July 30, 2005
Jung Sik Kim
(Yonsei University)

Prepared for the Conference of

Asia-Pacific Economic Association

@auses ofi portfolio investment flows

Globall factors (push factors): world interest rate,
world economic growth, exchange rates

(2) Country: specific factors (pull factors) : interest rate,
economic growth, exchange rate, exchange rate

volatility, credit ratings, secondary market price,
stock market returns

_

Portiolio Flows and
Country Specific Factors
GDPRP Growithl Rate © Increase

gepliel nflows to EMES.

N dhr Interest Rate : Increase Capital
Hhilows to EMEs.

st iHighs Stock Price Index or Secondary.
Bond Market Price : Increase Capital
Flows to EMEs

~ Background

= Porifollo Flovys 2 Cogrlalicziise] Bileepsfel

ERVENS Einance productive investment opportunity

e Demerits :

Jrllead to excess volatility in interest rate and real

exchange rate etc. : negative impact on export,
investment and growth

(2)r Inflationary. pressure

(8)' Real exchange rate appreciation : Current account
deficit

(4) Debt Crisis : Flow reversed

Portfolio flows arc
GlobalFactors

LS. GDP Growth f;a.te :

mibEciease Capital Inflows to Emerging
Vianket Economies (EMEs)
lncrease Capital Inflow to Asia (High
rade Dependent on U.S. economy)

s [ow U.S. Interest Rate : Increase
Capital Inflows to EMEs

ojtfolio Flows and Exchanoes
Rates '

Yenen@e rale depreciation results massive
Epitalfoutilows. (Buring 1998 2001, the
Golelation coefficient between euro and net

eznital export is 0.8 in the euro area.)
FASymmetric Behavior in the short run and in

the long run in the cases of EMU and
Germany.

s Expected Depreciation : decrease Capital
inflow:
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folio lows and Exchange Rate .

Imen(1999)  Under the floatings,
eeplualNmriows: result appreciation of
xenenge rate and decrease of export
ompetitiveness. ( floatings decrease
Sportfolio (equity) and FDI flows.)
Floatings increase exchange rate
volatility (uncertainty) and portfolio
jnvestors reduce the purchasing equity.

S

RBesearch. Purpose
Ehel the role of U Sz GDP growih rate

aricl U
co ntry specn‘lc factors

=B01E off investment risk (exchange rate)
Arthe short run and in the long run

Asymmetric behavior in equity and bond
investments : Asymmetric behavior
during pre—and post the crisis

—

' ortant while: country Specmc factor
demestic market return) is important.

arlsoniand Hernandez(2002) : 1988 1998 :

" — Global (U.S. growth rate) factor has no effect
while Country specific factor (High growth
rate) increase equity flow.

— Analyze the role of exchange rate regime.

exchianage rate volatility (High
Bk decrease portfolio inflows

BRIl iSk off real exchange rate

Export) : decrease portfolio inflows

st iHigh: political risk : decrease portfolio
inflows

——

Noonbai Kim(2000) : 1970s-1990s,
exco, Korea, Chile and Malaysia

~—Global factors are important while

country specific factors are less
important.

_—

jous -Empirical-Results

meet.al.(1898) " 1988=1992 (monthly) panel
Asie and Latint America

loalland country specific factors are

ehal factors.

s* Sammo Kang et. al.(2002) : 1990-2001, Korea

= Both global and country specific factors are
important.( Current account imbalance significantly.
affect portfolio investment.)

= Positive sign for the U.S growth rate

—



ort??ﬂib Inflows'in East Asia = " quﬁwlnﬂows in East Asia_
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Debt Inflows in East Asig

/@

——

. <19904 ~ 2004>
g

| .
570 | 22,155

Unit : Million US dollar

. ’ s E .

