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IMPACT OF FOREIGN INVESTMENT INCOME

ON PUBLIC AND EXTERNAL DEBT OF THE NORDIC COUNTRIES

The study is devoted to the analysis of the dynamics, structure and special characteristics of the public
debt of Northern Europe and the impact of investment income on public and external debt of Norway, Den-
mark, Finland, Sweden. Empirical analysis based allowed to assess the relationship between income from
foreign investment and the level of public and external debt of these countries. According to the results of
the analysis revealed that income from direct, portfolio and other investments affect debt and vice versa.
Incomes from portfolio investments received by Norway, affects its external debt. There is an interdepend-
ence between the external debt and the income from other investments of Norway. In Denmark, external debt
affects the return on direct and other investments. In Finland, a change in income from other investments
entails a change in the level of external debt. In Sweden, portfolio investment income affects external debt
and vice versa. In turn, Sweden's external debt affects the income of other investments. Thus, it is proved
that investment income is one of the main factors influencing the dynamics of public and external debt of

Northern Europe.

Keywords: investment income, public debt, external debt, Nordic countries.

Introduction. Each country in the world has its
own financial system, which is a reflection of the
forms and methods of specific use of finance in the
economy. One of the necessary conditions for the
effective development of the economy is the forma-
tion of a clear mechanism of monetary regulation,
which allows the central bank to influence financial
activity, control the activities of commercial banks.
Another important factor in the successful develop-
ment of the economy of any country is the effective
and competent management of public finances, which
is expressed in the conduct of public financial policy.

The analysis of the main financial indicators
allows to assess the general state of the economy, to
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determine the prospects for further development of
the country, to analyze opportunities for attracting
foreign capital, to reveal factors that directly deter-
mine the functioning of the economy, both short-
term and long-term. They also serve as a basis for
defining public policy and making social, economic
and political decisions.

Recent literature review. International invest-
ments are important for any state, and their impact
on economic development is not always positive.
That is why the influence of foreign capital on host
countries is widely studied in the literature [1; 2; 3].

For most research countries, portfolio and other
income have impact on the accumulation of exter-
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nal debt. This applies to Argentina, Brazil, Hun-
gary, Bulgaria and Ukraine. In Hungary, there is
mutual causality for all the variables in question. In
the Czech Republic, Hungary, Bulgaria and Poland,
the level of external debt causes income flows. FDI
income flows are significant for accumulation of
debt in Brazil, Hungary and Ukraine [4].

Alstadheim i Blandhol [5] examined a model
based on financial cycles. The authors found that
when global activity falls, the share of foreign bank
financing falls. The results suggest that global real
activity, rather than the global financial cycle, is a
major factor in bank capital inflows. Monetary pol-
icy affects activity and inflation in a standard way,
and the exchange rate acts as a buffer when shocks
affect the economy [5].

The purpose of research is to conduct an eco-
nomic analysis of the impact of foreign investment
income on the external economic position of the
Nordic countries. The article is a continuation of
the research by the authors of the financial aspects
of the development of the economies of the Nordic
countries [6].

The main results of the research. Public debt of
Norway in the first quarter of 2020 is 1,469 bil-
lion Norwegian krone, which in relation to GDP -
41.4% . In the period 2006-2009, the debt decreased,
in 2009 it amounted to 42.8% of GDP. The min-
imum value of public debt was recorded in 2015-
33.4% . Central government debt began to increase
in 2016, and this trend continues to this day. In
2019, it was 40.4% . That is, in monetary terms, the
debt increased by 172 billion Norwegian krone, and
in relation to GDP increased by 4.8% [7]. In 2019,
the main financial instruments of public debt are
loans of 60%, debt securities — 40% . At the end
of 2019, the share of debt held by resident finan-
cial corporations was 49% [8]. Resident non-finan-
cial sectors (non-financial corporations, households)
held only 4% of debt, non-residents (the rest of the
world sector) — 47% [9].

