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DECLINING MACRO-ECONOMIC UNCERTAINTY AND THE COST OF
EQUITY CAPITAL: ANALYSING THE PRE-EMU PERIOD IN A DYNAMIC
SETTING

Abstract

We analyze the effect of declining macro-economic risk to the country-wide cost of
equity capital. Our empirical results indicate that the earnings capitalization rates
derived from a standard equity valuation model increased especially in the EMU
countries during the EMU convergence period. Corresponding increase was not
observed in our control sample of non-EMU countries for the same period. The
results suggest that part of this increase was clearly due to the declining
macroeconomic risks based on the explicit convergence criteria, especially for
inflation and the public budget deficits.
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1. INTRODUCTION

The cost of equity capital has an important role to play in theoretica and
empirical research in many areas of financial economics, corporate finance and
financia accounting. Especially, there is a growing body of literature investigating the
macro-economic determinants of the market-wide estimates of the cost of equity
capital. Henry (2000), for instance, reports that the stock market liberalizations lead
private investment booms that decrease the cost of equity capital. The macro-
economic factors can affect both components of the cost of equity capital, i.e. the risk-
free rate of return and the equity risk premium, and the factors may have an inverse
impact on these components. Furthermore, for example Claus and Thomas (2001)
emphasi ze that the equity premium in international markets has been historically quite
low, when analyzing it based on the discount rate that equates market valuations with
expectations of future cash flows. Also Jagannathan et al (2000) have noticed that the
U.S. equity premium has been strongly declining during the last three decades. They
analyze this phenomenon in the standard Gordon valuation model based on a
modification where the expected dividend growth rate is time varying. Their main
result is that during the 1926 — 1970 period the equity premium was tenfold compared
to the period from 1982 to 1999 in the US market.

The links between macroeconomic risk factors and the stock market valuation
have been anayzed frequently in the previous studies. Like emphasized in Zhou
(1999), there are basically two schools considering this issue. The first analyzes the
macro factors affecting the stock market valuation as inherently latent and
unobservable directly from the market data (for standard references, see Ross (1976),
Roll (1977) Connor and Koragjczyk (1986)), and hence, mainly utilizes the factor

analytic approaches. The second school takes a more pragmatic point of view, and



treats the security factors as pre-specified economic or financial factors that appear to
be related to asset prices and returns by simple financia reasoning or plain intuition
(see Chen et al. (1986) and Fama and French (1993) for representative early studies,
and Chan et a (1998) for a more recent study). For example, Sharpe (2002) uses the
Campbell and Shiller (1988) dividend-price ratio modification of the standard Gordon
growth model in analyzing the link between inflation and stock valuation. His main
result is that the negative dependence of equity values and expected inflation is based
on two effects, namely that arise in expected inflation is connected to both the lower
expected real earnings and higher required real returns. Furthermore, especially the
earnings channel captures the negative relation between expected long-term earnings
growth and expected inflation. Even more explicitly, for example the paper by Flavin
and Wickens (2003) analyzes the role of macroeconomic variables in determining the
optimal asset allocation strategies. Using a VAR model with multivariate GARCH
error structure they find that in the UK data on three risky assets (equity and long- and
short-term government bonds), the efficient portfolio frontier is time-varying and
subject to contagion from inflation. When the inflation effect is taken into account the
obtained efficient portfolios offer superior risk-return combinations to the investors.

In this paper we want to especially focus on the effect of the declining
macro-economic risk to the country-wide cost of equity capital. Establishment of the
European Monetary Union (EMU) in the late 1990’s provides a unique environment
to investigate the impact of macro-economic risk on the cost of equity capital, because
one of the purposes of the EMU was to explicitly decline the macro-economic risks in
the euro area. The change from individual domestic currencies to a common euro
currency was preceded by a long convergence process beginning in 1979 with the

creation of the European Monetary System (EMS). The common euro currency was a



natural consequence of the European integration development, and it was aimed to
boost the capital market integration in Europe. The single currency is commonly
believed to be a necessary condition for the emergence of pan-European capital
markets, which would be comparable to the US capital markets in terms of market
size. With this target in mind, the 11 prominent EMU countries were committed to
stabilize their economies especially during the final stages of the convergence period
from 1995 to 1998 by cutting their budget deficits, and controlling interest rates and
inflation. For the most part, the first EMU countries achieved all these criteria
implying that the macro-economic risks of the EMU countries gradually declined
especially during the convergence period. Accordingly, we should observe a drop in
the cost of equity capital during the EMU convergence period, if the macro-economic
risk really islikely to affect the cost of equity.

