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Motivation

• Financial globalization over the last five decades

- total external A and L ↑ from 5% to 60% of capital stock

• Little known about its global and long-term effects

1 / 7



Motivation

• Financial globalization over the last five decades

- total external A and L ↑ from 5% to 60% of capital stock

• Little known about its global and long-term effects

This paper:

– Question: What’s the quantitative implications of financial

globalization for capital and output allocations across countries?

– Methodology: Wedge accounting, let data speak
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A dynamic gravity model of international investment

• Key assumptions in the model:

- Exog. saving rates βjt and labor ℓjt , natural resources xjt ,

productivity ωit , production function parameters

- Bilateral wedges τijt = τit,IN × τjt,OUT

⇒ unknown wedges goes down to 2×(# of countries)

• Wedges, τi,IN and τi,OUT , are calibrated s.t.

portfolio share of domestic vs. external assets in the data = model

• Simulating a counter-factual economy, holding the wedges constant

at the 1970-level

* Main quantitative findings:

In 2019, compared to the counter-factual economy, we have

- higher K by 10% for rich and lower K by 20% for poor countries.

- higher dispersion of output per worker by 8%

- lower world output by 2%
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Comment # 1 : τij = τi ,IN × τj ,OUT

• Lack of bilateral portfolio holdings data except recent years

⇒ Impose τij = τi,IN × τj,OUT & use external assets and liabilities data

• How much does the assumption matter for the quantitative results?

Quick check:

• Bilateral portfolio holdings data are available from early 2000

(e.g. IMF CPIS available from 2001)

• Still capturing a more rapid increase in external A+L after 2000

• You can do the similar exercises with & without imposing

τij = τi,IN × τj,OUT , taking early 2000 as the initial year

• Quantitative results similar with & without the assumption?

4 / 7



Comment # 1 : τij = τi ,IN × τj ,OUT

• Lack of bilateral portfolio holdings data except recent years

⇒ Impose τij = τi,IN × τj,OUT & use external assets and liabilities data

• How much does the assumption matter for the quantitative results?

Quick check:

• Bilateral portfolio holdings data are available from early 2000

(e.g. IMF CPIS available from 2001)

• Still capturing a more rapid increase in external A+L after 2000

• You can do the similar exercises with & without imposing

τij = τi,IN × τj,OUT , taking early 2000 as the initial year

• Quantitative results similar with & without the assumption?

4 / 7



Comment # 2 : Logit Asset Demand

πijt =
(τijtRit)

ϵkit−1∑I
ι(τιjtRιt)ϵkιt−1

• logit asset demand system:

– effective return τijtRit ⇒ portfolio shares πijt

– no risk? high return + high risk and hence lower portfolio weight?

τijt might be underestimated for poor countries?

– exog saving rate (supply side), orthogonal to R and τ? why? data

evidence?

• ϵ is a key parameter in the whole quantitative exercise

– calibrated ϵ ≈ with-in asset class demand elasticity in other papers

⇒ helpful to see how results vary quantitatively with ϵ
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Other Questions

(i) Showing levels of two equilibrium paths not just differences?

(ii) How further away from efficient allocations? Welfare costs? In a

related manner, if barriers to capital flows declined symmetrically,

how much welfare/output gain? Comparable to numbers found in

other papers?

(iii) Do we see something like Figure 9 for observable capital control

measures in the data? Is the magnitude of difference comparable?
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related manner, if barriers to capital flows declined symmetrically,

how much welfare/output gain? Comparable to numbers found in

other papers?

(iii) Do we see something like Figure 9 for observable capital control

measures in the data? Is the magnitude of difference comparable?

Nicely executed paper with very interesting quantitative results!
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