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IMocTkOBUAHBIE U3MEHEHHSI B MOTOKAX KANMUTAJIA: YTO U3MEHWJIOCH?
Kananmapan Aiix JI.

Acnupanm gaxyibmema mMencoOyHApoOOHbIX IKOHOMULECKUX OMHOULeHULL,
Apmsinckuii 2ocyoapcmeennviil skonomuyeckul ynusepcumem (Epesan, PA)

AHHOTanusi. MeXayHapoqHbIe MOTOKM KalmWTala M WX 4YacTO MEHSIOUIMECS MOJEIH TpPeOYIOT OCTOPOKHOTO H
JUHAMHYHOTO MMOAXOJa MPH OLEHKE KOMIIPOMHCCA MEXJy NEepCIEKTHBaMH pocTa U (MHAHCOBOH YSI3BUMOCTHIO. B
MOCJIEIHNE TO/BbI, 0COOCHHO mocie Hadana maHaemun Covid-19, mupoBas SKOHOMHKa cTalla CBHAETENEM JIH300B
MOTPSICEHUH W YyS3BUMOCTEW, BBI3BAHHBIX BBICOKOW SKOHOMHYECKOW HEONPENeICHHOCThI0, COOSIMH B IEIOYKax
MIOCTABOK, 3HEPreTHYECKUM KPU3UCOM, YCTOMYMBO BBICOKHM YPOBHEM HHQISIMH, >KECTKUMH YCIOBUSIMH JIEHEKHO-
KpEIUTHOH TMOJHUTHKA B CTPaHAX C Pa3BHTONW SKOHOMHUKOH M OOOCTPEHHEM TEOIOIIMTHUECKUX PHUCKH. DTO MPUBEIO K
OTTOKY KaIllMTaJIa U3 HECKOJIBKUX CTPaH ¢ (POPMHUPYIOMINMCS PHIHKOM 1 pa3BuBatommuxcs ctpad (EMDE) ¢ HameperremM
MepPEeHApPaBUTh KaluTall B Oe30macHbIe akTUBEL. KpoMe TOoro, coKpalieHHe pa3inydil B MPOLEHTHBIX CTaBKaX MEXIY
CTpaHaMH ¢ pas3BUTON SKoHOMHKOH (AE) m crpanamu EMDE eme Oonplie MOBIHAIO HAa TPUBICKATEIHLHOCTD
Pa3BUBAIOIIMXCS CTPaH Ui IOTOKOB KamHTaja, XOTS MEXIy PErHOHAMH M COOTBETCTBYIOUINMH THIIAMH IIOTOKOB
CyIIEeCTBOBaJIa HEOAHOPOAHOCTh. HecMOTps Ha TO, YTO MOTOKH KaluTana JEMOHCTPUPYIOT IMPU3HAKU BOCCTAHOBICHHUS,
YUYUTBIBAsT CTPYKTYPHBIE U3MEHEHHMS, IPOUCXOISIINE C MOIYYaTeIIMU IIOTOKOB KallMTaja, ¥ HEONPEAEIEHHOCTE BOKPYT
I00aNbHON 9KOHOMHMKH, (DMHAHCOBas Ys3BUMOCTh B cTpaHax EMDE m3-3a MOTOKOB KamurTana M OCOOCHHO H3-32
Pa3BOpOTa IIOTOKOB KalKTalla IOCTOSHHO CO3JaeT MPOOIEMBI.

KuaroueBpie cioBa: [loTokn KamuTana, HOTOKHA MOpPTQens, A0our, aknuoHepHbld kammrtan, Covid-19, EMDE,
(uHaHCOBAs yS3BUMOCTD
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Introduction

As the global economic environment changes
so does the patterns of international capital flows.
Since the beginning of globalization and particularly
throughout the Great Moderation, capital flows have
been recognized as an indispensable cornerstone for
financial liberalization, deeper integration and
economic growth [18]. Nevertheless, over time, the
realization of potential risks deriving from capital
flows, particularly if not accompanied by well-
established institutional and macroeconomic
environment, lead to a cautious approach both by
policymakers and academia, shifting focus on
analysing potential trade-offs from flows to the
financial and real sectors and the overall economy in
general. These risks are particularly tangible during
times of sudden stops or reversals in capital flows,
which was rather observed during the Global
Financial Crisis (GFC) and the afterwards [8, pp.
239-240]. As a result, there is an everchanging
pattern in how the capital flows across border,
where it flows, who are the recipients and what are
the type of capital they are receiving, which will
determine the respective financial vulnerabilities
derived from such flows (both inflows and
outflows).

