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The purpose of this research paper is to analyze
the profitability of external and domestic foreign
investments of Bulgaria and Romania. For these
countries, the return on foreign investment has
reached a significant value, and the values of the
coverage ratio are quite high. At the same time,
national investors receive small returns relative to
the size of their investments. The results of the
study are not surprising because almost imme-
diately after joining the European Union, Bul-
garia and Romania faced economic crises and
their economic systems were severely tested.
Both states find themselves in a new, unfamiliar
environment. Bulgaria and Romania must use
investment opportunities to increase consump-
tion and income. Meanwhile, foreign investment
is a source of additional funds to finance domes-
tic investment only as long as the repatriation
of profits does not exceed these investments,
because the heavy debt burden entails relatively
high debt service. However, these countries need
to invest in more countries in order to improve
their investment returns on the current account.
Key words: yield, direct investment, portfolio
investment, other investment, capital flow, cover-
age ratio, income, payment.

JaHHas cmambs Harnpas/ieHa Ha aHa/iu3 doxoo-
HOCMU  UHOCMPaHHbIX UHBechuUfl Borea-

puu u PymbiHuu. [1s amux cmpaH 0oxod om
UHOCMpPaHHbIX UHBeCMuyuli  docmua  3Haqu-
Mme/IbHbIX PasMepos, a 3HauyeHust Koaghguyu-
eHma rokpbimusi 00CMamo4yHO BbICOKU. [lpu
3MOM HayUOHas/IbHbIe UHBECMOPbI 0/y4atom
Heb60/1bWoll A0X00 M0 OMHOWEHUI K pasMepy
CBOUX B/10XeHull. Pesynbmamsl ucc/iedosa-
HUSI HeYOUBUME/TbHbI, MOCKO/IbKY MOYMU cpasy
rocsie npucoeduHeHust K Egponelickomy Coto3y
Bonieapusi U PymbIHUS CMOJIKHY/IUCL € 9KO-
HOMUYECKUM KPU3UCOM, U UX 9KOHOMUYecKue
cucmembl Mo0Bepa/IlUCL Cepbe3HbIM UCTbIma-
Husim. Oba 20cydapcmsa OKa3a/luCh B8 HOBbIX,
He3HaKoMbIX yc/i08usiX. Boneapusi u PymbiHUSI
O0/DKHb! UCTO/Tb30B8aMb UHBECMUYUOHHbIE BO3-
MOXHOCMU O/15 yBe/udeHusi rnompebsieHus u
yBe/uYeHuUst cBoUX AoX0008. VIHBecmuyuu s8/1s-
FOMCS UCMOYHUKOM OOrO/THUMESIbHbIX Cpedcms
07151 (huHaHCUpOBaHUsI BHYMPEHHUX Mompeo6-
Hocmeli mo/ibko 00 mex r1op, roka penampua-
yusi pubbl/iu He npesbicum amu UHBeCMuUyuU,
OCKO/IbKY mshkesioe 00/1e080e Gpemsi siedem
3a cobol OMHOCUME/IbHO KPYIHOe 06C/1yXu-
BaHue dosiea. B mo e spemMsi amum cmpaHam
Heobxoo0umo Bk/IadbiBamb cpedcmsa 8 60/b-
wee Ko/iu4ecmso CMpaH, 4Ymobbl M0BbICUMb
€801 UHBECMUYUOHHBIU A0X00 110 cyemy meky-
wux orepayud.

