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Key issues 

Evidence on drivers of resilient capital flows 

This report analyses the role of push and pull factors in ensuring longer-term and more stable capital 

flows to Emerging Markets (EMs), with a focus on the resilience of portfolio flows to global shocks in the 

post-Global Financial Crisis (GFC) period.  

Foreign direct investment (FDI) has proved a stable and substantial capital source to EMs. Portfolio 

inflows, which have significantly higher volatility than other types of flows, have grown in importance in 

the post-GFC period on the back of the rise of Non-Bank Financial Institutions (NBFI) intermediation 

and the prevalence of passive investment strategies. Increasing the resilience of portfolio flows is thus 

a crucial policy question for EMs. 

The analysis in this report confirms that portfolio flows have been consistently associated with various 

global factors such as global risk aversion, uncertainty, commodity prices, US dollar movements, and 

monetary policy. With global factors continuing as important drivers of capital flows, enhancing 

macroeconomic policy co-ordination and communication of monetary policy across countries remains 

key.  

In addition, global and country-specific geopolitical risk has been a significant and separate driver of 

such flows in recent years marked by a sharp rise in geopolitical tensions. In contrast, a more positive 

development has been a clear reduction in EMs’ sensitivity to the global shocks post-GFC. This overall 

strengthened resilience hides, however, notable differences among EMs in their sensitivity to global 

shocks, which may be attributed to structural policy differences. Key findings demonstrate that: 

• Higher central bank independence is strongly correlated with reduced sensitivity of portfolio flows to 

global shocks, with EMs with more independent central banks exhibiting better absorption of shocks 

• Lower levels of government debt are also associated with lower portfolio outflows in times of 

negative global shocks 

Enhancing central bank independence and avoiding high levels of government debt may thus be 

avenues on EM policymakers’ agenda to increase capital flow resilience: by doing so, countries can 

lower the likelihood of destabilising outflows in times of global shocks.  

• Whereas there is limited evidence that more stringent macroprudential policies are associated with 

reduced portfolio outflows when global risk rises, macroprudential policy has increased the 

resilience of banking sectors, credit provision and GDP, as established in recent literature.  

Evidence on drivers of green capital flows to EMs 

While long-term and stable capital flows are essential for scaling development financing in EMs, capital 

will specifically need to flow to finance the transition to low-emission economies. Despite the recent 

surge in sustainable investing, only a small fraction of portfolio capital reaches green companies in EMs. 

Recent OECD analysis highlights that: 

• The investor base matters, with younger funds, retail investor funds, funds with domestic mandates, 

and sustainable funds (despite potential greenwashing) more likely to invest in green companies.  

• Country-specific capital market characteristics, such as the inclusion in benchmarks and lower firm 

ownership concentration, are significant drivers of green investment, while greater portfolio flow 

openness and economic freedom are also positively associated with higher green holdings. 

Additionally, a country's renewable energy generation capacity and its share in green exports are 

significant determinants of fund allocation toward green sectors.  
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The critical role of benchmarks in driving investment, including green investments, points to the 

importance of index inclusion of green companies. Structural issues in global capital markets such as 

concentration of firm ownership and its impact on free-float levels as well as biases towards large 

companies for inclusion in an index act as barriers for such investments in EMs.  

The level of capital account openness and economic freedom are drivers considered common drivers 

of investment in general and are found to also impact green investment. OECD analysis shows that the 

renewable energy generation of the country and the country’s share in green exports are also important 

drivers of investment funds’ asset allocation towards green companies.  

Working on benchmark inclusion and maintaining openness and a good investment climate, while 

developing green sectors domestically to ensure a pool of green competitive and investable companies 

are all avenues that may be on policymakers’ agendas in this area.  
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Context 

This report presents recent developments related to resilient and sustainability-related capital flows, as 

discussed at the G20 International Financial Architecture (IFA) Working Group meeting on 10 June 2024.1 

The report was presented at the IFA Working Group in September 2024 and further adjusted in light of 

comments received orally and through the ensuing written process.  

The report has been prepared by the OECD Secretariat, pursuant to the request of the Brazilian G20 

Presidency, to document the drivers of resilient capital flows to Emerging Markets (EMs), as one of the 

priority topics of the Presidency under the G20 International Financial Architecture Working Group. It is 

based on discussions with the Brazilian G20 Presidency and also the work done in the OECD, including 

presentations in the Advisory Task Force on the OECD Codes of Liberalisation (ATFC) in April 2024. Once 

formally approved by the IFAWG, it is expected to be submitted to the G20 FMCBG in October and 

referenced in its communiqué. 

