0.00)
Trade Openness:.i 0.06%** -0.02%** 0.00%* 0.00
(0.01) (0.00) (0.00) (0.00)
Capital Acc Openness.i -0.02 -0.01%** -0.01%*** -0.01%**
(0.01) (0.00) (0.00) (0.00)
Fin Development;.; 0.08%* 0.15%** 0.00 -0.01
(0.04) (0.01) (0.00) (0.01)
Investor Profile. -0.39%* 0.04 -0.09%** -0.00
(0.19) (0.006) (0.02) (0.03)
U.S. Treasury Rate; -0.29 -0.03 0.02 -0.04
(0.25) (0.006) (0.02) (0.03)
VIX; 0.04 0.02 0.027%** 0.00
(0.03) (0.01) (0.01) (0.01)
World GDP Growth, 0.41%** 0.56%** -0.06** -0.03
(0.12) (0.00) (0.02) (0.03)
N 642 642 642 642

Note: The regression results of (2.1) are the results of the GLS estimator for random effects models.
Estimates from equations (2.2) (2.3) and (2.4) were obtained from random effects estimation of
seemingly-unrelated regressions with random effects. The symbols *, **_ *** denote statistical

significance of 10%, 5% and 1%.
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Table 3

Test of Equality of Coefficients

(3.1 (3.2) (3.3) (3.4
Coefficients: 22=23=24 22=23 22=24 23=24
GDP Growth Rate:.| 9.77 0.57 9.24 0.01
(0.01) (0.00) (0.00) 0.91)
LN(GDP per capita):. 233.82 168.66 95.11 74.59
(0.00) (0.00) (0.00) (0.00)
Inflations., 100.00 117.31 50.82 81.26
(0.00) (0.00) (0.00) (0.00)
Government Exp/GDP:. 654.29 643.44 511.41 30.71
(0.00) (0.00) (0.00) (0.00)
% AExchange Rate 173.36 109.11 45.35 82.29
(0.00) (0.00) (0.00) (0.00)
Trade Openness.| 20.98 21.33 18.21 0.33
(0.00) (0.00) (0.00) (0.56)
Capital Acc Openy.| 1.92 0.19 0.00 1.82
(0.38) (0.66) (0.95) (0.18)
Fin Development:.| 77.93 73.52 76.88 1.79
(0.00) (0.00) (0.00) (0.18)
Investor Profile. 7.10 1.14 0.01 3.10
(0.03) (0.29) (0.93) (0.08)
US Treasury Rate; 0.60 0.18 0.40 2.37
(0.74) (0.67) (0.53) (0.54)
VIX 11.11 0.04 1.90 0.37
(0.00) (0.84) (0.17) (0.54)
World GDP Growth; 39.04 35.95 24.23 5.65
(0.00) (0.00) (0.00) (0.02)

Note: The test statistics are the chi-squared statistics for the hypothesis that the coefficients reported in
Table 2 are equal to zero. The statistics below in parentheses are the probability that the hypothesis can
be rejected.
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Table 4

Test of Coefficients Equaling Zero

4.1 (4.2) (4.3) (4.4
Coefficients 2.2=2.3=2.4=0 2.2=23=0 2.2=2.4=0 2.3=2.4=0
GDP Growth Rate:.| 22.96 9.97 22.69 3.65
(0.00) (0.00) (0.00) (0.16)
Ln(GDP per capita):. 76.76 5.55 76.32 70.19
(0.00) (0.06) (0.00) (0.00)
Inflationy. 4.83 2.32 2.99 4.10
(0.19) (0.31) (0.22) (0.13)
Government Exp/GDP.. 70.72 9.29 70.10 30.25
(0.00) (0.00) (0.00) (0.00)
% AExchange Rate 5.42 113.55 3.33 4.60
(0.14) (0.00) (0.19) (0.10)
Trade Openness. 95.04 85.16 93.37 3.67
(0.00) (0.00) (0.00) (0.16)
Capital Acc Openy.| 18.68 18.15 0.78 15.75
(0.00) (0.00) (0.68) (0.00)
Fin Development:.| 21791 191.48 152.08 125.50
(0.00) (0.00) (0.00) (0.00)
Investor Profile. 24.24 24.23 19.13 5.06
(0.00) (0.00) (0.77) (0.08)
US Treasury Rate; 74.59 10.17 70.98 73.61
(0.00) (0.01) (0.00) (00.00)
VIX; 4.02 3.57 1.69 0.87
(0.26) 0.17) (0.61) (0.65)
World GDP Growth; 2.47 1.97 35.65 2.22
(0.48) (0.37) (0.74) (0.33)

