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Conventional wisdom in the field of international finance holds that the U.S. economy has
become so open financiallly as to be characterized by perfect capital mobility: a highly
elastic supply of foreign capital prevents the domestic rate of return from rising
significantly above the world rate of return. This view has been challenged recently by the
observation that investment rates are highly correlated with national saving rates, and the
claim by Feldstein and Horioka that this correlation is evidence of relatively low capital

mobility. The premise of this paper is that the Feldstein-Horioka finding regarding crowding
out in an open economy is strong enough to survive the econometric critiques that have
been leveled against it, but that it need have nothing to do with the degree of capital
mobility in the sense of the openness of financial markets and the equalization of
international interest rates expressed in a common currency. It is real interest rates that
matter for guestions of crowding out, and real interest parity requires not just that
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nominal interest rates be equalized expressed in a common currency, but also that
purchasing power parity hold. It is well-known that purchasing power parity does not in
fact hold. Currently, for example, the dollar is expected to depreciate in real terms. Thus
real interest rate parity fails and crowding out takes place because of imperfect
integration of goods markets, not imperfect integration of financial markets.

Download a PDF

Information on access

Acknowledgements and Disclosures

Download Citation

Published Versions

Jeffrey A. Frankel, 1985. "International capital mobility and crowding-out in the U.S.
economy: imperfect integration of financial markets or of goods markets?," Proceedings,
Federal Reserve Bank of St. Louis, pages 33-74. citation courtesy of p.pg.

Frankel, Jeffrey A. "International Capital Mobility and Crowding Out in the U.S. Economy:
Imperfect Integration of Financial Markets or of Goods Markets?" How Open is the U.S.
Economy?" ed. R.W. Hafer, Federal Reserve Bank of St. Louis, Lexington, MA: Lexington
Books, 1986.

Related

TOPICS International Economics


https://www.nber.org/system/files/working_papers/w1773/w1773.pdf
https://www.nber.org/subscribe
http://ideas.repec.org/a/fip/fedlpr/y1985p33-74.html
https://ideas.repec.org/
https://www.nber.org/topics/international-economics

PROGRAMS International Trade and Investment
International Finance and Macroeconomics

More from NBER

In addition to working papers, the NBER disseminates affiliates’ latest
findings through a range of free periodicals — the NBER Reporter, the
NBER Digest, the Bulletin on Retirement and Disability, the Bulletin on
Health, and the Bulletin on Entrepreneurship — as well as online
conference reports, video lectures, and interviews.

15" Annual Martin Feldstein Lecture:

The Next Flight of the Bumblebee:
The Path to Common Fiscal Policy

in the Eurozone

Mario Draghi, former President, European
Central Bank and former Prime Minister, Italy
Summer Institute, 2023

2023, 15th Annual Feldstein Lecture, Mario Draghi, "The Next Flight of the Bumblebee: The Path
to Common Fiscal Policy in the Eurozone"

LECTURE

Dr. Mario Draghi, who served as President of the European Central Bank and Prime
Minister of Italy, presented the 2023...


https://www.nber.org/programs-projects/programs-working-groups/international-trade-and-investment
https://www.nber.org/programs-projects/programs-working-groups/international-finance-and-macroeconomics
https://www.nber.org/papers
https://www.nber.org/reporter
https://www.nber.org/digest
https://www.nber.org/bulletin-retirement-and-disability
https://www.nber.org/bulletin-health
https://www.nber.org/bulletin-entrepreneurship
https://www.nber.org/conferences
https://www.nber.org/research/lectures
https://www.nber.org/research-spotlights
https://www.nber.org/lecture/2023-15th-annual-feldstein-lecture-mario-draghi-next-flight-bumblebee-path-common-fiscal-policy

Methods Lecture:

Linear Panel Event Studies
Jesse M. Shapiro, Harvard University and NBER
Livang Sun, CEMFI

July 28, 2023

LECTURE

Overview: Linear panel event studies are increasingly used to estimate and plot causal
effects of changes in policies...

Panel Discussion:
Long-Term Dynamics of the

Employment-to-Population Ratio

Karen Glenn, Social Security Administration
Stephen Goss, Social Security Administration
Nicole Maestas, Harvard University and NBER
Julie Topoleski, Congressional Budget Office
July 26, 2023

2023, S1 Economics of Social Security, Panel Discussion, "Long-Term Dynamics of the
Employment-to-Population Ratio"



https://www.nber.org/lecture/2023-methods-lectures-jesse-shapiro-and-liyang-sophie-sun-linear-panel-event-studies
https://www.nber.org/lecture/2023-si-economics-social-security-panel-discussion-long-term-dynamics-employment-population-ratio

LECTURE

Supported by the Alfred P. Sloan Foundation, the National Science Foundation, and the
Lynde and Harry Bradley...

National Bureau of Economic Research

Contact Us
1050 Massachusetts Avenue
Cambridge, MA 02138
617-868-3900
info@nber.org
webaccessibility@nber.org

HOMEPAGE

Accessibility Policy
Diversity Policy
Privacy Policy

Standards of Conduct

FOLLOW

QD00

© 2024 NATIONAL BUREAU OF ECONOMIC RESEARCH. ALL RIGHTS RESERVED.



https://www.nber.org/contact-nber
tel:+16178683900
mailto:info@nber.org
mailto:webaccessibility@nber.org
https://www.nber.org/about-nber/website-accessibility-policy
https://www.nber.org/about-nber/nber-diversity-policy-statement
https://www.nber.org/about-nber/nber-website-privacy-policy
https://www.nber.org/about-nber/standards-conduct
https://twitter.com/nberpubs
https://www.linkedin.com/company/national-bureau-of-economic-research
https://www.facebook.com/pages/National-Bureau-of-Economic-Research/115165771829285
https://www.youtube.com/nbervideos
https://www.nber.org/