160E+10

8 0E+10

1 20E+10 B.0E+104
4.0E+10
8 .00E+09 | 2 0E+10-|

0.0E+00-

“.00E+09 2010

0.00E+00 J -4 0E+10

-6 0E+10

-4 00E+09 | ey - OB 10 e e
1990 1992 1994 1996 1998 2000 2002 2004 19090 1902 1004 1996 1008 2000 2002 2004

—— LIAB_UNSCALED_KOREA —— 1 IAB_INSCAI FD_ AP AM|




4.0E+09

3.00E+10
3.0E+09
2.50E+104

2.00E+10 |
- 20E+09 |

1.50E+10

1.00E+10 1.0E+09

S5 00E+09

0.00E+00 -| \/

-5.00E+09

0.0E+00 4

LRI A B s A I s B L S AL e R _1.0E+09
1980 1882 1994 1996 1998 2000 2002 2004 “990\ 1!992\ 1\994\ 1‘996‘ 1‘998‘ Z‘OOOI 2\002| 2.[]04

— LIAB LNSCALED_HONS ] —— LIAB_UNSCALED_THAI

2 40E+09

2.00E+0Q
1.50E+09 | 2.00E+0a |
1.00E+09 1 60E+09
5.00E+08 IS
5.00E+08 A

4 00E+08 |

0.00E+00

-5.00E+08 -
1 00E+09 0.00E+00
-4.00E+08 |

-1.50E+09
-8 00E+08
-2.00E+09

T T T T T T T T T T T T T T 1990 1992 1994 1996 1998 2000 2002 2004
1890 1992 1994 1996 1998 2000 2002 2004
—— LIAB_UNSCALED_PHIL

—— LIAB_UNSCALED_SING

3.0E+09
2.0E+09-|
1.0E+09 ]

0.0E+004
S 00E+08
-1.0E+09

1 50E+09

1 .D0E+09 |

0.00E 100 -2 .0E+09 |
_3.0E+09 ]
-4 0E+D9 ]
-5.0E+09

1990 1992 1994 1996 1998 2000 2002 2004 _6.0E+09

-5 00E+08

-1.00C+09

-1 50E+09

1950 1997 1994 1998 1998 2000 2002 2004

—— LIAB_UNSCALED_MALAY

—— LIAB_UNSCALED_INDONESIA




-

= B

Testable Models

p G o . (1)

[IREET i c 2z d . (2)

ere Y. Is net portfolio inflow, Oy Estimation :

=X s a set of explanatory variables, B X Cctzd+ Yty ()
a,1s the country specific constant

and u; is the random disturbance. Where x; is a set of country specific factors
and zis global factors.

U PEEEE S 11990 1997, 1998 Q04
BEfoloalfactors © U.S. GDP growth rate, REON0]10) = Equity + Debt
S, nominal or real interest rates SRIDELT = Bond + Notes + Financial derivatives
EsiDomestic factors : Country’s GDP B Group © Japan, Korea, Indonesia, Philippine,
growth rate, country’s real or nominal = Thailand, Hong Kong, Singapore, Malaysia
imterest rates, exchange rate, exchange
rate volatility

"-'-_1

Datadl. (fronmES)

= ¢ Debt inflows = debt liability E Gorrelation Analysis

* Country regressions
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Panel Beagression®

Panel Stationany, Test

sexogenous variables including fixed effect — Fixed Effect Model (F=Test).

L ,ei‘i‘jjtoregresswe cosfficient s Fixed Effect Model vs. Random Effect
it Model : Hausman Specification Test

If Il <1 1 2y, is weakly (trend) stationary (Chi-Square Test) : Fixed Effect Model.

