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PROCYCLICAL	CAPITAL	FLOWS		
EMERGING	MARKETS	
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ACYCLICAL	CAPITAL	FLOWS		
LOW	INCOME	COUNTRIES	
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RECENT	RISE	IN	PRO-CYCLICALITY	IN	LIC?		
Trend	in	Non-FDI	Flows	since	2010	



RECENT	RISE	IN	PRO-CYCLICALITY	IN	LIC?		
Growing	Importance	of	Private	Non-FDI	Flows	for	LIC	



Data	from	Advjiev,	Hardy,	Kalemli-Ozcan,	Serven	(2017)	

RECENT	RISE	IN	PRO-CYCLICALITY	IN	LIC?		
Sovereign	borrowing	a	main	driver	



SOVEREIGN	BORROWING	MAIN	DRIVER	
Countercyclical	Sovereign	Bond	Spreads	

Source:	IMF	Staff	



Data	from	Advjiev,	Hardy,	Kalemli-Ozcan,	Serven	(2017)	

UNLIKE	EMERGING	MARKETS	
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DRIVERS	OF	RECENT	CAPITAL	FLOWS	

UPSWING:	2010-2014	
	
•  ADVANCED	ECONOMIES	MONETARY	POLICY	

•  LOW	PERCEIVED	RISK	(VIX)	

•  RISING	COMMODITY	PRICES		

•  RESILIENCE	OF	DEVELOPING	ECONOMIES	TO	2008	CRISIS	

DOWNSWING:	POST	2014	
	
•  FALL	IN	COMMODITY	PRICES	

•  MONETARY	POLICY	NORMALIZATION	IN	THE	U.S.	
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POLICY	CHALLENGES	FOR	LIC	

1.  DIVERSIFICATION	OF	FORMS	OF	FOREIGN	CAPITAL	
i.  FDI,	Por`olio,	Loans	
ii.  Sovereign,	Private	
		

2.  MANAGE	VOLATILITY	AND	RISKS	OF	FOREIGN	CAPITAL	
i.  Procyclicality	
ii.  Maturity,	Currency	
iii. Macro-pruden_al	policy	

3.  MACROECONOMIC	POLICY	AND	GROWTH	
i.  Diversifica_on	of	sources	of	growth	
	