Krtodesble cnosa: 00X00HOCMb, MpsiMble UHBECMULUU, nopmae/ibHble UHBECMUYUU, Npoyue UHBECMUYUU, OBUXEHUe Kanumasa, Koaghguyu-
eHm Mokpbimusi, 00X00, naamex. Lis cmammsi Mae Ha Memi npoaHasizysamu MpubymKosicmb IHO3EMHUX 30BHIWUHIX ma BXIOHUX iHBecmuyil
Boneapii ma PymyHii. [ns yux KpaiH ckaanacsi cumyauyisi, Ko/iu 0oxio 8i0 iHo3eMHUX iHBecmuyili 0ocsie 3Ha4HUX PO3MIpIB, a 3Ha4YeHHs1 Koegiyi-
€HMa noKpumms documsb BUCOKI. [1pu YbOMy HayiOHa/IbHI iIHBECMOpPU OMpPUMYyoMb HeBe/IuKUl 00Xid Mo BIOHOWEHHIO A0 PO3MIpy CBOIX iHBeCcmuU-
yiti. 3a ocmaHHe decsimuimmsi KpaiHu 3Ha4HO Mo2/1ubU/Iu CBOKH iHMeapayjito y csimosi thiHaHCOBI PUHKU W/IsixoM scmyry 00 €s8ponelicbko2o
Coro3y. UneHu €sponielicbkoeo Coro3y BUSIBUMIU IHMepec 00 iHBecmyBaHHsI 8 bosizapito ma PymyHito, Wo npu3seno 00 3p0CmaHHs eKOHOMIY-
HUX | coyjiasibHUX MoKasHUKis. Pesysismamu 00C/lidxeHHs1 He OuBYHOMb, OCKI/IbKU Malbke sidpasy nic/si scmyny 0o €sporelickko2o Cot3y bosi-
2apisi ma PymyHisi 3imKHy/IUCS 3 eKOHOMIYHOIO KPU30H0, @ IXHi eKOHOMIYHI cucmemu 3asHasiu ceplio3HUX BuUMpobysaHb. O6UdBi depxasu OnuUHU-
7UCsl B HOBUX, HE3HalloMux yMoBax: Mo-rnepuwe, B0HU 3iMKHY/IUCS 3 HEOOXIOHICMIO BUPILUEHHS] €KOHOMIYHUX npobsiemM, siki 6azamo 8 YoMy Masiu
MPUYUHU Ma Hac/lioKu y 2/106a1b6HOMYy Macwmabi; no-opyze, sik yneHu €C BoHU 6y/u 30608'3aHi iimu 8 pamMkax Cri/ibHOI ma €OuHOI espo-
nelicbKoi ekoHoMi4YHOI nonimuku. Cb0200Hi kpaiHu Bce we 0o/s1atome BiO/IYHHSI KPU3, NPOBOOSIMb aKmuBHI peghopMu siK 8 €KOHOMIYHIU, makK i 8
ps0i iHWUX cucmem. [/ makux KpaiH BaXk/1ugso, W06 HaKOMUYEHHSI 30BHIWHIX 30608'13aHb MPUCKOPIBA/IO MPOYeC eKOHOMIYHO20 3POCMAaHHS.
Bonzapisi ma PymyHisi MOBUHHI BUKOPUCMOBYBamu iHBeCcmuyiliHi Mox/1ugocmi 07151 36i/IbLUEHHST CIIOXUBaHHS ma 36i/bWeHHs1 c80iX doxodis. Boo-
Hoyac iHO3eMHi iHsecmuyii € oxxepesioM 000amKoBUX KOWwmis 07151 ¢hiHaHCyBaHHsI BHYMPIWHIX iHBecmuyill auwe 00 mux nip, Moku penampia-
yist mpubymkig He nepesuUMb Ui iHBECMUUT, OCKI/IbKU BaxKul 60paosuli mseap msigHe 3a co60K BIOHOCHO Be/IUKe 06C/ly208yBaHHST BoOpay.
Y moll xe yac, yi kpaiHu MOBUHHI iHBeCMyBamu B bifbwe KpaiH, wWob nokpawumu csill iHsecmuyiliHuli MpubymoK MOMOYHO20 pPaxyHKY.
Boneapis ma PymyHisi € kpaiHamu, 07151 sikux npubymok iHgecmuyili diticHo saxsusuli 07151 po36y0osu nodasiblwol nosimuku y uiti cgpepi,
OCKIfIbKU iHBeCMUYii He Mi/ibku 003B80/1U/IU BIOKPUMU HOBI BUPOGHUYI MOMY)XXHOCMI, cmseopumu 000amkosi poboyi Micysi ma nidsuwuUMU KOH-
KypeHmocCrpoMOXHicmb KpaiH, ane U nokpawumu iHghpacmpykmypy, a makox npusynuHumu rpoyec emiepayii Mos1000i BUCOKOKBaslighikosaHO!
poboyoi cusnu.