Such evolving patterns, as discussed, are as
well observed in the aftermath of the GFC,
particularly when referring to the type of capital
flows and the magnitude. This necessitated a
revision of IMF’s “Institutional View on The
Liberalization and Management of Capital Flows”
in 2022 [11, p. 18], whereby the pre-emptive nature
of capital flow management measures (CFMs) was
acknowledged to contain the risks from capital flow
vulnerabilities given that these measures do not
substitute available institutional macroeconomic
tools, including macroprudential policies. Moreover,
not only the surges in flows and the following
sudden stops are a subject to prudent risk approach,
but also the stock of foreign capital, which can
manifest into excessive financial vulnerabilities in
times of heightened uncertainties.

Lépez & Stracca (2021) [16, p. 13], while
exploring the changing patterns of capital flows,
acknowledge, among many, two noteworthy
changes that were observed in post-GFC period.
Firstly, there is rather a reorientation than a change
towards the vulnerabilities associated with capital
flows. Secondly, volume and the composition
changes in capital flows after the GFC are rather
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expressed in declines of cross-border bank landings,
and nowadays more capital flows through portfolio
flows and non-financial corporations (NFC). Yet,
the overall magnitude of capital flows has declined,
which is well documented by McQuade & Schmitz
(2019) who refer to the post-GFC years as the Great
Moderation era in capital flows [17, pp. 5-8],
expressed in smaller volumes and less volatility.
Although the volatility may have declined after an
extreme shock such is the GFC, in recent years,
particularly with the onset of the Covid-19
pandemic,  heightened  global  geopolitical
environment and the monetary policy tightening
cycle in advanced economies, certain volatility and
behavioural changes have occurred in capital flows

leading to financial wvulnerabilities globally,
particularly in Emerging Market and Developing
Economies (EMDEs).

Discussion

The onset of Covid-19 pandemic resulted in
elevated global uncertainty levels, supply chain
bottlenecks, deteriorated consumer and investment
sentiment, and, as a result, less funding and more
capital flights were observed in EMDEs, affecting
global liquidity levels due to outflows and/or sudden
stops of capital flows. In the following years, world
economy witnessed an extraordinary monetary
policy tightening cycle, particularly in advanced
economies, whereby global interest rates reached a
2-decade high and could stay as such higher for
longer. Despite market anticipation towards a soft
(or “soft-ish” as the IMF describes) landing scenario
[13], particularly in the US, the high interest rates in
AEs have been directing less capital to EMDEs. In
post-pandemic era, almost third of global flows are
directed to the US, whereas the share of EMs has
declined significantly (China had its own fair share
in this changing pattern).

These volatilities could indeed be observed
when looking at the global uncertainty index,
Chicago Board Options Exchange's CBOE Volatility
Index, which the literature believes to be a
significant determinant of global push factors for
capital flows and a reliable predictor of perceived
uncertainty [3]. Figure 1 allows us to immediately
observe how the index witnessed a significant surge
in early 2020 and since then has only eased
moderately due to elevated  geopolitical
uncertainties, risk aversion and high country risk
premiums in certain EMDEs, thus somewhat
explaining the volatility in capital flows.
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Covid-19 shock