Note: The test statistics are the chi-squared statistics for the hypothesis that the coefficients reported in
Table 2 are equal to zero. The statistics below in parentheses are the probability that the hypothesis can
be rejected.
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Table 5

Current Account, Trade Balance, Primary Income and Secondary Income Balances:
Parsimonious Specification

(5.1 (5.2) (5.3) 54
Current Account Trade Primary Income Second Income
GDP Growth Rate:.; -0.33%** -0.08%**
(0.03) (0.02)
Ln(GDP per capita).. -0.89* 2.35%** -0.92%** -0.26%**
(0.47) (0.13) (0.04) (0.05)
Inflation Rate -0.05%** 0.01%**
(0.00) (0.00)
Government Exp/GDP:. -0.34%%* -1.32%%* 0.30%** 0.15%**
(0.07) (0.05) (0.02) (0.02)
% AExchange Rate 0.06%** -0.02%**
(0.01) (0.00)
Trade Openness:.i 0.07%** -0.03%** 0.00%**
(0.01) (0.00) (0.00)
Capital Acc Openy.i -0.02%** -0.01%** -0.01%** -0.01%***
(0.01) (0.00) (0.00) (0.00)
Fin Development;.; 0.06%** 0.14%**
(0.02) (0.01)
Investor Profile. -0.28%*** -0.04**
(0.10) (0.02)
VIX 0.02%**
(0.00)
World GDP Growth; -0.24 %% 0.20%%** -0.09%**
(0.07) (0.04) (0.02)
N 706 642 642 642

Note: The regression results of (5.1) are the results of the GLS estimator for random effects models.
Estimates from equations (5.2), (5.3) and (5.4) were obtained from random effects estimation of
seemingly-unrelated regressions. The symbols *, ** *** denote statistical significance of 10%, 5% and
1%.
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Table 6

Current Account, Trade Balance, Primary Income and Secondary Income Balances:

Financial Crises

(6.1) (6.2) (6.3) (6.4
Current Account Trade Primary Income Second Income
GDP Growth Rate;.; -0.32%%* -0.00
(0.04) (0.01)
Ln(GDP/Pop):.1 -1.17%* -0.53%** -0.85%** 0.12%*
(0.49) (0.04) (0.04) (0.05)
Inflation Rate -0.03%** 0.02%**
(0.00) (0.00)
Government Exp/GDP:. -0.28%** -0.51%%* -0.03%%* 0.08***
(0.07) (0.01) (0.01) (0.02)
%AExchange Ratey.| -0.00 0.04%** -0.02%**
(0.00) (0.00) (0.00)
Trade Openness:.i 0.06%** 0.07%** -0.01%**
(0.01) (0.00) (0.00)
Capital Acc Openg.i -0.01* 0.03*** -0.01%** -0.01***
(0.01) (0.00) (0.00) (0.00)
Fin Development;.; 0.09%** 0.227%**
(0.02) (0.00)
Investor Profile. -0.19* -0, 17%**
(0.10) (0.02)
VIX; 0.01%*
(0.01)
World GDP Growth; -0.13 0.16%** -0.07%%*
(0.08) (0.02) (0.02)
Financial Crises:.i 1.29%** 2.18%** 0.33%** 0.21
(0.40) (0.08) (0.09) (0.18)
N 629 600 600 600

Note: The regression results of (6.1) are the results of the GLS estimator for random effects models.
Estimates for equations (6.2), (6.3) and (6.4) were obtained from random effects estimation of
seemingly-unrelated regressions. The symbols *, ** *** denote statistical significance of 10%, 5% and