KntouoBi cnoBa: doxioHicmb, npsimi iHsecmuyji, mopmepesibHi iHsecmuuji, iHwi iHsecmuuji, momik karimarsy, koecbiyieHm rokpummsi, doxio, or/siama.

Formulation of the problem. Today, international
investment activities are among the determining
factors in terms of their scale and impact on national
economies and global economic processes. Given
the continued uncertainty in the dynamics of the
world economy in recent years, which has revealed
the imbalance of international capital flows and the
presence of a significant speculative component in
the strategies of international investors, the study of
foreign investment returns is of particular relevance.
Many factors influence the level of profitability:
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macroeconomic indicators, the political and social
situation in the country, as well as the reputation
and international competitiveness. The relevance
of this research paper is a comparative analysis of
the profitability of foreign investment of Bulgaria
and Romania. These countries are one of the few
examples of accession to the European Union of
once socialist countries.

Analysis of recent research and publications.
T. Rodionova in her monograph (2015) investigated
the return on foreign investment in emerging market
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countries, namely the impact of the return on foreign
investment on the formation of foreign economic
imbalances (deterioration of current account
dynamics and growth of foreign debt) [3, p. 69]. The
monograph examines the period 2000-2010, and it
should be noted that the coverage ratios of Bulgaria
and Romania were significantly lower than in the
period examined in this article.

In a study of current account stability in transition
economies, N. Rubini and P. Watchell noted the
importance of the composition and size of foreign
capital flows in assessing the stability of the current
account [2, p. 43]. Current account deficits that are
financed by large FDI inflows are more sustainable
than deficits that are financed by short-term flows,
which can stop if market conditions change.

There is also a large number of studies aimed
at identifying the impact of various financial and
socio-economic factors on the profitability of foreign
investment. Among them it is possible to distinguish
studies by A. Ghosh [3, p. 54]; S. Claessens
[4, p. 153-174], J. Blouin [5, p. 43] and T. Bracke
[6, p. 45-78].

Problem statement. The purpose of this study
is to estimate the amount of income received by
Bulgarian and Romanian national investors from
foreign investments, as well as the amount of income
of foreign investors.

Presentation of the main material of the study.
The concept of return on foreign investment as a factor
in the dynamics of international capital can be studied
either from the perspective of individual investors or
from the perspective of the country receiving these
investments. Revenues from investment flows are
becoming increasingly important as elements of
bridging the economic gap between emerging and
developed countries. The cost of servicing these
investments plays an important role in assessing
priorities for attracting certain forms of foreign
investment. To compare the scale of repatriation of
profits of foreign investors and the corresponding
received investment flows for a certain period of time,
T. Rodionova introduced and developed the concept
of "foreign investment coverage ratio".

Coverlnw* = M , Q)
2L

t

where Coverlnw* is the coefficient of coverage of
inward foreign investments of type x (direct, portfolio
and other investments) for a certain period of time.
Accordingtoformulal,thereturnonforeigninvestment
attracted in Bulgaria and Romania is calculated as
the ratio of investment income payments by the
country (INCd* — current account debit on liabilities of
type X — direct, portfolio or other investments) to the
accumulation of external liabilities (L) of type X. The
following formula is used to determine the coverage
ratios and profitability of foreign investment outflows:

Coveroutfi = ZN¢6 )
ZAX
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where CoverOutfl* is the coverage ratio of outward
foreign investments of type x (direct, portfolio and
other investments) for a certain period of time.
According to formula 2, the yield on outward foreign
investment from Bulgaria and Romania is calculated
as the ratio of investment income payments received
by the home country (INCc* — current account income
credit on assets of type X — direct, portfolio or other
investments) to the accumulation of external assets
(A) of type X. To calculate the coverage ratio of
incoming and outgoing foreign investments, annual
data from 2005 to 2020, taken from the Balance of
Payments Statistics of the International Monetary
Fund.