Long-term and stable capital flows can help scale up development financing in EMs. G20 technical 

discussions, backed by a number of International Organisations' analyses, show that capital flows to EMs 

have remained relatively low due to tighter global financing conditions and rising borrowing costs. 

Institutional investors' limited interest in these markets has also hampered development financing. 

EMs can adopt pragmatic policies and act as the first line of defense, carefully weighing policy trade-offs 

affecting capital flow volatility. Creating a favorable environment for stable capital flows requires sound 

macroeconomic policies and robust regulatory frameworks. Thus, domestic policy efforts should aim to 

further enhance EM resilience, reduce short-term volatility, and attract long-term investments, considering 

trade restrictions and cross-border technology constraints. Meanwhile, external factors beyond EMs’ 

control, such as geopolitical tensions, trade restrictions, tight monetary policies, and global financial 

stability shocks, also significantly impact capital flows. 

While the issue of assessing and promoting resilient capital flows is being discussed by a number of 

International Organisations and in various fora, this report contributes to the current debate on the topic by 

focusing on recent drivers that have emerged in the post-Global Financial Crisis (GFC) period. The aim of 

the analysis is the identification of set of factors that can bolster portfolio capital flow resilience in EMs and 

the drivers of sustainable portfolio flows. 

Structural factors underpinning resilient and green capital flows 

This report discusses the structural drivers of EMs resilient capital flows. While EMs all face common global 

shocks, they have also shown varying degrees of resilience. In particular, despite some outflows 

experienced by EMs, the 2022 tightening of monetary policy by major central banks has not yet resulted 

in disruptive episodes of exacerbated stress in EMs, as seen in past experiences, such as the late 1970s, 

the early 1980s, the mid-1990s and the “taper tantrum” of 2013.  

1 Introduction 
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A vast strand of analysis has already identified significant changes in the composition of EM capital flows 

since the GFC2, highlighting the increased role of non-bank financial institutions and portfolio investors 

(FSB, 2022[1]) and the pivotal role played by global factors in driving capital inflows to EMs post-GFC 

(CGFS, 2021[2]). 

Several conjunctural factors to the current tightening cycle, broader changes in the global financial system, 

as well as changes in EM policy frameworks and fundamentals over the past decade may have contributed 

to the increased resilience of EMs in the current cycle (Hardy, Igan and Kharroubi, 2024[3]). This report 

elaborates on this last set of factors, focusing on structural drivers which may be able to explain not only 

EM overall higher resilience, but also the important heterogeneity across EMs. In doing so, it will seek to 

explore: 

• Why do some EMs perform better than others, while facing the same global shocks?   

• Which structural factors drive portfolio inflows towards different EMs and how are they important 

at the tail of the portfolio flow distribution, during periods of stress? Have traditional push (global) 

and pull (country-specific) factors evolved since the GFC?  

• How can EMs promote and strengthen their portfolio flow resilience?  

The empirical analysis that follows will focus on portfolio flows, which proved the most volatile component 

of capital flows, although some insights on Foreign Direct Investment (FDI) are also discussed. The EM 

country sample of this study and data sources are provided in Annex A. 

Also, under the 2023 G20 Indian Presidency, the IFA Working Group has started discussing the importance 

for EMs of attracting and retaining green capital flows. The discussion conducted within the IFA Working 

Group highlighted that EMs will need increasing amounts of foreign private capital to finance their climate 

transition. EMs, especially those with limited and shrinking fiscal capacity and small domestic investor 

bases, will have to rely heavily on foreign private investment to achieve their net zero carbon emission 

goals, and to support mitigation and adaptation.  

The OECD (2023[4]) has provided evidence that despite the ongoing sustainable investing boom, 

investment funds are directing only a tiny share of their investments into green companies in EMs. Bringing 

this analysis one step further, the report delves into the crucial need for EMs to draw in and maintain green 

capital flows and explores the drivers behind such green portfolio allocations. This study is based on micro-

level data on FDI and investment funds. In this section, the areas of exploration are: 

• Which are the drivers of allocation of green investments towards EMs on both the investor and 

recipient side?  