Empirical evidence from the post-euro period indicates that the introduction of
euro has affected relative valuation, volatility, bid-ask spreads and other trading
characteristics of the European stock market (see, for instance, Morana and Beltratti
2002, Billio and Pelizzon 2003, and Bris et al. 2003). Morana and Beltratti (2002)
investigate the effect of euro on the volatility of European stock markets. They argue
that if the adoption of euro really stabilizes the fundamentals of the European
economies, it should decrease the variance of stock returns in historically unstable
stock markets in Europe. Their empirical results support this hypothesis at least in the
Spanish and Italian stock markets. Billio and Pelizzon (2003) investigate the co-
movements of European stock markets with the world stock market. They observe
that the volatility spillovers from the world index have increased after the introduction
of euro for most European stock markets, and the link between European capita

markets has strengthened at the country level. Bris et a (2003) investigate the firm



valuation effects during the EMU convergence period and report that the introduction
of the euro has increased Tobin's Q —ratios in EMU countries by 7.4 percent. Even
though not explicitly analyzed, their finding suggests that the adoption of euro may
have lowered the cost of equity capital especially in EMU countries.

Other points of view for the role of EMU in affecting the valuation of common
stocks have been offered by Rouwenhorst (1999), Kempa and Nelles (2001), and
Aggarwall et a (2003). Rouwenhorst (1999) postulates that both before and during
the EMU convergence period the country effects were larger than industry effects in
the equity markets of Western Europe for the EMU countries, despite the
harmonization of economic policies following the Maastricht Treaty in 1992.
Furthermore, even nowadays there still seem to be differences among the individual
EMU countries equity returns. Also Kempa and Nelles (2001) analyzed the
dependencies of European stock markets, and found that in the national stock markets
there is role for international diversification in the emerging European stock market
relative to a strategy of purely national diversification both before and during the
EMU period. In general, their results imply that international diversification is useful
especialy in the presence of foreign exchange market volatility, indicating that the
elimination of FX volatility in the wake of EMU was likely to lower the cost of equity
in the national stock markets. Finally, Aggarwal et a (2003) analyzed the time-
varying integration of European equity markets over the period 1985 — 2002, and
found that the degree of integration strongly increased towards the end of the
convergence period in 1997 — 1998, i.e during the final stages of the officia
establishment of the EMU and the ECB.

We contribute to the previous literature on the macro-economic determinants

of the cost of equity capital by providing evidence on the direct effect of the macro-



economic risk to the cost of equity capital and its components. The data from the
EMU convergence period isideal for this purpose, and hence, we analyze time-series
of the key macro-economic risk variables for each country (here the explicit EMU
criteria variables) and the expected values of these variables (the agreed target values
of the EMU criteria variables). The main difference in our paper compared to the
earlier papers on the effect of EMU to the cost of capital (like Bris et al. (2003)) is
that we use actual data on the time series of the convergence criteria from each of the
first phase EMU member countries. The results of the increase in the firm valuation
during the EMU period reported by Bris et a. (2003) indicate that the cost of capital
may have decreased because of the EMU, but they did not explicitly investigate the
issue neither did they relate the change in the cost of equity to the specific macro-
economic factors.

Our results suggest that especially the earnings response coefficients (ERCs),
I.e. the earnings capitalization rates based on a standard equity valuation model of
Ohlson (1995), redlly increased in the EMU countries during the EMU convergence
period. Corresponding increase was not observed in our control sample of non-EMU
countries during the same period. When using a dynamic setting in the empirical
analysis we aso find that a significant part of the increase in the ERCs was due to the
decline in the macroeconomic risks in the EMU countries based on the explicit
convergence criteria. Especially for the ultimate convergence period 1995 — 1998, the
criteria on long-term interest rates and the government budget deficits seem to have
had a strongly increasing effect on ERC’s, and hence, a declining effect on discount
rates. On the other hand, especiadly in the case of inflation criteria, increasing
deviations from the criterion values based on best performing potentia EMU

countries seem to have had a negative effect on market valuation of stocks, and hence



an increasing effect on the discount rate.