Denmark’'s public debt in 2006 amounted to
530.74 billion Danish krone or 31.5% of GDP. In
2007, the debt decreased by 55.24 billion Danish
krone. But from 2008 to 2011, public debt increased.
The maximum public debt was in 2011 — 46.1% of
GDP. In the following years, there was a decline until
2013. In 2014, public debt increased again by 0.3%.
In the period 2015-2019, public debt decreased, and
in 2019 amounted to 33.3% of GDP [5] (Figure 1).
In 2019, the main financial instruments of public
debt are currency and deposits — 3%, debt securi-

ties — 75%, loans — 22% [8]. At the end of 2019, the
share of debt held by resident financial corporations
was 73.7%, resident non-financial sectors (non-fi-
nancial corporations, households) held only 2.3% of
debt, non-residents (the rest of the world sector) —
24% [9].

Sweden's public debt in 2006 was 1,269.95 bil-
lion Swedish krone or 43.9% of GDP. By 2008, the
debt was declining and amounted to 1 036.22 billion
Swedish krone. In 2009, public debt to GDP increased
by 3.2% . Although public debt decreased to 38.1%
of GDP in 2010, in 2012, during the second wave
of the recession, it began to grow again. In 2015,
the public debt was the maximum and amounted to
1,403.42 billion Swedish krone. In 2019, this figure
is equal to 1,112 billion Swedish krone or 35.2% of
GDP, i.e. is the minimum for the study period [7].

Finland's public debt to GDP in 2006 was
65.89 billion EUR or 38.1% of GDP. By 2008, pub-
lic debt was declining to 63.25 billion EUR. In 2012,
the debt amounted to 107.8 billion EUR (53.6% of
GDP). In 2015, public debt amounted to 134.52 bil-
lion EUR (63.6% of GDP). One of the main rea-
sons for the growth of public debt is weak economic
growth in the country. The second important reason
for the growth of debt is the demographic aging of
the country’s population. In the period 2016-2019,
public debt increased, and in 2019 amounted to
142.48 billion EUR [7]. In 2019, the main financial
instruments of public debt in Finland are currency
and deposits — 1%, debt securities — 75%, loans —
24% [8].

Borrowed resources play an important role for
any state. The study of the impact of various types
of investments on the external debt of countries has
not received due attention. In research, important
attention must be paid to the type of investment.
Since, each type of investment has different focus.
Direct investments are aimed at acquiring control
over the placement object, portfolio investments —
at making profit, without the right to control, oth-
ers — all those investments that are not included in
the first two positions.

In order to test the hypothesis that external debt
can be a factor causing economic imbalances in the
countries of Northern Europe, a vector auto-regres-
sion model (VAR) was constructed, the advantage of
which is a systematic approach to cover the dynamics
of many time series. Thus, to identify the mutual cau-
sality between external debt (total value of external
direct debt instruments, debt securities of portfolio
investments, other debt instruments of investments)
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Figure 1. Dynamics of public debt to GDP, %
Source: [7]
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and incomes of direct, portfolio, other investments of
Norway, Denmark, Finland, Sweden, in the structure
of the next VAR is estimated Granger test:

ED; = o; + Zli)zlﬁlilnct—i + Zli):ﬂnEDu +&¢ (1),

Inc; = 0, + Z€=1B21EDt-i + ZI‘:=IYZiInCt-i + ey (2).
Where ED, PD is the external and public debt,
Inc is the income for each type of investment (direct,
portfolio, others) and the error term; o is constant
term; B and y denote the coefficients to be estimated,
p is the selected order of lag. The null hypothesis of
Granger’s causality from Inc to ED and from ED to
Inc are By; = 0 and By = 0, respectively.

Yearly data are used, information on external
and public debt are received from the statistics of
the World Bank and European central bank [10; 11]
and balance of payments from the database of the
International Monetary Fund [12].

The Granger causality test provides an opportu-
nity for a more reliable analysis of the impact of
capital inflows on the development of the econo-
mies of the research countries. Identification of the
relationship between income from direct, portfolio,
other investments (assets) and the growth of exter-
nal debt of Norway, Denmark, Finland and Sweden
are presented in table 1. In the context of separate
countries, results are different.

According to the Granger causality test for Nor-
way: portfolio investment returns affect external
debt. And between external debt and income from
other investments there is a mutual dependence. In
Denmark, investment income does not affect the
growth of external debt. At the same time, exter-
nal debt affects the income from direct and other
investments.

According to the Granger causality test for Nor-
way: portfolio investment returns affect external
debt. And between external debt and income from
other investments there is a mutual dependence. In
Denmark, investment income does not affect the
growth of external debt. At the same time, exter-
nal debt affects the income from direct and other
investments.