1%.
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Table 7

Impact of Crises on Current Account and Components

(7.1) (7.2) (7.3) (74
Current Account Trade Primary Income Second Income
Bank Crisest.| 1.68%** -0.08 0.71%** 0.24
(0.49) (0.10) (0.12) (0.23)
Currency Crisesi.1 0.71 3.25%** -1.02%** 0.03
(0.57) (0.14) (0.17) (0.28)
Twin Crises.| 2.61%* 5.31%H* -0.34 0.21
(1.10) (0.20) (0.24) 0.47)
Debt Crisest.i 1.08* 3.72%H* 0.42%#* -1.46%**
(0.62) (0.13) (0.16) (0.32)

Note: The regression results of (7.1) are the results of the GLS estimator for random effects models.
Estimates for equations (7.2), (7.3) and (7.4) were obtained from random effects estimation of
seemingly-unrelated regressions. The symbols *, ** *** denote statistical significance of 10%, 5% and

1%.
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Reinvested Earnings/GDP

Table 8

(8.1) (8.2) (8.3) (8.4)
GDP Growthy. 0.04** 0.01
(0.02) (0.01)
Ln(GDP/Pop):.1 1.82%%%* 1.05%** 0.65%** 0.18
(0.19) (0.17) (0.24) (0.11)
Inflation Rate -0.00
(0.00)
Government Exp/GDP:. -0.16%** -0.09%*** -0.05* -0.04**
(0.03) (0.02) (0.03) (0.02)
% AExchange Rate .1 0.00
(0.00)
Trade Openness (.1 0.027%** 0.02%** 0.02%**
(0.00) (0.00) (0.00)
Capital Account Open (. 0.01%** 0.01%** 0.01%**
(0.00) (0.00) (0.00)
Natural Resources/GDP . 0.15%** 0.17%** 0.12%**
(0.02) (0.02) (0.01)
Corporate Tax Rate.; -0.04%** -0.04%**
(0.01) (0.01)
Fin Development .| -0.00
(0.01)
Investor Profile. 0.09** 0.09**
(0.04) (0.04)
Polityi.1 0.04** 0.09%***
(0.02) (0.02)
US Treasury Rate; -0.06
(0.04)
VIX; -0.02
(0.01)
World GDP Growth; 0.19%**
(0.06)
N 622 676 547 547

Note: Estimates were obtained from random effects estimations. The symbols *, ** *** denote

statistical significance of 10%, 5% and 1%.
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Figure 1: Components of Current Account Deficits: Turkey, Brazil and Mexico (2023)
Source: IMF, Balance of Payments Statistics
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Figure 2: Components of Current Account Balances (2023)
Source: IMF, Balance of Payments Statistics
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Figure 3: Average Trade Balance/GDP, Primary Income/GDP and Secondary Income/GDP, 1990-2021
Source: IMF, Balance of Payments Statistics
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Figure 4: Average Investment Income/GDP, Employee Compensation/GDP, and Rent/GDP, 1990-2021
Source: IMF, Balance of Payments Statistics, World Bank, World Development Indicators
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Figure 5: Average Direct Investment Income/GDP, Portfolio Income/GDP, and Other Income/GDP,
1990-2021
Source: IMF, Balance of Payments Statistics, World Bank, World Development Indicators
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Figure 6: Rolling 3-Month Standard Deviations: Trade/GDP, Primary Income/GDP, and Secondary
Income/GDP, 1992-2001
Source: IMF, Balance of Payments Statistics, World Bank, World Development Indicators
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Appendix Table 1

Data Sources

Variable Source
Capital Account Openness (1 — 100) Chinn-Ito (2006)
Corporate Tax Rate (%) OECD
Current Account/GDP (%) WDI
Exchange Rate (national currency per U.S. $, % A) IFS
Financial Development FDI
GDP annual real growth (%) WDI
GDP per capita (constant 2015 $) FDI
Government Expenditures/GDP (%) WDI
Inflation Rate (CPI, %) WDI
Investor Protection (1 — 12) ICRG
Natural Resource Rents/GDP (%) WDI
Net Investment Income/GDP (%) BOPS, WDI
Net Primary Income/GDP (%) BOPS, WDI
Net Secondary Income/GDP (100%) BOPS, WDI
Polity Center for Systemic Peace
Reinvested Earnings BOPS
Remittances/GDP World Bank
Trade Balance/GDP (%) WDI
Trade Openness (Exports + Imports/GDP) (%) WDI
U.S. 10 Year Treasury Rate FRED
VIX FRED
World GDP Growth WDI