• Which funds are most or least likely to invest in green assets and which features make certain 

EMs receive more green capital than others? 
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Regional differences in composition and volatility 

Capital flows patterns show different and evolving regional dynamics, with different composition of flows 

and as a result, different volatility of capital flows3.  

Emerging Asia excluding the People’s Republic of China (hereafter China) has exhibited relatively stable 

capital inflows, largely driven by FDI and other types of inflows such as banking flows – in particular, this 

latter category has fluctuated within a high range, frequently exceeding $60 billion per quarter in certain 

periods, reflecting the region's strong appeal to banking flows. In contrast, Latin America's capital flows 

demonstrate greater volatility and strong but less stable FDI inflows.  

A significant distinction between the two regions lies in the behavior of portfolio flows: Emerging Asia 

(excluding China) shows a moderate yet stable contribution from portfolio debt and equity inflows, with 

bouts of volatility materialised by outflows. In contrast, Latin America's portfolio flows, especially debt, 

represented a much larger share of flows in the first half of the decade before exhibiting greater volatility 

since. Latin America's banking flows also tend to experience more pronounced fluctuations. Over time, 

Emerging Asia (excluding China) capital flows display a more consistent upward trajectory relative to Latin 

America, which continues to experience more cyclical patterns (Figure 1). 

2 Regional differences in capital flow 

composition, volatility and investor 

base 
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Figure 1. Comparison of capital flow dynamics in Emerging markets  

Capital inflows (2007q1-2023q4) – by asset class 

a. Emerging markets (% region GDP) 

  

b.  Emerging markets (bln USD) 

 

c. Emerging Asia ex China (% region GDP) 

  

d. Emerging Asia ex China (bln USD) 

  
e. Latin America (% region GDP) 

 

f. Latin America (bln USD) 

 

  

Source: IMF BoP, OECD, OECD calculations. EM sample listed in the Annex. Left hand side charts scaled by the sum of quarterly GDP of 

countries in the region.  
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The volatility of capital flows also differs significantly between the two regions: In Emerging Asia, equity 

inflows have been significantly volatile, as indicated by a broad interquartile range, while Latin America 

has experienced only moderate variability across different asset categories, with portfolio flows, and 

particularly debt, displaying higher volatility. Overall, FDI flows continue to the most resilient component 

(Hoggarth, Jung and Reinhardt, 2016[5]), (Figure 2).  

As policymakers are confronted with the challenge of how to attract more FDI and specifically sustainable 

FDI, policies promoting FDI liberalisation, sustainability impact assessments, and a supportive policy 

environment are crucial for maximizing the benefits of sustainable investments while minimizing potential 

drawbacks (Box 1). 

Figure 2. Portfolio flows are the most volatile type of flows to EMs, FDI the least volatile  

a. Coefficient of variation (2010q1-2023q4) 
 
 

 

b. Standard deviation (% respective lagged 

liabilities, 2010q1-2023q4) 
 

 
 

Source: IMF, OECD calculations. Note: EM sample (See Annex). The coefficient of variation (panel a) is obtained dividing the standard deviation 

of capital inflows by the absolute value of mean flows for all countries. The standard deviation (panel b) is inflows (% lagged IIP liabilities for a 

given asset class). The figures plot the country at the median, 25th percentile and 75th percentile in terms of coefficients of variation. Portfolio 

inflows are debt plus equity inflows. 
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Box 1.  Promoting sustainable and stable capital flows: the role of foreign direct investment (FDI) 

FDI plays a crucial role as a stable and sustainable source of finance for EMs, especially when compared 

to more volatile portfolio flows. Unlike portfolio investments, which can rapidly fluctuate in response to 

market conditions and investor sentiment, FDI typically represents a long-term commitment by multinational 

enterprises, fostering economic stability and sustainable development4. As EMDEs strive for sustainable 

growth, FDI provides a reliable funding source that supports infrastructure development and 

industrialisation, ultimately contributing to resilience against external shocks and economic volatility.  

While FDI can foster sustainable development, it can also have adverse effects – such as environmental 

degradation or gender inequality – if not managed properly. This complexity underscores the need for 

robust indicators and tools to measure the sustainability impacts of investments and policies to strengthen 

these positive impacts.  
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Portfolio flows for their part have proved volatile in recent years. While EM outflows were limited in the 

current monetary policy cycle compared to past episodes, country-specific data reveal important 

heterogeneity across the EM group (Figure 3). In absolute terms, China experienced substantial portfolio 

outflows in 2022 and 2023. South Africa, Mexico, Indonesia and Thailand also experienced outflows in 

aggregate over the last two years, while India, Colombia, Malaysia, Brazil, Hungary and Chile had positive 

aggregate inflows. 

