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   Figure 9: Net External Positions 
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Source: Authors’ calculations based on the dataset from Lane and Milesi-Ferretti (2006).  

Figure A2 in the Appendix shows the evolution of the composition of gross stocks of 
foreign assets and liabilities in the CEE countries over the 1995-2004 period. A 
common feature is the high share of portfolio debt in foreign assets and liabilities. This 
reflects the dominant role of the banking sector in financial intermediation and the large 
size of government securities markets in the CEE countries13. 

 Table 2 shows the composition of the stocks of external liabilities in the CEE countries 
in 1995 and 2004. The low share of portfolio equity in capital inflows in 1995 reflects 
the low level of capital market development and poor corporate governance in these 
countries. Only the Czech and Slovak Republic stand out for larger shares of equity in 
total foreign liabilities. This may be explained by the relative strength of the enterprise 
sector in these countries and their historical economic and trade links to Germany and 
Austria. Another factor may have been that the privatization of the industrial sector in 
these two countries was implemented by giving citizens shares in domestic companies. 
Note that the Czech Republic is the largest portfolio investor in the Slovak Republic.14    

With the exception of Latvia, the share of FDI in total liabilities has increased, while that 
of external debt has decreased in all countries. Compared to the gradual liberalizers, 
the group of fast liberalizers has a large share of FDI and a small share of debt in total 
foreign liabilities.  

Excessive reliance on debt for financing current account deficits is commonly regarded 
as a sign of vulnerability to financial shocks, while FDI-based financing is perceived as 

                                                 
13 For a discussion of the composition of capital flows to CEE countries, see also (Arvai, 2005) and Lane 

and Milesi-Ferretti (2007).  
14 See Lane and Milesi-Ferreti (2007).  