Note: BOPS: Balance of Payments Statistics, IMF; FDI = Financial Development Index Database, IMF;
FRED = Federal Reserve Economic Data; ICRG = International Country Risk Guide, PRS Group; I[FS
= International Financial Statistics, IMF; PWT10 = Penn World Tables 10.1; WDI = World

Development Indicators, World Bank
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Appendix Table A2

Correlation Coefficients

O] @1 & |G | G [© 0O ® O 0| dy|ad|dy) | a4y | d)|ade | a7 | ds | 19 | @0 | @) | (22
(1) | 1.00
2 |-048 ] 1.00
(3) [-017 ] 009 | 1.00
(4) | -013 ] 001 ] 002 1.00
(5 1-0.06]-0.16 | 037 ] -0.04 | 1.00
6) | 0.15]-038 ] -024 | 0.01 | 0.15] 1.00
(7) [ -0.01 | 0.05] -0.13 | -0.03 | -0.05 | -0.27 [ 1.00
(8) | 044 -0.66 | -0.10 | -0.02 | 033 0.66 | -0.18 [ 1.00
(9 [ -0.11 | -0.00 | 0.00 | 0.99 | -0.04 [ 0.01 [ 0.02 [ -0.01 [ 1.00
(10) | 038 | -042 | -0.18 | -0.17 | 0.16 | 031 [ 0.06 | 050 ] -0.12 [ 1.00
(11) | 0.05 | 0.06 | 048 | -0.03 | 0.26 | -027 [ 0.16 | -0.05 | -0.03 | -0.08 | 1.00
(12) [ -042 | 050 | 0.04 | 0.04 | -023 [ -0.19 [ -0.04 [ -0.45 | 0.04 | -0.32 [ -0.05 | 1.00
(13) [-027 | 036 | -0.02 | 0.02 | -0.31 | -0.15 [ -0.03 | -0.41 | 0.02 [ -0.23 | -0.24 | 0.87 | 1.00
(14) [ -0.15| 032 | -0.01 | -0.01 | -0.48 | -0.47 [ 0.09 | -0.61 | -0.02 [ -0.22 [ -0.07 | 0.31 | 0.38 | 1.00
(15 | 011 | -0.21 | -0.27 | -0.02 | 0.06 | 039 ] -0.07 | 037 ] 0.01 | 046]-034 | 027 | -0.14 | -0.39 | 1.00
(16) | -049 | 0.50 | -0.02 | 0.10 | -0.34 | -0.16 | -0.17 | -0.50 | 0.07 | -0.47 [ -0.17 | 0.89 | 0.81 | 0.35 [-0.25 | 1.00
(17) [ -0.09 | 0.23 | -0.03 | -0.02 | -0.44 | -0.42 [ 0.09 | -0.54 | -0.02 | -0.13 | -0.18 | 0.24 | 047 | 0.90 [ -0.21 | 030 | 1.00
(18) | 0.02 | -0.19 ] 077 | 0.01 | 059 ] 0.08] -0.13] 033 ] 0.01] 004 ] 047 [-038 [-0.50 [ -0.58 | 0.01 [-0.42 |-0.58 | 1.00
(19) | 038 | -047 | 0.19 | -0.10 | 030 [ 028 | 0.06 | 0.49 [ -0.09 | 038 | 0.02 | -0.53 | -0.36 | -0.36 | 0.15 | -0.61 [ -0.25 | 042 | 1.00
(20) [ -0.16 | 029 | -0.10 | 0.13 | -041 | 0.00 [ 0.11 [ -025 ] 0.15] -0.24 [ 0.06 | 0.11 | 0.08 | 0.04 [ -0.15 [ 021 [-0.03 | -0.11 | -0.05 | 1.00
1) | 0.04 | 0.02] 0.03]-0.03] -0.05] 0.13] -030 ] -0.02] -0.04 | 0.13 | 0.01 | 0.12 | 0.08 | -0.04 [ 0.04 | 0.11 [-0.06 | 0.01 | 0.02 | 0.15 | 1.00
(22) | -0.00 | -0.01 | -0.08 | -0.04 | -0.02 [ 0.01 [ 046 [ 0.02] -0.01 [ 0.01 [ 0.02 | -0.07 [-0.07 [ -0.03 [-0.01 [-0.11 [-0.02 | -0.03 | 0.03 | 0.12 | -049 | 1.00
Note: 1 = Capital Account Openness 8 = Government Exp/GDP 15 = Polity