[fIl- =1 v, contains a unit root

Panel-Unit Rootsiest

- Ho * Unit Reot (Levin, Lin and Chu)
M —8.0738x+ PR Domestic GDP growth rate is significant, while it is
T Cusigia 5 4977+ ot significant when we exclude Japan.
g —— cSjignificant rwegativef Belaﬂonship between > -
= - epreciation rate of domestic currency and portfolio

dlog(GDP) 3.6926%+ flows after the crisis period.

log(int) —1.9537** Increased exchange rate risk does not reduce

portfolio inflows.

dlog(EX) —14.6411%*

.

e) Estimation Results =1
(Portfolie Flows)

PAnel Estimation Besults =2
: (Portfelio Flows)
T

(5 ~0.0143
1.2043)

+*USGDP= USGDP growth rate, INT=Asian Countries nominal interest rate,

USINT= U.S. nominal interest rate, GDP= Asian Countri es GDP growth * Exchange risk is estimated by GARCH-M (1,1) or GARCH(L,1).
rate, dEX=dlog(EX)




* Japan is excluded.

[tive significant sign off U.S. GDP growth

—[Pomestic GDP growth rate is important while
tis insignificant when we exclude Japan.

— Exchange rate depreciation is insignificant
since the crisis.

*Japan is excluded

T
Correlation
portroliorinflows and UrSwEBR growth rate

[B87AIV.
03!

P

5 Do ( Panel Estimation)

- -

—F:jn f.actors arernet important in both

jgniﬁcant with expected negative sign
Siace the crisis.

—\When we exclude Japan, U.S. growth
rate is significant with positive sign
pbefore the crisis.




Panel Estimation Results 5 ' ane-l-“E’sﬂmation Besults 6=*
(Depiuflows) : - (Debt Flows)

*-MW 19981520041V

* CUR = current account/GDP *Japan is excluded

Korea (Portfolio Flows)
0.02

0.0153

OWih rater s significant factor W|th positive sign during
lv=periods.
e crisis, the interest rate difference is important.

g the whole period, the Korean stock price index is
gfiificant; while U.S. growth rate is important since the crisis.

= (Debt Flows)
= During the whole period, U.S. growth rate, interest rate
difference and current ount are sigr nt.
~ During the pre—crisis period, U.S. growth mte is significant with
positive sign and
= Since the crisis, interest rate difference is important factor.

. — - T
10560
:

0,003 -
o e

2415

KSTOCK = Rate of change of Korean stock index KCUR= Korea’s current account/GDP




S BUie| the pre=¢crisis period, alobal
JBIeor such as U.S. growth rate is
lmportant, while domestic factors
(@EmESstic growth rate and exchange
fate) are significant since the crisis.

U°S. growth rate has negative sign.

Durlng e whole period, U.S. growth rate,
Interest rate difference, domestic growth rate
and exchange rate are significant while U.S.
growth rate is important since the crisis.

_ 19981=2004)V | 1998 2004 IV
—lﬂﬁi‘_ v

=i.7824)

Japan (Portfolio Flows)

EonNo Kong (Portfolio Flows)

—0,0819
=1.4090

ugo 1-2004IV 1890 |- 1997 1 08 12000 v |
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Sihganore (F’ortfolio Flows)
e T e il
e

gndrdomestic growth rate are important
oI the equity, while current account
imbalance and exchange rate are
important for the debt.

r oyt 1 .A
PEodS.
BQleWil rate is significant with positive
IWhilE Interest rate difference is important
Ace the crisis.
AsSymmetric behavior between equity and

=S, growth rate and Korean stock price
index are important in the case of equity,
while current account and interest rate
difference are more significant.

@ onclusion

SRPomestic GDP growth rate is significant, while it is
i significant when we exclude Japan.

=Significant negative relationship between

E depreciation rate of domestic currency and portfolio

flows after the crisis period.
s Highi exchange rate risk does not reduce portfolio
inflows.

uEr expected positive sign, while it
ifsignificant or negative signs.
mestic growth rate has significant
Sjce the crisis, while it is insignificant.

~EXxchange rate depreciation also
Significant since the crisis.

far o stch as ULS. growth rate 1s
iggleeitiant, while domestic factors
(@Emestic growth rate and exchange
te) are significant since the crisis.

U’S. growth rate has negative sign.
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| UIS: growth rate has positive sign.

== \ost of the countries have maintained U.S.
dollar pegged exchange rate regime in
practice.
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