For Finland, a change in the income from other
investments entails a change in the level of exter-
nal debt. In Sweden, direct investment income and
external debt are independent of each other. Port-
folio investment income affects external debt and
vice versa. External debt affects the return on other
investments.

Identification of the relationship between income
from direct, portfolio, other investments (liabilities)
and the growth of external debt of Norway, Den-
mark, Finland, Sweden are presented in table 2. In
the context of separate countries, results are dif-
ferent.

From the Granger causality test conducted for
Norway, it follows that income from direct invest-
ments attracted to the country affects external debt.
At the same time, there is mutual causality between
portfolio, other investment income and external debt.
For Denmark: direct and portfolio investment returns
affect external debt. External debt only affects
income from other investments. In Finland: there is
no correlation between direct investment income and
external debt. And income from other investments
affects debt. The influence of external debt on the
return on portfolio investments was also identified.
In Sweden, there is a mutual causality between exter-
nal debt and portfolio and other investment income.

Granger causality test for external debt growth and all types of investment (assets) income fl(v)rvigle !
Country Indicators External debt FDI income e Portfol. income Other income
External debt ((2)38) ((l)gg) %07%8)2
. 0.47
(1%08113%3178) FDI 1n.come (205;?327)
Portfol. income (0.00)"
Other income (g'.gg)c
External debt (%10%)’55 (8%) (%60%33
B O 6
Portfol. income (0:96)
Other income (8: gg)
External debt (8:@) (02,160) ((1):%2)
I — i
Portfol. income (0:71)
Other income (08"02‘(1))13
External debt ((2)(1;8) (:()))60%);’3 (%10%§”
almeeny e 043
Portfol. income (0“03)1)
Other income (g%g)

Note: ED denotes external debt growth. Behind the country name the sample range is listed in parentheses. The numbers in the
parentheses beside the Wald statistics are the P-values: a, b, ¢ represent the 1%, 5%, and 10% significance levels, respectively.

Source: calculated by the authors
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Table 2
Granger causality test for external debt growth and all types of investment (liabilities) income flows
. Lags
Country Indicators External debt FDI income Portfol. income Other income
1.61 80.74 25.4
External debt (0.65) (0.00%) (0.00%
. 6,94
FDI 07\
Norway income (0.07)
(1998-2018) Portfol. income %32061)%
Other income (%)70%%21
4.33 0.1 77.32
External debt (0.22) (0.75) (0.00%
: 86.82
(1%%%%%1_1]{9) FDI income (0'003)
- . 9.80
Portfol. income (0.00%)
Other income (8 gg)
0.12 34.9 1.69
External debt (0.93) (0.00§) (0.63)
: 0.05
lgérsll%%(%g FDI income (0‘97)
( ) ) Portfol. income (3:3?)
. 56.21
Other income (0.00°
2.09 16.22 7.12
External debt (0.55) (0.00%) (0.06°
. 1.47
FDI income
S5 .03
Portfol. income (0‘013)
. 9.28
Other income (. 02b)

Note: ED denotes external debt growth. Behind the country name the sample range is listed in parentheses. The numbers in the
parentheses beside the Wald statistics are the P-values: a, b, ¢ represent the 1%, 5%, and 10% significance levels, respectively.

Source: calculated by the authors

According to the Granger causality test for
Norway: direct and portfolio investment returns
affect the increase in public debt; and an increase
in external debt, in turn, leads to an increase
in other income flows. For Denmark, there is a
mutual causality between the level of public debt
and the income of other investments, and the
accumulation of public debt affects the growth of
portfolio and other investment income. For Fin-
land, a change in the public debt indicator entails
a change in the income levels of direct and port-
folio investments. For Sweden, no mutual causal-
ity was found between the research variables. The
level of public debt and all investment flows are
independent of each other.

Identification of the relationship between income
from direct, portfolio, other investments (liabilities)
and the growth of public debt of Norway, Denmark,
Finland, Sweden are presented in table 4. In the con-
text of separate countries, results are different.