The remainder of the paper is organized as follows. The next section discusses
the connections between macroeconomic risks and stock valuation and previous
literature on the theme. In the third section we formulate the basic model for our
empirical analysis, and extend the basic model to a dynamic form. Discussion about
the data and empirical methods used in the study are given in the fourth section.
Section 5 provides the main empirical results of the paper, and conclusions are drawn

in the sixth section.

2. THE COST OF EQUITY CAPITAL AND EMU CRITERIA

According to Hardouvelis et a (2004) the economic and monetary integration
in Europe has affected the cost of equity capital of European firms in three ways, i.e.
1) via the gradual abolition of barriers to intra-EU investments and the launch of the
common currency which has induced more chances for risk sharing and
diversification in the market; ii) through the elimination of intra-European currency
risk, and finally; iii) through the interest rate convergence. For the part of increasing
possibilities for risk sharing they give the figures for the cross border equity flows in
the EU that nearly tripled from the early 1990s by mid 1998. Also Dathine et a
(2000) have reported increased holdings of foreign assets by domestic residents within
the EU. Furthermore, Hardouvelis et a (1999) report that prior to the launch of the
euro, intra-European currency risk contributed on average about 14 % of the equity
risk premium across EU countries.

As the most important concept related to our study, Hardouvelis et a (2004)

implicitly focus on the effect of interest rate convergence on the cost of equity capital.



According to the convergence criteria based on the Maastricht Treaty, both inflation
and interest rates had to converge among EU countries towards the lower levels of
Germany, which was previously used as the benchmark country in the European
context. Hence, even though the convergence process does not necessarily indicate
lower real rates in general, the introduction of the new low inflation environment has
benefited the previously high inflation regime countries through the lower variability
in inflation rates. Accordingly, assuming that the inflation uncertainty is priced in
money and bond markets, the reduction in the inflation premium at least in these
countries has led to lower real interest rates and hence, to lower cost of capital for
national investors.

Hardouvelis et al (2004) analyzed the question of whether the cost of capital
has fallen in the EU via the use of traditional measure of a firms's beta relative to a
market portfolio along with a measure of the long-run equity market risk premium.
They formalize the model in terms of two potential sources of risk, related to the
aggregate EU market portfolio and the loca market portfolio. In the empirical
analysis they use the stock market return data for the period of Januray 1991 —
December 1998 from 10 different sectors in the first phase EMU countries and as the
control group, the data from Denmark, Sweden and the UK. Their main conclusion is
that for many sectors for most countries who are members of the single currency area
the cost of capital has reduced during the convergence period up to 3 %, and on
average around 1.5 %. Hence, the reduction in the cost of equity has led to an
important rise in the net present value of the stock market and hence national wealth
in EMU countries.

Our paper can be seen as a dynammic multi-factor extension of the analysisin

Hardouvelis et a (2004). More formally, we use a version of the Ohlson (1995)



valuation model, and introduce the effects of changing macroeconomic conditions to
the analysis of the cost of equity capital during the EMU convergence period. The
Maastricht Treaty of February 1992 established the time frame and procedures for
implementing the monetary union®, including the determination of fiscal criteria
required for EU members to qualify to the EMU. In previous studies (for example,
Bris et a (2003)), the actual effects of these convergence criteria and the process via
the lowering of interest rates, improvements of government financial position and
price stability, have not been explicitly analyzed. For this purpose we have

constructed the three most important criterion variables, which are:

1) The criterion for price stability: the average rate of inflation, observed over a
period of one year before the examination, should not exceed by more than 1.5.
percentage points that of the three best performing Member States in terms of
price stability

2) Government financial position: the public deficit should not exceed 3 percent of
GDP, unless it has declined substantially and continuously, and reached a level
that comes close to 3 percent?.

3) Durability of convergence: the average of the long-term interest rate, observed
over a period of one year before the examination, should not exceed by more than
2 percentage points that of the three best performing Member States in terms of

price stability.

! For more details see the text of the Treaty from http://europa.eu.int/en/record/mt/top.htm.
2 In addition, the public debt was required to be below 60 % of GDP, unless it was sufficiently
diminishing and approaching 60 % at a satisfactory pace. Here we analyze only the first (3 % deficit

requirement) of the government financial position criteria.
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Notice that we calculate all the criteria variables exactly as they are defined which
basically implies that the values of the actual criteriaare aso time-varying, in addition
to the time variation of the country-wise macro variables that have been monitored,
I.e. inflation, long-term interest rate, and the public deficit. Thisimplies that we allow
the market participants to value the effects of changing macro economic risks on the
equity cost of capital as soon as the figures on macroeconomic conditions have been

published.