2 = Corporate Tax Rate

3 = Current Account/GDP
4 = Exchange Rate (% A)

5 = Financial Development
6 = GDP Growth Rate

7 = GDP per capita (Ln)

9 = Inflation Rate
10 = Investor Protection
11 = Natural Resource Earnings/GDP

12 = Net Investment Income/GDP

13 = Net Primary Income/GDP

14 = Net Secondary Income/GDP
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16 = Reinvested Earnings/GDP
17 = Remittances/GDP

18 = Trade Balance/GDP

19 = Trade Openness

20 = U.S. Treasury Rate

21 =VIX

22 = World GDP Growth Rate




Table A3

Current Account, Trade Balance, Primary Income and Secondary Income Balances:
Winsorized Dependent Variables

(A3.1) (A3.2) (A3.3) (A3.4)
Current Account Trade Primary Income Second Income
GDP Growth Rate:. -0.30%** -0.07%**
(0.03) (0.02)
Ln(GDP per capita)..i -0.83* 2.22%%*% -0.87%** -0.25%**
(0.45) (0.13) (0.04) (0.04)
Inflation Rate -0.05%** 0.29%**
(0.00) (0.02)
Government Exp/GDP:. -0.33%** -1.30%** 0.00%* 0.16%**
(0.07) (0.05) (0.00) (0.02)
% AExchange Rate 0.06%** -0.01%**
(0.00) (0.00)
Trade Openness:.i 0.07%** -0.03%**
(0.01) (0.00)
Capital Acc Openy.; -0.02%** -0.07%** -0.02 -0.01%***
(0.01) (0.00) (0.02) (0.00)
Fin Development:.| 0.06%** 0.15%** -0.08*#:*
(0.02) (0.01) (0.02)
Investor Profile. -0.25%** 0.07%**
(0.09) (0.00)
VIX -0.02%**
(0.00)
World GDP Growth, -0.22%%* 0.20%%** 0.02%**
(0.07) (0.04) (0.00)
N 706 642 642 642

Note: The regression results of (A3.1) are the results of the GLS estimator for random effects models.
Estimates for equations (A3.2), (A3.3) and (A3.4) were obtained from random effects estimation of
seemingly-unrelated regressions. The dependent variables are winsorized at the .01 level. The symbols
* ) kEF%E denote statistical significance of 10%, 5% and 1%.
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Table A4

Investment Income and Remittances

(A4.1) (A4.2) (A4.3)
Trade Investment Income Remittances
GDP Growthy. 0.14%**
(0.02)
Ln(GDP/Pop):.i 2.63%** 0.11%** -0.32%**
(0.11) (0.02) (0.04)
Inflation Rate ¢ 0.00 0.01%*
(0.02) (0.00)
Government Exp/GDP -1.16%** 0.06%** 0.01
(0.03) (0.01) (0.02)
% AExchange Rate -0.01 -0.01%**
(0.01) (0.00)
Trade Openness:.i -0.08*** -0.01%**
(0.00) (0.00)
Capital Account Open .| -0.03%** -0.03%** 0.00
(0.00) (0.00) (0.00)
Fin Development .| 0.14%**
(0.01)
Investor Profile -0.22%%*
(0.02)
VIX 0.03%**
(0.00)
World GDP Growth 0.60*** -0.10%**
(0.05) (0.01)
N 568 568 568

