
CAPITAL FLOWS DURING QUANTITATIVE 

EASING AND AFTERMATH:  

EXPERIENCES OF ASIAN COUNTRIES 
Donghyun Park,  

Ariel Ramayandi,  

and Kwanho Shin 



INTRODUCTION 

 Unconventional Monetary Policy – QE 

 One potential spillover effect is destabilizing global 

capital flows 

 The paper looks at 62 emerging economies 

including 6 Asian countries: India, Indonesia, South 

Korea, Malaysia, Philippines, and Thailand. 



MAIN OBJECTIVES 

1) Examine the effect of QE on capital flow to 

developing countries especially in Asia. 

 Section 1: Capital Flows into Developing Asian “During 

QE” 

 Section 2: Experiences of Individual Asian Countries 

2) analyzing the different factors which influence 

the effect of QE tapering on financial instability 

in order to identify the most significant factors 

 Section 3: Impact of QE Tapering 

3) Conclusion 



SECTION 1 - CAPITAL FLOWS INTO 

DEVELOPING ASIAN “DURING QE” 
Empirical Looks on the Capital flows’ behavior  

and QE impact on the Flows 



CAPITAL FLOWS INTO DEVELOPING ASIAN 

“DURING QE” 

 One potential side effect of  3 rounds of QE: 

 Increasing in global liquidity and global financial flows 

 Observations: 

 Same behavior fo the flows across markets 

 Components of the flows changed before and after 

crisis 

 For the 6-Asian countries, they faced larger flows 

particularly during QE1 and in the form of equity 
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CAPITAL FLOWS INTO DEVELOPING ASIAN 

“DURING QE” 

 Next - QE Impact on Capital Flows 

 QE’s Impact Decomposition 

 

 

 FI - The Capital Flows into Emerging Countries 

 Lit - Liquidity Channel (3-month T-bill)  - λ  

 PBit - Portfolio Balance Channel (Yield spread) - π 

 Yield Curve – Short-term and long-term US bond spread 

 Interest Rate Differential – spread of US and emerging market 

rate 

 Cit - Confidence Channel (VIX)    - γ 

 QEt - QE period dummy- the residual effect of QE - θ 
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CAPITAL FLOWS INTO DEVELOPING ASIAN 

“DURING QE” 

Asian Country experienced more capital flows in form of equity 

during QE1, and less of FDI during QE3 



SECTION 2: EXPERIENCES OF  

INDIVIDUAL ASIAN COUNTRIES 
Effect of Capital Flows during QE and the beginning of 

tapering talk on: 

Exchange Rate, Reserve Level and Stock Price 



EXPERIENCES OF  

INDIVIDUAL ASIAN COUNTRIES 

 Corresponding to the increasing in capital inflows 

during QE, the exchange rate also decreases 

(domestic currency appreciated). 

 We look at the behavior of: 

 Exchange Rate Index 

 Foreign Reserve Holding 

 Stock Price Index changes accordingly 



EXPERIENCES OF  

INDIVIDUAL ASIAN COUNTRIES 

Corresponding to Figure 3, Capital Flows and Domestic Exchange Rate 



EXPERIENCES OF  

INDIVIDUAL ASIAN COUNTRIES 

Reflecting the exchange rate intervention of Central Bank 



EXPERIENCES OF  

INDIVIDUAL ASIAN COUNTRIES 

Co-movement of Exchange Rate and Stock Price index 



EXPERIENCES OF  

INDIVIDUAL ASIAN COUNTRIES 

• Overall, relationship of exchange rate and stock price are not 

obvious for case of India, Indonesia and South Korea 

• But in all 6 countries, we can clearly observe tighter (negative) 

relationship during crisis and QE period 

 



SECTION 3:  

IMPACT OF QE TAPERING 
May 2014: first talk of QE tapering – the almost end 



IMPACT OF QE TAPERING 

 First Tapering Talk in May 2013 

 Capital Flow Reversal led to rising Exchange Rate 

(domestic currency depreciation) 

 Currency Depreciation is the the proxy of Financial 

Instability (vulnerability to capital outflows) 

 Investigation of the factors contributing to the 

currency depreciation and ultimately Financial 

Instability prior the tapering  
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IMPACT OF QE TAPERING 

 So what we actually looking at is: 

 

 

 where Xi is countries-specific factors between 2009 to 

2012 associated with exchange rate depreciation: 

1. local market impact and loss of competitiveness 

• current account deficit, real exchange rate appreciation, 

domestic credit expansion 

2. Size of Financial Market 

• Amount of Capital Flows 

3. Economics Fundamental 

• GDP Growth, Inflation, Foreign Reserves 

4. Structural Variables 

• Capital Market Openness, Institution Quality 
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IMPACT OF QE TAPERING 

Figure 9.1 – 9.4 capture Table 6 regression result 

- The more Flows during each QE rounds led to higher currency depreciation 





IMPACT OF QE TAPERING 

Figure 9.6. Look at the data of Asian Countries (red spots): 

• Positive relationship of loan flows and the depreciation 

• Negative relationship of bond flows and the depreciation. 

• Unclear relationship between equity and the depreciation 



expected signs of 

coefficient but not 

significant 



CONCLUSION 
 Effect of the QE on Capital flows 

 Comparable amount as before QE but component changed 

 QE1 has largest effect on capital flows and work through C 
and PB 

 Experience by Asian countries during QE and Tapering 
 Asian experience higher flow in form of equity 

 Stock price increase correspondingly to Exchange Rate and 
Capital surge 

 Asian Countries were not hit harder than other places 

 Factor contributing to vulnerability of the economy to 
Tapering 
 Domestic Credit Expansion 

 Capital flows during QE especially loans and equity types 

 Policy Implication 
 Even though not significant but we could take the macro 

prudential and regulation as a preemptive measure 
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