From the Granger causality test conducted
for Norway, it follows that the direct investment
income that was attracted to the country affects
public debt. At the same time, the influence of
public debt on direct investment income was not
revealed. There is a mutual causality between port-
folio investment returns and public debt growth.
Income from other investments and public debt
do not affect each other. For Denmark: there is
a mutual dependence between direct investment
income and debt. Income from portfolio and other
investments affect the value of public debt. For
Finland: there is no correlation between direct
investment income and public debt. And income

from portfolio and other investments affect the
public debt. For Sweden: the impact of debt on
portfolio investment income was identified.

Conclusions. Public debt is the largest in Sweden
and the smallest in Denmark. In relation to GDP,
the largest debt is observed in Finland — 59.2% of
GDP. In Denmark, public debt is 33.3% of GDP,
in Sweden —35.2% of GDP, Norway — 40.4% . That
is, the public debt of these countries is moderate,
and in comparison with other countries is quite low.
A necessary condition for further acceleration of
economic development is to increase productivity in
the country, which requires improved conditions for
competition, attracting highly qualified personnel,
as well as further development of innovation.

Granger’s causality test for increasing exter-
nal debt and direct, portfolio and other invest-
ment income showed that portfolio investment
income, received by Norway affect external debt.
And between external debt and income from other
investments there is a mutual dependence. In Den-
mark external debt affects the income from direct
and other investments. For Finland, a change in
the income from other investments entails a change
in the level of external debt. In Sweden, portfolio
investment income affects external debt and vice
versa. External debt affects the return on other
investments.

Granger causality test conducted to identify
the dependence between investment income, which
was paid by Norway and external debt showed:
that income from direct investments affects exter-
nal debt. At the same time, there is mutual cau-
sality between portfolio, other investment income
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Granger causality test for public debt growth and all types of investment (assets) income flovrgzble ’
Country Indicators Public debt FDI income S Portfol. income Other income
Public debt (3;25) (04,2193) (%)?(')%)()i“
R B
Portfol. income (0..08)°
Other income (%%g)
Public debt ©0:78) 000y (.00
S ach
Portfol. income (0:25)
Other income (%00%?;1
Public debt 0760y (0:02) ©:18)
aband, L o1
Portfol. income (0:42)
Other income (821)
Public debt ((1,;‘2’5) (3:%,%) ((l)Igil)
Sl i
Portfol. income (0:48)
Other income (8:22)

Note: ED denotes public debt growth. Behind the country name the sample range is listed in parentheses. The numbers in the
parentheses beside the Wald statistics are the P-values: a, b, ¢ represent the 1%, 5%, and 10% significance levels, respectively.
Source: calculated by the authors

Granger causality test for public debt growth and all types of investment (liabilities) income ﬂ?\?sle !
Country Indicators Public debt FDI income e Portfol. income Other income

Public debt (8%) (3;308a) (gigg)
(1665501 s) = mfome (5;"(582)0
Portfol. income (0.'09)0
Other income (825(6))

Public debt (%%o%%) éj?ﬁ) (00.2170)
By, e G
Portfol. income (0‘(‘)03)
Other income (3_'3é)c

Public debt ©75) ©0:94) ©:15)
B i
Portfol. income (0.'00.5)
Other income (%10%9)

Public debt 051 G0 ©:18)
Sty s
Portfol. income (0272)
Other income (83)%)

Note: ED denotes public debt growth. Behind the country name the sample range is listed in parentheses. The numbers in the
parentheses beside the Wald statistics are the P-values: a, b, ¢ represent the 1%, 5%, and 10% significance levels, respectively.

Source: calculated by the authors

24



Bicuux OHY imeni I. I. Meynukxosa. 2020. T. 25. Bun. 4(83)

and external debt. In Denmark: direct and portfolio
investment returns affect external debt. In Finland:
income from other investments affects debt. The
influence of external debt on the return on portfolio
investments was also identified. In Sweden, there is
a mutual causality between external debt and port-
folio and other investment income.

Granger’s causality test for increasing public
debt and direct, portfolio and other investment
income showed that direct and portfolio investment
income, received by Norway, affects the change in
public debt. In Denmark, there is a mutual causal-
ity between the level of public debt and the income
of other investments, and the accumulation of pub-
lic debt affects the growth of portfolio and other
investment income. In Finland, a change in the pub-
lic debt indicator entails a change in the income lev-
els of direct and portfolio investments. For Sweden,

mutual causality was not found between research
variables.