3. RESEARCH DESIGN

We begin our empirical part by analysing the standard Ohlson (1995) model

for our panel data set in the form

mv,, =a+pBX, +&,, (3.1a)
or

mv,, =a+ X, + )X, xDEMU +¢ , (3.1b)
or

mv,, =a+ BX;, + )X, xDEMU “V + ¢, (3.1¢)

where the dependent variable is always the contemporaneous market value deflated by

the previous year’s book value of the company i, (mv, ). In model (1a), in addition to
the constant (a ') we first include only the contemporaneous earnings (i.e. X, =¢,,),

also deflated by the previous year's book vaue, or aternatively, only the

contemporaneous dividends ( X;, =d, ), deflated by the previous year’s book value,

to the model. Next, we analyze the possibility that the earnings or dividend response
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coefficients have been higher in the EMU-countries for the whole period, by
introducing the interaction variable DEMU to the model (case 1b). The variable is
constructed by multiplying the earnings variable or the dividend variable with an
EMU-dummy, that has a value of 1 for every firm from an EMU-country, and zero
otherwise. In the last version (1c) the interaction variable is designed to control for the
possibility that the ERC or the dividend response coefficient (DRC) has been different

especially during the EMU convergence period, that is, from 1995 — 1998. Hence, the

EMU-dummy DEMU “° obtains here the value of one only for these years,
otherwiseit is zero.

The next stage of our empirical analysis is based on our a priori hypothesis
that, when viewing the findings in the previous literature on the subject, during the
analyzed time period of 1992 — 2001, the ERC (and DRC) in EMU countries might
have been higher than in other countries. Furthermore, we want to find out whether
this might have been due to the explicit macroeconomic convergence criteria. For this
purpose we decompose the implicit discount factor in the Ohlson model to four
factors, namely the short-term interest rate, and the three main macroeconomic
convergence criteria ‘factors described aready in the previous section of this paper.
In addition, in the final stage of our empirica analysis we will use a dynamic
representation of the model. This is based on the following derivation for the final
regression model.

First, because of the cumulative nature of the market value of a firm, we
would want to replace models (1a) — (1c) with adynamic, ARX-type version

mv,, =a+a@, _ + B X, +&,, (3.2

where the error terms &, are assumed to be independent of each other, but not

necessarily to have equal variances. Furthermore, the error terms &, are assumed to
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be independent of the intercept a and of the explanatory factor X, , that istreated as

weakly exogenous.

The effects of the different factors contributing to the discount rate used in the
stock market valuation of the earnings (or dividends) can be taken into account by
letting the parameter S, to be affected by these factors. Let C(i) denote the country of
firmi and assume that in addition to the short-term interest rate (r), especialy for the
forthcoming EMU countries the most essential features of the macroeconomic

environment can be characterized by R, the value of the EMU convergence
criterion variable on long-term interest rate in country C(i) at time t, by 7z, , the

corresponding value of the inflation convergence variable, and finally, by DEF .,

the corresponding value of the government budget deficit criterion variable during the
convergence period. If the slope parameter [, is assumed to depend on these
‘macroenvironmental’ factors linearly, we end up with the following dynamic

specification for our mode!:

mv,, =a+gnw, , + B X+ Vileiye Xie tVaReiye Xis

(33)
+ VaTlo iy Kio T VaDEFci Xy + &y

We will use an iterative GMM-method to estimate the parameters

a, B, g and y, —y,. Wechoose this estimation procedure because it is possible that
the error terms &, are heteroscedastic. Because we assume that the explanatory
factors X, ey Xes Regye Xies Meqye Xip @nd DEF,) X, are weakly exogenous, we
can use them as their own instruments in the GMM-estimation. Furthermore, the

differences Amv,,_, =mv,,, —mv;,_, and Amv, _, were used as instruments for the

¢ -parameter, because they do not correlate with the error term &, but they do
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correlate with the lagged endogenous variable mv,,_,. The asymptotic covariance

matrix of the orthogonality functions, used to define the distance measure in the
iterative GMM-procedure, is estimated by the Newey-West estimator (see, for
instance, Hamilton, 1994, p. 281), which is robust with respect to autocorrelation up

to the lag of three years.