Liberalisation of FDI 

The OECD Capital Movements Code is the only multilateral instrument promoting liberalisation of the full 

range of international capital movements, including FDI, both pre- and post-establishment. Liberalising FDI 

regulations can significantly enhance a country’s attractiveness to investors. The OECD’s FDI Regulatory 

Restrictiveness Index shows that a 10% reduction in restrictions could boost bilateral FDI stocks by over 

2%, thereby unlocking further productivity gains. However, enhanced market access alone cannot address 

major societal and environmental challenges. Like domestic investments, FDI that supports the sustainable 

development goals (SDGs) can be encouraged through policies going beyond those policies conducive to 

investment in general. These policies can be divided into five categories: governance, domestic and 

international regulation and legislation, technical and financial support, information and facilitation services 

and development co-operation (OECD, 2022[6]).  In addition, taking a holistic approach to the liberalisation 

of FDI regulations can enable host economies to not only attract more FDI, but improve its quality while 

managing any security implications, as discussed in the strategy for "Supporting EMDEs in attracting more, 

better and safer FDI".5 

The importance of a favourable policy environment 

For sustainable investment to flourish, a supportive policy environment is essential. Such an environment 

mobilises capital, skills, and technology, enabling firms to channel resources efficiently and effectively. 

OECD standards (such as the Policy Framework for Investment and the FDI Qualities Recommendation 

and Policy Toolkit) can guide OECD and EMDE governments in creating an environment conducive to 

sustainable investment. 

Promoting sustainable investment 

Investment promotion agencies (IPAs) are crucial in the sustainable investment ecosystem. A recent OECD 

survey revealed that 87% of IPAs prioritise job creation and skills development when attracting investment, 

while 50% consider decarbonisation indicators. Such indicators can allow IPAs to track and target 

investment projects, which contribute to sustainable development and the low carbon transition. By bridging 

information gaps, IPAs not only facilitate sustainable investment but also advocate for policies that align 

with business sustainability goals as well as help with capacity building. 

Many countries use targeted investment tax incentives to promote sustainable development. According to 

the OECD Investment Tax Incentives Database, among 52 developing economies covered, 46 offer at least 

one SDG-related incentive, nearly half provide incentives focused on environmental sustainability and job 

creation. However, the effectiveness of these incentives is often not evaluated, making regular assessment 

crucial to prevent wasteful spending and inefficient use of public resources. 

Sources: (OECD, 2022[6]), (Financial Times, 2024[7]), (OECD, 2023[8])  
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Figure 3. Divergent Monthly Portfolio Inflows to EMs since 2022 

Monthly portfolio inflows to EMs (2022-Nov 2023) - bln USD 

 

Note: See OECD Monthly Capital Flow dataset and (De Crescenzio and Lepers, 2024[9]) for detailed data description and coverage. 

Source: OECD Monthly Capital Flow dataset 

Capital flow volatility in EMs has been influenced by recent common trends across countries, which have 

shaped the post-GFC era: first, the emergence of Non-Bank Financial Institutions (NBFIs) and, second, a 

notable development linked to NBFIs, the rise of index-based investing, which has significantly affected 

investor behaviour and capital allocation. The impact of these two trends is summarised in the next two 

sections.  

Differences in the investor base: The role of NBFI intermediation  

The rise of NBFIs intermediation is an often-referenced structural trend in the post-GFC period that has 

significantly impacted the volatility of capital flows to EMs. As shown in Figure 4b, the size of assets under 

management (AUM) of global EM funds has grown substantially since 2010, especially for equity funds. 

As well described elsewhere (FSB, 2022[1]; CGFS, 2021[2]), the share of foreign NBFIs now represents 

between 40 to 50% of EM external financing (Figure 4a). Overall, investment funds alone account for a 

very large portion of this, especially as far as equity liabilities are concerned, as shown in Figure 5 below.  
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Figure 4. The rise of NBFIs in Emerging Markets 

a. NBFI share of EM external financing (%) 
 

 
 

b. AUM of global EM mutual funds (USD) 
 

 

Note: Panel a: Methodology for computing external liabilities to NBFIs following FSB (2022[1]). Panel b: Sample of 2000 largest global EM fixed 

income funds, and 3400 largest global EM equity funds, with AUM> USD 1 mln. Source: BIS, IMF, Morningstar, (OECD, 2024[10]). 