B CBOE Volatility Index, VIX

Figure 1: CBOE Volatility Index: VIX, Index, Monthly, Not Seasonally Adjusted [7]
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Furthermore, the interest rate differentials

between the US and EMDESs, captured by the
difference between US 10-year treasury yields and
the EMBI index, has been a crucial factor for
redirecting capital flows towards the US and the
broader AEs. The 10-year bond yields have been
soaring to historic highs in recent years, thus
narrowing the interest rate differential between AEs
and EMDEs, affecting capital flows globally. This
interest rate transmission channel is among the most
documented within the literature, including but not
limited to Ray (2013), Obstfeld (2015), Bruno &
Shin (2012). This narrowing spread between the US
10-year bond yields and EMBI index indicates less
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premia and less incentive for investors to move
capital to EMDEs. As a result, the interest rate
differential pulled some capital out of certain
EMDESs, making them more exposed to financial
vulnerabilities stemming from capital outflows.
However, a noteworthy phenomenon has been
observed since the aftermath of the pandemic,
whereby the EMDEs, especially in Latin America
and Emerging Asia, despite witnessing capital
outflows, have managed to contain these risks due
to enhancements in institutional setting and
macroeconomic fundamentals, [12] which made the
respective financial systems rather resilient.
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Figure 2: US 10-year Treasury bond yields [7]
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Figure 3 (IIFs Capital Flow Tracker captures
capital flows data for selected major EMDEs on a
monthly basis) plots non-resident capital flows to
selected EMs starting from mid-2000s and
contains 3 notable episodes. First, the GFC,
when capital flows to EMs declined drastically,
second, the 2015 sudden stop episodes due to
the global commodity price fluctuations in 2015
[16, p. 4]. Lastly, after regaining momentum
throughout 2021, the monetary policy
tightening cycle and further heightening of
global economic and geopolitical uncertainties,
observed also by the VIX index, decreased the
magnitude of capital flows significantly. This

was particularly worrisome from financial
instability perspective as the rather loose
financial conditions before this episode resulted
in capital flights as shock manifested itself.
Moreover, the massive stocks of accumulated
debt levels by Chinese property developers and
the concerns about potential defaults since 2021
[15] fuelled further uncertainties around the
economic outlook and required more caution by
investors who direct capital to China. It is worth
noting that in the past 10 years or so a major
portion of capital flows was directed to the
Chinese economy.
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Figure 3: Non-Resident Capital Flows to EMs, in $ min [14]
While  discussing  capital flows and financial markets, capital flow surges are rather

vulnerabilities derived from its volatilities, it is
widely common to consider disaggregate flows
based on their type. Given the highly volatile nature
of portfolio flows as opposed to other types of
flows, particularly the FDIs, [6, pp. 24-28] as well
as the common belief that these flows are greatly
affected by global push rather than pull factors [9, p.
24], I shift the focus on such flows. As discussed by
Cleassens & Ghosh (2013) [4, pp. 98-99], surges in
capital flows (both inflows and outflows) in EMs
are rather characterized by global “push” factors,
because for these economies financial integration is
about seeking more funding from external sources,
whereas, in AEs, with the deeper integration in
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about risk-sharing.

According to the Figure 4, in the wake of the
global pandemic's onset, net portfolio flows to
selected EMDEs recorded a significant decline from
a 13 bln USD in January of 2020, to 160 bln USD in
April, followed by a rather volatile path along the
recovery. One might have assumed that this was due
to decline in capital inflows to EMDEs, but looking
at the outflow data it is clear that there was a 2-side
story, whereby, to certain degree, the stop in flows
was accompanied by a reversal in capital flows.
Another key pattern was that, unlike the GFC
period, where shocks were mainly transmitted
through the banks and cross-border bank lending [5,



p- 10], the episodes of recent outflows are showing
sign of being driven by non-banks and/or non-
financial institutions. However, less turbulent
outlook was observed this time compared to the
GFC (acknowledging the differences in the shocks
observed), which could, among many, be explained
by the gradual decline of the role of global push
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factors and the accelerating influence of domestic
economic factors as a more pronounced driver of
capital flows. This somewhat moderated the

vulnerabilities for those EMDE who have heavily
invested in regulatory and institutional adjustments
to balance vulnerabilities from capital flows.

