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To explain the factors which have been actualized in historical banking panics and
financial crisis, I construct the risk-sharing externality model and investigate its effect on
standard economic models. The main findings are as follows: First, the risk-sharing
externality explains the high covariance among countries which participate in the
identical segmented-market and may disturb the international risk-sharing opportunities.
Second, however, it does not mean that social welfare is worse than full market integration
because the precautional motives for endogenous risks strength capital stocks while the
production spill-over induces the under-accumulation of capital stocks. Also, to clarify the
effect of short-sale constraint, I consider the Delong et al (1990) model where positive
feedback investors disturb asset prices. Our conclusion suggests that short-sale constraints
stabilize the equity prices while deteriorate the information efficiency.
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Fig. 1. Capital market participation premium.
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