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Drivers of international capital flows
 Existing Literature:

Milesi-Ferretti and Tille (2011); Forbes and Warnock (2012); Fratzscher
(2012); Cerutti, Claessens and Ratnovski (2014); Bruno and Shin (2015);
Correa et al (2015); Rey (2015); Miranda-Agrippino and Rey (2015);
McCauley et al (2015); Koepke (2015); Cerutti, Claessens and Rose (2017)

 Global (push) factors
 AE Monetary Policies
 Global Risk Aversion (VIX)
 Global GDP growth

 Local (pull) factors
 Local GDP growth
 Local asset returns
 Country risk
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Impact of global factors on international capital flows

 Global Risk Aversion (VIX) - unambiguously negative impact
 Global GDP growth - unambiguously positive impact
 AE Monetary Policies – no conclusive empirical evidence

- Evidence of a negative relationship
• Bruno and Shin (2015)
• Ghosh et al. (2014)

- Evidence of a positive relationship
• Jeanneau and Micu (2002)
• Correa et al. (2016)

- Mixed results
• Goldberg (2002)
• Cerutti et al. (2014)
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Impact of AE MP on XB flows
 An important (implicit) assumption in the literature is that the impact of global

factors on XB flows is constant.

 Nevertheless, there is (growing) evidence that the impact varies considerably:
 Over Time

- Avdjiev, Gambacorta, Goldberg and Schiaffi (2017)
- Avdjiev and Hale (2017)

 Across Lenders
- Avdjiev, Gambacorta, Goldberg and Schiaffi (2017)

 Across MP components
- Avdjiev and Hale (2017)

 Across Currencies
- Avdjiev, Koch, McGuire and von Peter (2017) – BIS contribution to the IBRN
- Avdjiev and Takáts (2016)

 Across Borrowing Sectors
- Avdjiev, Hardy, Kalemli-Özcan and Servén (2017)
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Avdjiev, Gambacorta, Goldberg and Schiaffi (2017)
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Variation over time
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Avdjiev and Hale (2017)
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Avdjiev, Gambacorta, Goldberg and Schiaffi (2017)
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Avdjiev, Gambacorta, Goldberg and Schiaffi (2017)
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Variation across lenders
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Avdjiev, Gambacorta, Goldberg and Schiaffi (2017)
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Avdjiev, Gambacorta, Goldberg and Schiaffi (2017)
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Avdjiev, Gambacorta, Goldberg and Schiaffi (2017)
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Variation across 
US MP components
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Two main components of US Monetary Policy

 Decompose US federal funds (FF) rate into two components:
 Macro Fundamentals component = Taylor rule-implied FF rate (TR)
 Monetary Policy (MP) Stance component= FF – TR

 Higher TR component indicates improvement in US macro fundamentals
 Signals better growth prospects for EMEs (whose growth is positively

correlated with U.S. growth).
 Increases in XB flows to EMEs.
 Effect is especially strong during periods of high risk tolerance

 Higher MP component indicates tighter US MP Stance (relative to fundamentals)
 Increases banks’ cost of funding without a corresponding increase in returns
 Decreases in XB flows to EMEs.

 Effect is especially strong during periods of low risk tolerance

Avdjiev and Hale (2017)



Emerging market economies Advanced economies
Boom Stagnation Boom Stagnation

US federal funds rate (FF) 0.40** -0.34** 0.19 0.48**

FF split into
Monteray policy stance (MP) 0.17 -0.37* -0.063 1.20***
Taylor rule-implied FF rate (TR) 0.55*** -0.31* 0.36** -0.015
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Avdjiev and Hale (2017)

Summary of time series regressions
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Avdjiev and Hale (2017)

Summary of panel regressions

Emerging market economies Advanced economies
Boom Stagnation Boom Stagnation Controls

FF 0.67*** -0.86*** 1.11*** 0.59** Borrower-lender FE, trend
FF 0.38** -0.73*** 1.09*** 0.38 Borrower-lender FE, trend, TL, TB

Interacted with regime
FF 0.31** -0.60*** 0.94*** 0.57*** Borrower-lender FE, trend, TL, TB

MP 0.18 -1.63*** 0.85*** 0.77** Borrower-lender FE, trend
TR 0.99*** -0.17 1.28*** 0.43

MP -0.20 -1.58*** 0.95*** 0.25 Borrower-lender FE, trend, TL, TB
TR 0.74*** 0.04 1.18*** 0.49

Interacted with regime
MP -0.25 -1.59*** 0.80*** 0.37 Borrower-lender FE, trend, TL, TB
TR 0.58*** 0.44* 1.01*** 0.80***
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Variation across currencies
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Avdjiev and Takáts (2016)
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Avdjiev, Koch, McGuire and von Peter (2017) 
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Avdjiev, Koch, McGuire and von Peter (2017) 
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Avdjiev and Takáts (2016)
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Variation across borrowing 
sectors
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Drivers of Total Debt Inflows, by Sector
(Quarterly AHKS data, missing filled from Public Sources)

Avdjiev, Hardy, Kalemli-Özcan and Servén (2017)
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