Figure 5 also shows that EMs differ widely in terms of the importance of foreign investment funds in external 

financing, with some countries having limited access to foreign investment fund financing, while in others 

(Colombia, South Africa, Indonesia, China) foreign funds account for a large share of external liabilities.  
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Figure 5. Investment funds have varying importance in different EMs  

Assets under management of foreign investment funds (% a country’s respective external portfolio liabilities - 

2023Q2)  

 

Note: Share of equity (bond) external liabilities financed by foreign equity (fixed-income) funds. Equity series for India not available. “Foreign” 

defined based on fund domicile. 

Source: IMF, Morningstar, (OECD, 2024[10]). 

The importance of foreign investment funds for a given country has been found, in turn, to impact the 

sensitivity of different EMs to global shocks. A higher share of foreign investment funds in external portfolio 

debt and equity liabilities increases the sensitivity of EM to global risk and increases exchange rate volatility 

(Schmidt and Yeşin, 2022[11]). More specifically, facing global financial tightening, sovereign bonds with a 

higher institutional ownership by foreign investment funds suffer a larger price drop (Zhou, 2023[12]). This 

increased sensitivity to global risk is especially prominent in passive and regional funds (Moro and 

Schiavone, 2022[13]). 

The March 2020 turmoil particularly underscored the need to strengthen resilience in the NBFI sector, as 

key funding markets experienced acute stress (FSB, 2022[1]). As far as EMs are concerned, the 

depreciation of their currencies against the dollar led to mark-to-market losses on local currency assets for 

foreign (AE-based) funds seeking returns in USD – the so-called “original sin redux” (Carstens and Shin, 

2019[14]). Facing high investor redemptions and at the same time raising cash buffers for liquidity 

management (Schrimpf, Shim and Shin, 2021[15]), at the peak of the March 2020 sell-off episode 

investment funds sold both risky and less risky assets, including AE government bonds, amplifying liquidity 

stress. At the same time, as financial market volatility spiked, investment funds had to post higher margins 

on their derivatives positions, which led to a “dash for cash”. This episode highlighted investment funds as 

potential amplifier of market stress and the vulnerabilities of the sector. 

The role of index-based investing  

A related change associated with the rise of NBFIs since the GFC is the growing prominence of index 

investing in shaping investor behaviour and capital allocation. Since the mid-2000s, there has been a 
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fivefold increase in the amount of assets benchmarked against widely-followed EM local-currency bond 

indices, reaching approximately $300 billion by 2020 (Arslanalp et al., 2020[16]). 

Not only did the share of passive or index-based management approaches increase significantly, but the 

country weights in the relevant indices also display important variation over time (Raddatz, Schmukler and 

Williams, 2017[17]) as shown in Figure 6. A major trend in recent years in EM equity indices has been the 

growing index weight of India and decreasing weight of China. China’s weight decreased from close to 

40% in 2021 to around 25% in 2024, while India doubled its weight from 9 to 18% over the same period.  

Figure 6. Changes in country weights in indices are frequent and significant drivers of portfolio 
flows 

Country weights in MSCI EM Index (%) 

 

Source: Morningstar, MSCI, (OECD, 2024[10]) 

These changes in country weights in major indices have had substantial repercussions on portfolio inflows 

in the post-GFC period, as shown in Figure A1 in the Annex, which shows the positive impact on portfolio 

flows to EMs from a positive change in benchmark country weight.  
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This section discusses the evolving role of different global drivers (See Box 2 for a discussion) and the 

varying sensitivity of different EMs to such global push factors.  

Global push factors are consistently significant drivers affecting post-GFC 

portfolio flows to EMs 
Empirical analysis of the impact of various global push factors on portfolio inflows to EM (specification 

detailed in Annex A) in the post-GFC period confirm their crucial role as drivers affecting inflows despite 

capturing different dimensions of global financial shocks.  

Box 2. Global financial push factors are diverse and their measurement matters 

Much work has been dedicated in recent years to showing the impact of global factors on capital flows, with 

the idea, developed in several variants, of a global financial cycle with “gross capital inflows, leverage, credit 

growth and asset prices dancing largely to the same tune” (Rey, 2013[18]).  