Granger causality test conducted to identify the
dependence between investment income, which was paid
by countries and public debt showed: that the direct
investment income affects public debt and there is a
mutual causality between portfolio investment returns
and debt growth in Norway. There is a mutual depend-
ence between direct investment income and public debt
and returns from portfolio and other investments affect
the value of public debt in Denmark. Income from port-
folio and other investments affect the public debt in
Finland. The impact of public debt on portfolio invest-
ment income was identified in Sweden.

Thus, the results of the analysis prove that
investment income is one of the main factors affect-
ing the dynamics of public and external debt of
Northern countries.
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OpecvKuiil HamioHAMbHUM yHiBepcuTeT imeni I. I. MeunukoBa

BITAMB AOXOAIB BIA THO3EMHMX IHBECTULIIA )
HA AEPKABHMIA TA 30BHIIIHINM BOPT KPAIH ITIBHIYHOI €BPOITA

Amnorania

Heo6xifHO0 yMOBOIO [JIs1 TOAAIBIIIOTO IPUCKOPEHHA eKOHOMIUYHOTO PO3BUTKY € IiABUIIEHHA IIPOJYKTUBHOCTI B
KpaiHi, 10 moTpedye IOKpallleHHA YMOB AJIsi KOHKYPEHIIil, 3aIyYyeHHsI BUCOKOKBaIi(hikoBaHUX KaJAPiB, a TAKOXK
TOMAJBINTNIN PO3BUTOK iHHOBaIliil. IK mpaBMjO, Ile MOB’sI3aHO i3 iHOBEeMHUMM iHBECTHIiAMHU, AKi BigirpaioThb
BaYKJIUBY POJIb IJIsI OYAb-sIKOI JepyKaBU, BTIM iX BILIMB HA €eKOHOMIUHUII PO3BUTOK HE 3aBIKAU € ITO3UTUBHUM.
s 6inbItocTi KpaiH moxoau Bif mpAMUX, MOPTHEIbHUX Ta iHINMWX iHBECTHUIid BIJINBAIOTH HAa HAKOMWUYEHHS
eP’KaBHOI'0 Ta 30BHIITHLOIO 6Opry. B KOHTEKCTi 11bOr0, MOCHiAKeHHs MPUCBAYEHO aHAII3Y AUHAMIKU, CTPYK-
TypH, 0COOJIMBOCTEH Aeps;KkaBHOTO O6opry Kpaiu IliBmiumoi €Bpomnu, Ta BIJIMBY AOXOMIB Bim iHBecTuIlill Ha mep-
JKaBHUI Ta 30BHIINHI# 6opr mux KpaiH, 3okpema Hopserii, [anii, @iunaunxii, IIserii. 3a pesyssraTamMu aHa-
JIisy moBeleHO, 1Mo AepsKaBHUIT Oopr kpain IliBHiuHoi €Bponu € MOMipHUM y MOPiBHAHHI 3 iHIMUMU KpaiHamu.
Haii6insmum nepskaBuuii 6opr xapaxkrepuuit miusa IlIeenii, a maiimenmuit ana Hdauii. EMoipuunuii ananis zHa
OCHOBi MeToay aBTO-perpecii T03BOJIMB OI[IHUTH B3a€EMO3B’I30K Mi)K MOXOJaMU BiJ iHO3eMHHUX iHBECTHIIil i piB-
HEM JIePKaBHOTO Ta 30BHIIIHLOTO 0OPTY AJA IMUX KpaiH. 3a pe3yJabTaTaMU aHAJIi3y BUABJIEHO, IO JOXOAU BiJ
OpAMUX, TOPTHETbHUX, iHIIUX iHBecTulliii Kpaiu IliBHiuHoi €Bponu BuIMBaOTh Ha 6opr i HaBmaku. Tect mpu-
YMHHOCTI IOKAas3aB, M0 JOXOAMW Bim moprdenbHUX iHBecTUlliil, orpuMmani HopBeriero, BIMBaOTh Ha il 30BHiIII-
Hiff 60opr. A Mik 30BHIiIIHIM Goprom Ta moxomamu Binm iHmux iHBectuiiii Hopserii icHye B3aeMo3asie’KHiCTb.
V Hauii soBHimHi# Gopr BIIMBae Ha AOXi[ Big mpamux Ta inmwux inBectuniit. B @innsauaii smina goxony Bix
iHIMUX iHBECTUIiMl CIpUYMHAE 3MiHY PiBHS 30BHimHbOrO Oopry. ¥ IllBemii moxim Bim mopTdenbHUX iHBeCTH-
il BIJMBae Ha 30BHimIHIi# Oopr i HaBmaxu. B cBowo uepry, soBHimuiil 6opr IllBerii BmimBae Ha HOXigHicTh
inmux imBecruiii. OT:Ke, 3a pe3yJIbTaTaMU €MIIipUUYHOTO aHATI3y MOBEIeHO, IO, He 3BasKaouu Ha BiAMiHHOCTL
Yy CTPYKTYpi HaIioHAJBHUX €KOHOMIiK Ta (piHaHCOBHX CHCTEM, a TAKOK €KOHOMiuHOI Ta (hiHaHCOBOI mOIiTHMKU
YPALY, iHBECTUIIIHHUN TOXiT € OMHUM 3 OCHOBHUX (DAKTOPIiB, 110 BIJINBA€ Ha AUHAMIKY JepsKaBHOTO Ta 30BHIIII-
HBOr0 Oopry Bcix kpaiu IliBHiunOiI €Bpomnu.