— — — & O & A A AN onoonoenoonoenoon <t
AN AN AN AN NN AN N NN NN NN
o s s oA~ B == R e B SR Ny R <P [ e B SN M o
g b nE 2dFCDLDE LD F DD
OV H*Fe 3 vVOoOVvAEeE 3 VOV Es

Total Portfolio Flows

Figure 4: Net non-resident purchases of EM stocks ("portfolio equity flows") and bonds ("portfolio debt flows") in USD
billion. Proxy for portfolio flows as measured in the balance of payments [14].
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Figure 5: Net non-resident purchases of EM stocks ("portfolio equity flows") and bonds ("portfolio debt flows») by
region, in USD billion [14].
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Exploring the data on regional level in Figure
5, it is observed that the initial decline in portfolio
flows to EMs was particularly prominent in Latin
American countries (Chile, Argentina, Brazil) and
rather prevalent in debt flows. While certain uptick
was preserved in the aftermath, capital flows
became more volatile and oriented towards
advanced economies as the monetary policy
tightening cycle began mid-2022, which was rather
aggressive and policy rates are still assumed to be
staying higher for longer, affecting both capital
inflows and outflows through the interest rate
channel.  After the pandemic shock, investors
started to rebound flows, but they were more
cautious given the wvulnerabilities in world
economies. Lopez & Stracca (2021) [16, p.12] note
that a major portion of recovery was attributed to
China and Eastern European economies and was
more pronounced in debt flows.

Another vulnerability observed was due to
issuance of debt by several EMDEs, especially in
foreign currencies. This was explained first by lack
of liquidity in certain markets and second, the
expansionary fiscal policies that were designed to
stimulate the economy, adding to concerns over
unsustainable debt levels. Looking at the BIS

International Debt Securities statistics [1], I observe
that bank credit to non-banks in EMDEs, after years
of robust annual growth rates, first started to flatline
and wes followed by a path of a sharp decline,
similar to the GFC period, yet at a smaller
magnitude. This, consequently, narrowed the credit
available in respective economies and more debt
issuance was needed to meet liquidity demands,
especially by the non-banks and non-financial
corporates, raising further concerns about financial
vulnerabilities. Global debt levels have already been
soaring in recent years and debt issuance by NFCs,
particularly offshore debt, has risen concerns over
its financial stability [2]. Given the lack of literature
on such debt and flows as well as the difficulties to
track such data from official statistics such as the
BOP, further financial vulnerabilities are rising. The
debt levels are further worrisome given their
dominance in FX, raising USD index and elevated
global interest rates that affect EMDE’s
attractiveness for capital flows. IMF also notes that
“External liabilities are riskiest when they generate
currency mismatches—when external debt is in
foreign currency and is not offset by foreign
currency assets or hedges” [10].
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Figure 6. Cross-border & local in fcy credit vis-a-vis non-banks, in EMDE:s,
in terms of credit (loans & debt securities), in USD [1].
Conclusion Covid-19 shock, which later was translated into

To conclude, during the post-pandemic era,
additional vulnerabilities deriving from capital
flows rose. Elevated uncertainty levels amidst the

supply chain disruptions globally, directed less
capital in and more capital out of EMDESs on a high-
frequency basis, adding to global liquidity concerns.
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This was rather observed in portfolio debt flows and
more prevalent in Latin American economies.
Following this, elevated and persistent inflation
levels in AEs necessitated an extraordinary
monetary policy tightening cycle, leading to
decreased interest rate differentials between AEs
and the EMDEs, thus making AEs more attractive
for directing capital towards. Furthermore, after the
GFC, further vulnerabilities have derived from the
increasing role of non-banks and/or non-financial
institutions in international capital flows and debt
issuance. Given that the world still experiences
mounting uncertainties around higher for longer
interest rates, unsustainable debt levels in the US
and other economies as well as uncertainties around
neutral interest rate levels and geopolitical risks,
financial stability risks in EMDEs from capital
flows and particularly from reversals of capital
flows are persistent.
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