Based on the data on the attraction of foreign
investment in Bulgaria and Romania, calculations
were carried out to build a database with the
structure of the outflow of investment income.
Analysis of the data obtained showed that in
Bulgaria from 2005 to 2020 the share of outflows of
foreign direct investment income in the total outflows
of investment income is 77% ($ 38 837 million), the
share of outflows of portfolio investment income is
5% ($ 2 428 million) and the share of outflows of
other investment income is 18% ($ 8 813 million).
For Romania, the share of outflows of foreign direct
investment income in total outflows of investment
income is 61% ($68,989 million), the share of
outflows of portfolio investment income is 13%
($15,059 million) and the share of outflows of other
investment income is 26% ($27,589 million).

The results of the calculation of the average
return on investment for Bulgaria and Romania are
presented in Table 1.

Table 1
Average return on incoming investments
from 2005 to 2020, %

Country FDI Portfolio Other
Bulgaria 7,52 4,88 2,67
Romania 6,68 6,59 2,49

Source: authors’ calculations, IMF (2021)

Based on the resulting calculations, the highest
return on incoming investments for the period
2005-2020 was received by foreign investors on
direct investments in Bulgaria. The rate of yield on
direct investments in Bulgaria was 7.52%. Returns
on direct and portfolio investments in Romania are
6.68% and 6.59%, respectively, with the lowest
returns for foreign investors from other investments
in Romania. It can be noted that the average return in
Bulgaria is higher than in Romania, only the return on
portfolio investments in Romania is higher than the
value of the Bulgarian indicator.
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Nominally, over the last 16 years, Romania has
received more foreign capital than Bulgaria. At the
same time, the ratio of the amount of outflows of
income from foreign investment to the total inflow
of investment was also higher in Romania (about
65%), in Bulgaria the coverage ratio was 60%.
The ratios of outflows of foreign investment income
to the corresponding cumulative financial account
receipts are shown in Table 2.

Analyzing the individual investment categories, it
can be noted that portfolio investments account for
the largest share of income in Bulgaria. The share
of portfolio investments is 82%. The share of income
from direct investments is slightly lower — 63%.
Investment repatriation on other investments for the
same period was 57%. Thus, it can be concluded that
the inflow to Bulgaria's financial account exceeds the
repatriation of investment income, which is 60%.

Foreign investment revenues of $111 billion
were repatriated from Romania between 2005 and
2020. The country received $169 billion over the
same period, a coverage ratio of 65%. Payments
on portfolio investments account for only 28% of
the capital received. Other investment payments
dominate, accounting for 139% of capital received.
Direct investment payments account for 71% of the
capital received.

The analysis of the dynamics of changes in
coverage ratios separately for each year reveals
certain peculiarities for Bulgaria and Romania. In

particular, the return on foreign direct investment
of non-residents in Bulgaria did not exceed one
until 2011 (Fig. 1). After 2013, the rate of return did
not fall below one. This means that in such years,
countries received less foreign investment than they
exported income to foreign investors. The maximum
was reached in 2018, when the return was 2.1.
For Romania, this return only became greater than
one in 2017 and reached 2.9 in 2020, indicating
the negative impact of the Covid-19 pandemic on
investment returns in Romania.

Considering the return on non-resident portfolio
investments in Bulgaria, there was a shock situation
in 2009, when this ratio rose to 4.7, which indicates
the negative impact of the 2009 financial crisis on
investmentreturnsin Bulgaria (Figure 3). The following
year already shows a negative value because of
the negative value of this year's financial account.
The period 2017-2019 also shows a negative value.
In Romania, the maximum value was reached in
2015 and was equal to 4, the minimum value was
observed in 2008 and was equal to -1.8.

Rates of return on other investments were fairly
stable for both countries until 2009. Then the values
began to change sharply every year. For Romania,
the rate of return on other foreign investments was
negative from 2012 to 2019. The maximum value
was in 2011, when the indicator was just slightly
more than 1. At the same time, for Bulgaria, the
negative value of profitability was observed in the

Table 2

Ratio of outflows of foreign investment income to corresponding total financial account receipts
(foreign investment coverage ratio), 2005-2020