KarouoBi cmoBa: imBecTuItitini moxonu, aep:KaBHU 60pr, 30BHIiIIHIN 6opr, Kpainu IliBHiumnoi €Bpomu.
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BAMSHUE AOXOAOB OT MHOCTPAHHBIX MHBECTMLIMUI 5
HA TOCYAAPCTBEHHbBIM M BHEIIHMIM AOAT CTPAH CEBEPHOM EBPOIIbI

Pesiome

WccienoBanue MOCBAIIEHO aHAMW3y AUHAMUKU, CTPYKTYPBI U OCOOEHHOCTEH TrOCYAapCTBEHHOI'O [0JIra CTPaH
CeBepHoit EBponbl, a TaKkyKe BAUSHUIO JOXOJOB OT MHBECTUIIMM HA IOCYAAapCTBEHHBIN M BHeITHUi mouar Hopse-
run, Jaunu, Punnauaguu, [IBerun. OMOIupuUecKuil aHAIN3 TO3BOJINJ OIIEHUTH B3AUMOCBA3h MEKIY TOX0IaMU
OT MHOCTPAHHBIX MHBECTUIININ M YPOBHEM TOCYIAapCTBEHHOTO ¥ BHEIITHErO J0Jra 9Tux ctpaH. Ilo pesyabraTam
aHaJIM3a BBISBJIEHO, YTO JAOXObI OT MPSIMBIX, MOPTHEJTbHBIX U JPYTUX WHBECTUIUI BIAUSIOT HA JOJT U HA00OPOT.
TecT IPUUMHHOCTH TTOKA3aJ, UTO AOXOABI OT MOPT(HEIbHBIX WHBECTUIINI, MoTydueHHble HopBeruei, BAUAIOT Ha
ee BHEIIIHUH NOJTr. A MeXIy BHEIIHUM [JOJIIOM U JOXOAaMU OT APyrux mHBectuiuit HopBeruu cyiecTByeT B3a-
uMo3aBUCUMOCTh. B [laHUYM BHEITHW JOJT BJAMAET HA JOXO[ OT IPAMBIX U APYTUX WHBecTUINH. B @uuiguguu
U3MEeHeHUe J0XO0Ja OT APYTMX WHBECTUIINU BJIeUeT 3a cO00i m3MeHeHUe ypOBHA BHelrHero noJsra. B IlIBemun
IOXOMI OT IMOPT(MEJbHBIX MHBECTUIINH BJIUSAET HA BHEITHUN JOJIT U HA000pOoT. B cBOIO ouepenb, BHEIIHUM MOJT
IIIBenuu BAMsSET Ha AOXOAHOCTL MHBIX MHBeCTHIUi. VTak, JOKA3aHO, UTO MHBECTUI[MOHHLIN IOXOH SBJISETCS
OJHUM U3 OCHOBHBIX (PAKTOPOB, BAUAIOIINX HA AUHAMUKY TOCYJZAapPCTBEHHOTO U BHeIHero moJra crpan Cesep-
HO#l EBpoOmnEI.
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