To proxy for global risk, most of the literature has used the VIX, which captures stock market expectations 

of volatility based on the S&P500. Critics of the VIX have pointed to the inability to separate the price of risk 

(risk aversion) and the quantity of risk (economic uncertainty), leading to the development of separate indices 

(Bekaert, Engstrom and Xu, 2022[19]). In addition, some work points to the declining explanatory power of the 

VIX as a driver of capital flows in the post-GFC period (Forbes and Warnock, 2021[20]; De Crescenzio and 

Lepers, 2024[9]; Avdjiev et al., 2020[21]). Finally, the VIX is specific to US equity markets while one may wish 

to also capture developments in fixed income (for example the MOVE Index capturing US treasury volatility 

or corporate bonds spreads like the US corporate BBB yield (Gelos et al., 2022[22])). Others have attempted 

to extract common factors from a range of asset price series, such as the global financial cycle measure of 

(Miranda-Agrippino and Rey, 2015[23]) or the risk on/risk off index of (Chari, Dilts Stedman and Lundblad, 

2020[24]).  

An obvious correlate of the global financial cycle is US monetary policy, with a large literature seeking to 

derive measures of monetary policy shocks or surprises e.g. (Iacoviello and Navarro, 2019[25]). More recently, 

recognising the central role of the dollar in the global financial system and its correlation with most global 

variables, work has looked directly at USD movements against a basket of AE or EM currencies, i.e. the 

“global dollar cycle” (Obstfeld and Zhou, 2023[26]).  

Finally, other relevant global drivers may include global commodity or oil prices, economic policy uncertainty, 

or geopolitical risk, which may be more or less correlated to the previously mentioned measures.  

There are limited correlations among key sets of global drivers (Table A1 and A2 in the Annex), with the 

exception of the dollar cycle, US monetary policy, and commodity prices. The correlation between the global 

dollar cycle and global risk aversion (VIX, risk on/off) is limited, and geopolitical risk is not correlated with 

measures of global risk aversion. Therefore, these variables capture somewhat different dimensions of global 

risk and financial conditions and should thus be tested comprehensively.   

3 The evolving role of global factors 
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Figure 7 (a) shows quarterly analysis, where coefficients represent the impact of global factors on portfolio 

inflows into 23 EMs from Q1 2010 to Q4 20236. Negative coefficients and bars that are different from zero, 

highlight a negative impact of such global shocks on portfolio inflows to EMs. As such, higher global 

uncertainty, higher global risk aversion, appreciation of the USD against other AEs7, a risk-off shock, or 

lower commodity price growth are all found to be significantly associated with lower portfolio inflows to 

EMs in the post-GFC period. Investors become more cautious and retreat from EMs when hit with such 

different global shocks.  

Figure 7. Global factors were consistent significant drivers of EM portfolio inflows post-GFC  

Coefficients of global factors on portfolio inflows to EMs post-GFC 

a. Quarterly (23 EMs) 

 

b. Monthly (15 EMs) 

 

 

Note: Coefficients plot from quarterly regressions of portfolio inflows for 23 EMs from 2010q1 to 2023q4 and monthly regressions for 15 EMs 

from 2010m1 to 2023m12 (See OECD Monthly Capital Flow dataset for coverage). Global factors enter in separate regressions. Bars show the 

90% confidence interval. See Annex A (Equation 1) for full specification including description of controls. 

These results persist across different temporal frequencies, and in particular in the analysis conducted with 

monthly data (Figure 7 (b) and Table A3b). Importantly, the consistently significant impact of this set of 

global factors do not extend to other types of capital flows: FDI inflows show no association with any of 

these global factors in the post GFC period8, and other (banking) inflows is only associated with uncertainty 

and commodity price changes but not with measures of risk aversion or USD movements (Figure 8). 
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Figure 8. The impact of global factors on FDI and other inflows  

Coefficients of global factors on FDI and other inflows to EMs (2010q1-2023q4) 

a. FDI inflows 

 

b. Other inflows 

 

Note: Coefficients plot from quarterly regressions of FDI and other inflows (%GDP) for 23 EMs from 2010q1 to 2023q4. Global factors enter in 

separate regressions. Bars show the 90% confidence interval. See Annex A (Equation 1) for full specification including description of controls. 