Countr FDI Portfolio Other To?:’trﬁzsvr"ue cu?:‘utlzg‘;?n;?'\;eizres Tr:)?;trfél‘tt)i\?v: :(i)nt(c:;t).':\? ©
y million account, millions of investment inflows
dollars dollars
Bulgaria 63% 82% 57% 50 078,9 79 108 60%
Romania 71% 28% 139% 111 538,8 169 024 65%

Source: authors’ calculations, IMF (2021)
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Fig. 1. Dynamics of return on direct incoming investments
for the period 2005-2020

Source: authors’ calculations
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® Bulgaria ®Romania

Fig. 2. Dynamics of returns on incoming portfolio investments
for the period 2005-2020

Source: authors’ calculations

period 2015-2017 and 2019-2020, and in 2018 the
indicator showed a maximum value of 2.3.

Based on the Bulgarian and Romanian investment
data, calculations were made to build a database
with the structure of investment income inflow. The
analysis of the obtained data showed that Bulgaria
from 2005 to 2020 received income from direct
investments in the amount of 1,024 million USD,
which amounted to 13% of the total income. Portfolio
investment income was 66% ($5,008 million) and
other investment income was 21% ($1,503 million).
During this period, Romania received income from
direct investments in the amount of 459 million USD,
which accounted for 11% of the total investment
income. 48% of total income was income from
portfolio investments. The share of income from other
investments was 41%.

For a more detailed analysis the profitability
of outgoing foreign investments was calculated.
The calculation was made as a ratio of received
payments of investment income from abroad
(credit of current account income on assets of

4
2
0o — — — —n - 11
D (190"’ q/QQQ’ (]96\ (190‘2’ q/go"-’ (]9\9 q/g'\,"’ q/gx‘)'
-4
-6

type X — direct, portfolio or other investments)
to the accumulation of external assets of type X.
The results are presented in Table 3.

Table 3
Average return
on investment outflows 2005-2020, %

Country FDI Portfolio Other
Bulgaria 1,44 11,52 1,05
Romania 0,24 4,15 0,78

Source: authors’ calculations, IMF (2021)

Thus, based on the calculations obtained, the
highest return on foreign investment for the period
2005 — portfolio investment. The rate of return on
direct investment from Bulgaria was 1.44%, which
is higher than in Romania, where the rate of return
on direct investment was only 0.24%. The rate of
return on direct investment for Romania is the lowest.
The return on Romania's portfolio investments
was 4.15%, the highest for Romania. Returns on
other investments in Romania and Bulgaria were

m Bulgaria = Romania

Fig. 3. Dynamics of return on incoming other investments
for the period 2005-2020

Source: authors’ calculations
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almost at the same level. For Bulgaria, the return
on other investments was 1.05%, and for Romania
it was 0.78%. Thus, it should be noted that these
countries have the highest returns on foreign portfolio
investments.

Nominally, over the last 16 years Bulgaria has
invested more capital than Romania. At the same
time, the ratio of the amount of foreign investment
income inflow to the total investment outflow was
also higher in Bulgaria (about 23%), in Romania the
coverage ratio was 10%. The ratios of total income
inflows to the corresponding total expenditures in the
financial account are presented in Table 4.

It can be concluded that the returns on investments
made by investors in Bulgaria and Romania are very
low. It is worth noting that in Bulgaria the largest share
is obtained from portfolio investments — 36.49% of the
capital. Payments of income to Bulgarian investors on
other investments have a slightly lower percentage —
15.48%. Payments of income from direct investments
for the same period are equal to 11.39%. For the entire
period under review, Bulgaria received revenues of
$32 billion, corresponding to 23% of investments.
Between 2005 and 2020, Romanian investors
received a total of $40 billion in foreign investment
revenues. Payments to Romanian investors on
portfolio investments have the highest percentage —
31.66%. Payments of Romania's income on other
investments have a lower percentage — 6.57%.
Payments of income from direct investments for the
same period are equal to 5.22%.

Considering the returns on Bulgarian and

Romanian investments for each year, the returns on
direct investments do not exceed 1 (Figure 4).

Only in 2009 and 2011, Romanian investors
received more income than they invested. From
2010 to 2012-2014, Romanian direct investment
returns were negative due to the negative current
account income credit sign.

Returns on portfolio investments in Bulgaria and
Romania also fluctuate around zero (Figure 5).