Note: The regression results of (A4.1) are the results of the GLS estimator for random effects models.
Estimates for equations (A4.2), (A4.3) and (A4.4) were obtained from random effects estimation of
seemingly-unrelated regressions. The symbols *, ** *** denote statistical significance of 10%, 5% and
1%.
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Table A5

Current Account, Trade Balance, Primary Income and Secondary Income Balances:

Current and Lagged Financial Crises

(A5.1) (A5.2) (A5.3) (A5.4)
Current Account Trade Primary Income Second Income
GDP Growth Rate;.; -0.31%%* 0.07%**
(0.04) (0.01)
Ln(GDP/Pop):.1 -1.04%* -0.22%** -0.74%%* -0.03
(0.55) (0.05) (0.07) (0.02)
Inflation Rate -0.03%** -0.00
(0.00) (0.00)
Government Exp/GDP:. -0.20%** -0.54 %% 0.13%** 0.03%**
(0.08) (0.01) (0.02) (0.01)
%AExchange Rate:.| -0.00 0.04%** 0.01
(0.00) (0.00) (0.00)
Trade Openness:.i 0.07%** 0.07%** 0.00%**
(0.01) (0.00) (0.00)
Capital Acc Opens.i -0.01** 0.03%** -0.01%** -0.01***
(0.01) (0.00) (0.00) (0.00)
Fin Development;.; 0.08%** 0.24%**
(0.02) (0.00)
Investor Profile. -0.20* -0.27%**
(0.11) (0.03)
VIX 0.05* 0.05%** 0.04%**
(0.03) (0.01) (0.01)
World GDP Growth; 0.08 0.60%** -0.04
(0.13) (0.03) (0.06)
Financial Crises; 0.05 0.20* 0.36 -0.00
(0.44) (0.12) (0.24) (0.10)
Financial Crises:.i 1.16%* 2.15%** -0.02 0.23%*
(0.46) (0.13) (0.23) (0.09)
607 579 579 579

Note: The regression results of (A3.1) are the results of the GLS estimator for random effects models.
Estimates for equations (A3.2), (A3.3) and (A3.4) were obtained from random effects estimation of
seemingly-unrelated regressions. The symbols *, ** *** denote statistical significance of 10%, 5% and

1%.
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Table A6
Current Account, Trade Balance, Primary Income and Secondary Income Balances:

Lagged Dependent Variable

(AS.1) (A5.2) (A5.3) (AS54)
Current Account Trade Primary Income Second Income
Lagged Dependent Variable 0.73%** 0.51%** 0.73%** 0.83%#*
(0.03) (0.01) (0.01) (0.01)
GDP Growth Rate:.| -0.07%** -0.01
(0.03) (0.01)
Ln(GDP/Pop):.1 -0.24 0.52%%** -0.06%** -0.05%**
(0.17) (0.06) (0.02) (0.01)
Inflation Rate -0.05%** 0.00%***
(0.00) (0.00)
Government Exp/GDP:. -0.07** -0.45%** 0.02%** 0.03%**
(0.03) (0.03) (0.01) (0.01)
%AExchange Ratey.| 0.06%** -0.01%**
(0.00) (0.00)
Trade Openness:.i 0.01%** -0.07%** 0.00%**
(0.00) (0.00) (0.00)
Capital Acc Open. 0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00)
Fin Development:.| 0.04%** 0.08%**
(0.01) (0.00)
Investor Profile. -0.15%* -0.11%%*
(0.07) (0.01)
VIX 0.01%**
(0.00)
World GDP Growth, -0.35%%* 0.22%%** -0.10%**
(0.06) (0.03) (0.01)
N 706 642 642 642

Note: The regression results of (A3.1) are the results of the GLS estimator for random effects models.
Estimates for equations (A3.2), (A3.3) and (A3.4) were obtained from random effects estimation of
seemingly-unrelated regressions. The symbols *, ** *** denote statistical significance of 10%, 5% and
1%.
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