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ABSTRACT

As the capital account portion of international balance of payments statistics
represents only a small portion of the overall activity of firms, this paper attempts an
examination of capital flows by looking at the securities investment activities of firms.

The 1980s was a period when many companies, particularly foreign exchange
banks, were net debtors on their financial accounts. This is because foreign exchange
banks borrowed large amounts of short-term funds from overseas banks. The 1990s
has seen a shift toward firms being net creditors and the foreign exchange banks have
been paying off their short-term borrowings.

Institutional investors pay excess capital into the short-term financial accounts
of foreign exchange banks. In order to understand the movements of the long-term
capital balance, and in particularly, the movement of securities investment, it is,
therefore, necessary to look at both the short-term capital transactions that make up
the short term capital balance and firms' financial accounts.

In addition, another factor explaining the overseas securities investment
behaviour of institutions is capital gains. Because they reflect the movement of asset
prices, capital gains have a great effect on firm behaviour.

Since the phenomenon known as "the bubble,” interest rate differentials between
Japan and other countries have shrunk and capital gains as an incentive for overseas
securities investment has receded. Equity financing abroad has tapered off and,
concommittantly, the issuance of foreign bonds is disappearing.

To investigate the effect that changes in asset prices has on the behaviour of
financial and non-financial institutions, we can use data at the macro level such as the
national income accounts. In the case of the insurance sector, we can use the

excharige rate, stock returns and a dummy variable, for changes in regulation, to




explain overseas Securities investment, and the results suggest that investment in the
insurance sector has dropped off draniatically. However, information collected about
the behaviour of firms that covers matters not conveyed in statistics, suggests that the
balance between the use of funds and the raising of funds was not always right.
TQ look at the behaviour of insitutional investors through their overseas
securities investment, it is necessary, in the end, to make clear how firms' behaviour
is determined. On this matter, there remains much room for further detailed research.
A related matter pertains to the exchange rate. In this paper, the exchange rate
was taken as given. However, it would seem appropriate to consider the effect of the
capital balance, including overseas securities investment, on the exchange rate. Of
course, this will only be possible if current balance of payments tables are revised to

included the relevant information.