4. DATA ENVIRONMENT AND PRELIMINARY DATA ANALYSIS

We anayze firm level data from the period of 1993 — 2001. The EMU-
countries included are the same as in Bris et a. (2003), i.e., the ten first phase
countries (Austia, Belgium, Finland, France, Germany, Ireland, Italy, the Netherlands,
Portugal, and Spain), hence excluding Luxembourg and Greece from the current euro
countries. However, in terms of the number of observations, our sample of the control
group of countries is clearly larger than in Bris et a (2003), who included only
Denmark, Sweden and the UK to their set. We have the US, Canada, Japan, Sweden
and the UK data in the control group. All the firm-level data are gathered from the
most recent Compustat Global Vantage database, and the data on macro variables are
obtained from the Bank of Finland. Even though the Compustat data set starts already
from 1990, the availability of the convergence criteria data limits the usable set of
observations to cover the observations from 1993 onwards in the final analysis.

In Figures 1a and 1b we have plotted the time series of aggregate dividend and
earnings yields calculated separately from the set of EMU-countries and non-EMU
countries for the analyzed time period. The main message from the figure seemsto be
in line with the results from previous studies and our main hypothesis, namely that in

the EMU markets the equity cost of capital may have been declining, indicated by the
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downward trend in especially the earnings yield figures for the period of 1996 — 1999.
During that time the earnings/price ratio declined from approximately 0.075 in the
beginning of 1996 to value of 0.055 at the end of 1999 for the EMU-countries. The
latest figures also show a strong downward trend in the earnings yield in the EMU
area. On the other hand, aso in the non-EMU countries both the earnings and
dividend yields seem to have been declining during our sample period. From the
preliminary examination of the datait is difficult to obtain any clear conclusions about
the causes for the decline in observed cost of capital, and hence, in the following
empirical analysis we want to analyze the possible role of EMU convergence criteria

in details.

(Insert Figures 1a and 1b about here)

5.EMPIRICAL RESULTS

Table 1 reports the descriptive statistics of the variables used in our empirical

analyses.

(Insert Table 1 about here)

When viewing the descriptive statistics there are no strong differences between the
main important variables when comparing the EMU and non-EMU countries, except
for the gvornment budget deficit, which seems to have been clearly smaller in the
EMU countries than in non-EMU countries. In general, both the market values and

earnings would seem to have varied more in the non-EMU countries, but it is not
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possible to make any conclusions about their relationship based on these descriptive
data. Hence, the next step in our empirical analysis was to analyse the basic Ohlson

(1995) valuation model described by equations (3.1a— 3.1c) in the previous section.

(Insert Table 2 about here)

Table 2 reports the results of estimating model (3.1a), i.e. the basic earnings
and dividend response coefficient model. The results indicate that the earnings and

dividend response coefficients are both positive in our sample. The results of

including the DEMU and DEMU™  qummies interacted with earnings and
dividends indicate that the estimated earnings response coefficients are higher in the
EMU countries than they are in the other countries. It aso seems that both the
earnings response and dividend response coefficients are higher during the EMU
convergence period. This suggests that the cost of equity capital has declined during
the EMU convergence period supporting the notion in previous studies, too. However,
because this evidence would clearly seem to be (statistically) stronger when using the
earnings (and not dividends) variable as the firm level regressor, the rest of the
analysis in this paper will be based only on using the earnings variable as the main

firm level variable.
(Insert Table 3 about here)
In table 3 we report the results from investigating the effect of the EMU

convergence criteria on the estimated earnings response coefficients year by year. The

results of the annual regressions indicate that the government budget criterion might
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be negatively related to the estimated earnings response coefficient during the EMU
convergence period, i.e. in the years from 1995 to 1998. All in al, in the annual
regressions the effect of deviations from the required level of convergence vaue
would not seem to be statistically significant. However, the main interesting result for
this criterion variable is that when using the whole data, during the core convergence
period from 1995 to 1998, the deficit variable has an increasing effect to the valuing
of earnings in the market for the EMU countries (see the results in the last column of
table 3). Since the government budget deficit has declined during the EMU
convergence period, these results reveal that the estimated earnings response
coefficient has partly increased because of the decline in the government budget
deficit®. In other words, the cost of equity capital has decreased as a result of the
decline in the macro-economic risk arising from the government budget deficit.