Box 3. A forgotten risk brought back into the spotlight: global and country-specific geopolitical 

risk 

Recent geopolitical tensions have spawned a number of empirical analyses and commentaries on their 

impact on global financial flows and possible early signs of – and material risk from – fragmentation in 

the global financial system (Aiyar et al., 2023[27]). While such work has mainly focused on testing 

different proxies of geopolitical distance on bilateral flows (Aiyar, Malacrino and Presbitero, 2024[28]; 

IMF, 2023[29]), there has been little analysis of the direct impact of geopolitical risk on overall portfolio 

flows. Along this approach, geopolitical risk would merely be another facet of risk for international 

investors. Using the recently developed indices of Caldara and Iacoviello (2022[30]), recent OECD 

analysis tests the role of such risk in a wide range of settings and confirms a strong role for geopolitical 

risk in the post-GFC period, and all the more so since the beginning of 2022 (See Figure A.3).  

Figure 9a below shows the impact of global and country-specific geopolitical risk on aggregate quarterly 

portfolio, equity and debt flows. Coefficients are negative, especially for debt inflows, highlighting that 

higher global and country geopolitical risk is associated with lower inflows.9 Using micro-level data from 

investment funds, Figure 9b also presents the impact of country geopolitical risk on changes in fund 

country allocations. Both equity and especially bond funds lower their relative allocation in countries 

with higher country-specific geopolitical risk.10  
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Figure 9. Higher global and country geopolitical risk is associated with lower aggregate portfolio 
inflows and with lower country allocation of investment funds 

a. Impact of global and country geopolitical risk on EM portfolio inflows 

  

Note: Coefficients plot from quarterly regressions of EM portfolio inflows from 2010q1 to 2023q4. Left-hand side panel’s variable of interest 

is global geopolitical risk, right-hand side panel is country specific geopolitical risk. See Annex A (Equation 1) for full specification including 

description of controls.  

b. Impact of global and country geopolitical risk on country allocation of investment funds 

   

 

Note: Sample of 2000 global EM fixed income funds, and 3400 global EM equity funds, with AUM> USD 1 mln for the 2010m1-2023m12 

period. Coefficients from panel regressions of changes in individual fund’s country allocation. Right-hand side panel features the overall 

impact of geopolitical risk conditional on the time period, through an interaction term between country geopolitical risk and a dummy taking 

the value of 1 for the period starting in February 2022. See Equation 5 in Annex A for full description of specification and controls.  

 

Source: (OECD, 2024[10]) 
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EMs have managed to reduce their sensitivity to the global financial cycle in the 

post-GFC period 

Have there been changes in the sensitivity of EM portfolio flows to global shocks? Figure 10 compares 

pre- and post-GFC estimates of the sensitivity of EM portfolio (equity and debt) inflows to five global factors: 

the VIX, indices of global risk aversion and uncertainty, the risk on/off index as well as the global USD 

cycle. It clearly highlights a broad-based reduction in the sensitivity of portfolio flows to key global factors 

and across asset class (equity and debt). Overall, portfolio equity inflows appear less sensitive than debt 

inflows to global shocks. 

Figure 10. EM portfolio flow resilience to a broad range of global shocks has increased 
significantly 

Sensitivity of EM portfolio inflows to global shocks pre- and post-GFC 

 

Note: Coefficients from quarterly panel regressions of portfolio inflows to GDP on different global factors separately in the 2000q1-2007q4 and 

2010q1-2023q4 periods – see Equation 1 in Annex A for full specification including controls. Risk on/off index starts in 2003q1. Sample of 23 

EMs. 

Despite this strengthened resilience, there remains wide heterogeneity across 

EMs in their sensitivity to global shocks 

Do all EMs have similar sensitivity to global shocks? The very diverse capital flow response to the latest 

monetary policy cycle (See Figure 3 earlier) hints at varying sensitivities above and beyond what may be 

explained by the different cyclical positions of EMs. Existing evidence shows for instance large 

heterogeneity in the response of AE and EM economic activity to U.S. interest rate surprises (Iacoviello 

and Navarro, 2019[25]).  
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Figure 11. Global financial variables do not hit EMs in the same way 

Sensitivity of portfolio inflows to global factors post-GFC (2010q1-2023q4) 

a. Vix 

 

b. USD EM broad dollar index 

 

Note: Coefficients from country-specific time series regressions of portfolio inflows to GDP on a set of controls and in panel a) the log of the VIX 

and in panel b) the USD EM broad dollar index. See Annex A Equation 1 for full specification including controls. Estimated over the 2010q1-

2023q4 period. 