Only 2005 was a shock year for Bulgaria, when
the yield on portfolio investments was -8. Then the
returns far exceeded the assets of the financial
account, which became negative. In 2011, income
also exceeded the assets of the financial account,
which was positive that year. For Romania, 2020 was
marked by a significant income stream with a negative
financial account.

Returns on other investments are also close to zero.

Like portfolio investment returns in Bulgaria in
2005, other investment returns declined significantly
to-7,reaching 2in 2010. Returns on other investments
in Romania rose above one only in 2012 and 2013.

Conclusions. The results of the analysis
of the structure of income received by foreign
investors showed that the share of income from
direct investment is the largest in the total income
of Bulgaria and Romania. The next largest for
these countries is income from other investments.
Portfolio investment returns are the least significant.
The result of calculating the returns on investments
directed to Bulgaria and Romania showed that the
most profitable investments are direct investments in

Table 4

The ratio of total income inflows to the corresponding total expenditures in the financial account
(foreign investment coverage ratio) for the period 2005-2020

Total income Cumulative outflow The ratio of income
Country FDI Portfolio Other inflow, million of all investments, inflows to total
dollars million dollars investment outflows
Bulgaria 11,39% 36,49% 15,48% 7 537 32413 23%
Romania 5,22% 31,66% 6,57% 4100 40 313 10%
Source: authors’ calculations, IMF (2021)
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Fig. 4. Dynamics of return on direct outgoing investments for the period 2005-2020

Source: authors’ calculations
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Fig. 5. Dynamics of return on outgoing portfolio investments
for the period 2005-2020

Source: authors’ calculations

® Bulgaria = Romania

Fig. 6. Dynamics of return on outward other investments for the period 2005-2020

Source: authors’ calculations

Bulgaria and Romania. Next, in terms of the level of
return, are portfolio investments; other investments
in the countries in question have the lowest level
of return. For 16 years, foreign investors received
more income in Romania than in Bulgaria. At the
same time, the coverage ratio in Romania is higher
than in Bulgaria. Analyzing the individual investment
categories, it can be noted that portfolio investments
account for the largest share of income in Bulgaria.
This is followed by coverage ratios for direct and
other investments. For Romania, coverage ratios
for other investments exceeded 100%, meaning that
investors received more income than they invested.
Next is the value of coverage ratios for direct and
portfolio investments. The analysis of the dynamics of
changes in coverage ratios separately for each year
showed that for Bulgaria and Romania the dynamics
of return on direct inward investments grows every
year, which may be a sign of deterioration of external
sustainability. The dynamics of returns on incoming
portfolio investments showed no trends, only
Bulgaria experienced a shock in 2009, when the
ratio rose to 4.7, indicating the negative impact of the

2009 financial crisis. In Romania, the maximum value
was reached in 2015 and equaled 4. The dynamics of
returns on other inward investments was quite stable
for both countries until 2009. Then the values began
to change sharply every year.

Analysis of the income structure of national
investors in Bulgaria and Romania showed that the
largest share belongs to portfolio investments for
the two countries, followed by the share of other
investments; income from direct investments has
the smallest share. The average return on Bulgarian
portfolio investment outflows exceeds all other
returns on investment outflows. Romanian investors
also receive the highest income from portfolio
investments, although this income is almost 3 times
less than the Bulgarian one. Bulgarian investors also
receive 6 times more income from direct investments
than Romanian investors. Over the past 16 years,
Bulgaria has invested more capital than Romania.
At the same time, the ratio of the amount of foreign
investment income to the total investment outflow
was also higher in Bulgaria (about 23%), in Romania
the coverage ratio was 10%. It should be noted
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that portfolio investment accounts for the largest
share in Bulgaria and Romania, followed by direct
investment and other investment. The dynamics of
returns on outgoing direct investments showed that in
2009 and 2011 alone, Romanian investors received
more returns than they invested. In 2005, portfolio
investment returns for Bulgaria fell sharply to -8.
For Romania, the year 2020 was marked by a
significant inflow of income against the background
of a negative financial account. The behavior of
returns on other outward investments is similar to the
behavior of returns on portfolio investments.
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