Table 3 also reports the effect of the other EMU criteria to the estimated
earnings response coefficient and consequent estimate of the cost of capital. At first
sight, in the annual regressions no significant relation between the other EMU criteria
and the estimated earnings response coefficient can be found. However, the results for
the whole data indicate that the decline in the inflation has increased the estimated
earnings response coefficient in the EMU countries during the EMU convergence
period. In other words, the decline in the macro-economic risk arising from inflation
has declined the cost of equity capital. This result is based on the interpretation that
when the value of inflation convergence variable in our study increases (implying that

actual inflation increases compared to the convergence vaue) it has a decreasing

% Notice that regarding the budget deficit variable positive values are a ‘good thing’ for the stock
market because positive values reflect that the government budget is in surplus, and hence, increase the
value of common stock in the country’s market due to the lower ‘public deficit risk’ implying a lower

discount rate in the valuation process.
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effect on the market value of stocks, and hence, an increasing effect on the discount
rate, due to the observed rise in the inflation risk. Next we discuss our fina results
based on analyzing the dynamic version of our model, given in equation (3.3) in the

previous section.

(Insert Table 4 about here)

Table 4 reports the results of estimating the dynamic version of our extended
model from the whole data. The statistically significant positive slope coefficient of

the lagged dependent variable mv;,_, supports the use of the dynamic model, i.e. the

positive autocorrelation in the dependent variable needs to be taken into account. The
main finding in Table 4 is the result that all the EMU convergence criteria variables
affect the estimated earnings response coefficient in the EMU countries during the
EMU convergence period. In line with the results already for the static version
reported in table 3, the inflation criterion has a decreasing effect and the public deficit
criterion has an increasing effect on the valuation of stocks in EMU countries
especially during the core convergence period 1995 — 1998. The positive effect of
long term interest rate convergence criterion may be interpreted via analysing the
effect of the term structure of interest rates, because increasing values of long-term
interest rates in a country might be seen as indicting a tightening of monetary policy,
and hence, lowering the future values of inflation (or current inflation expectations),
which have a decreasing value on the discount rate, and hence an increasing value on
the market valuation. Like observed aso in the previous literature, it is also obvious
from our results, that the main important factor in the discount rate is the short term

interest rate. However, our results indicate that using the short-term interest rate as a
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proxy for the discount factor alone and hence, as the single factor (i.e., the risk-free
rate) affecting the valuation of earnings, is clearly not appropriate when there are

significant changes in the macroeconomic ‘environment’.

6. CONCLUSIONS

A growing body of literature is investigating the macro-economic
determinants of the market-wide estimates of the cost of equity capital. The macro-
economic factors can affect both components of the cost of equity capital, i.e. the risk-
free rate of return and the equity risk premium, and the factors may have an inverse
impact on these components. Henry (2000), for instance, reports that the stock market
liberalizations lead private investment booms that decrease the cost of equity capital.
Furthermore, for example Claus and Thomas (2001) emphasize that the equity
premium in international markets has been historically quite low.

This paper investigates the effect of the declining macro-economic risk to the
country-wide cost of equity capital by analyzing data from countries that join the
European Monetary Union (EMU) in the late 1990°'s. The data provide a unique
environment to investigate the impact of macro-economic risk on the cost of equity
capital. The change from domestic currencies to euro was preceded by a long
convergence process beginning in 1979 with the creation of the European Monetary
System.

We contribute to the previous literature by providing evidence on the direct
effect of the macro-economic risks to the cost of equity capital. The data from the
EMU convergence period is ideal for this purpose. We analyze time-series of the key

macro-economic risk variables for each country represented by the explicit EMU
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convergence criteria variables. Our results suggest that the earnings response
coefficients (ERC), i.e. the earnings capitalization rates derived from the standard
equity valuation models, increased in the EMU countries during the EMU
convergence period. Corresponding increase was not observed in our control sample
of non-EMU countries during the same period. Furthermore, in addition to the effects
of the risk-free interest rate, part of the increase in the ERC values was due to the
lowering macroeconomic risk, and the most important macro factors would seem to

have been the inflation and public deficit factors.
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