Overseas Indebtedness country
risk and interest rates



New Zealand’s external position
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Funding the current account deficit
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The NIIP and real interest rates
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A standard two-country model
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Real interest rates compared
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Real exchange rate
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Interest rates and the exchange rate
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The exchange rate and the current account deficit
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What drives changes in the NIIP/GDP ratio?
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Where
N, = Net international investment position at end of year t,

Y, = Nominal Gross Domestic Product in year t,

y = the annual rate of growth in nominal GDP in year t,

C, = capital flows financing the current account balance in year t, and
V, = revaluations of international assets and liabilities in year t.



Real exchange rate
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Disadvantaging exporters

70 4

65 4

60 4

55 4

50 -

45 4

40

1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

2005

2006

2007




	Overseas indebtedness country risk and interest rates
	New Zealand’s external position
	Funding the current account deficit
	The NIIP and real interest rates
	A standard two-country model
	Real interest rates compared
	Interest rates and the exchange rate 
	The exchange rate and the current account deficit
	What drives changes in the NIIP/GDP ratio?
	Disadvantaging exporters