Figure 11 plots country-specific coefficients estimated from time series regressions for each country. It 

confirms the very heterogeneous sensitivity of portfolio flows to global factors in the post-GFC period, both 

regarding global risk aversion as well as the US dollar cycle. The transmission of global shocks to different 

regions and EMs will differ depending on the type of global factor analysed (equity/fixed income/exchange 

rate/ US based index) and the underlying exposure of the country to that asset class or market. Beyond, it 

may reflect some more general differences in resilience, in part reflecting different policy features and 

frameworks. The next section will seek to provide further clarity on such heterogeneity. 
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This section turns to the structural policy factors that may explain the heterogeneity identified earlier. While 

a large body of research over the last decades has analysed the direct impact of different country factors 

on capital flows (Koepke, 2019[31]), fewer efforts have been dedicated to the understanding of the indirect 

role of policy in mitigating the sensitivity of capital inflows to global shocks, as well as the cross-country 

heterogeneity in this sensitivity. As such, this section seeks to analyse specifically the differences in the 

sensitivities of different EMs to common global shocks, in the spirit of a strand of recent literature devoted 

to this topic (Obstfeld, Ostry and Qureshi, 2019[32]; Bergant et al., 2023[33]; Kalemli-Özcan and Unsal, 

2024[34]; Obstfeld and Zhou, 2023[26]).11  

Because global shocks may have important implications, not only for the overall distribution of EM flows 

but also for the tails (Eguren-Martin et al., 2020[35]; Gelos et al., 2022[22]; Chari, Dilts Stedman and 

Lundblad, 2022[36]), the analysis also looks at whether the drivers are more or less prominent at the tail of 

the distribution, and more specifically at the bottom 25th percentile that broadly corresponds to EM outflows 

(negative non-resident inflows) (Table A.3 in the Annex). The analysis highlights the factors that may 

amplify sudden stops or increase the resilience and stickiness of flows.  

The list of policy variables that may have a possible impact on the sensitivity of EM capital flows to global 

shocks is long – from financial policy frameworks (FX regime, monetary policy framework, macroprudential 

policy, capital account openness) to macro fundamentals (current account balance, fiscal deficit, income 

per capita, reserves), to broader institutional (quality of governance, rule of law),  

While a comprehensive exploration of all possible variables is beyond the scope of this report, the set of 

policy factors tested in this report has been selected for a combination of relevance to the G20 agenda, 

complementarity with existing work, and data quality/availability.  

In particular, this report focuses on three sets of policy variables:  

1) monetary policy frameworks (and more specifically central bank independence); 

2) macroeconomic fundamentals (particularly the level of government debt); 

3) macroprudential and capital account policy.  

The section attempts to review existing evidence on additional variables, and future work may provide 

additional tests of different factors, also as data quality improves.  

Table 1 below presents a summary of the main significant findings in the econometric investigation: 

4 Mitigating the sensitivity of flows to 

global shocks: The role of policy 
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Table 1. Selected policy variables are found to amplify or mitigate the sensitivity of EM portfolio 
flows to global factors 

Summary of coefficients of the sensitivity of portfolio inflows to risk-on/off shock, conditional on policy variables 

 

Note: Summary of coefficients on the sensitivity of portfolio inflows (% GDP) to the global risk-on/risk-off index of (Chari, Dilts Stedman and 

Lundblad, 2022[36]), conditional on the lagged variables in the 1st column. Regressions are restricted to 2010q1-2023q4. Color-coding based on 

statistical significance of the coefficients: dark:1% significance level, medium 5%, light 10%. Green highlights a positive coefficient while brown 

highlights a negative coefficient. See Annex A for empirical specification and full set of results with other global factors in Table A4, A5, and A6. 

LHS panel estimates Eq.2 using panel OLS as per previous sections. RHS panel estimates Eq.4 using a quantile regression framework. 

In a nutshell, the analysis finds that strengthening the independence of central banks and ensuring 

sustainable and low government debt levels can help mitigate the impact of global financial shocks on EMs 

and enhance capital flows’ resilience. The rest of this section will present in turn the evolution and 

heterogeneity across EMs along these sets of policies and describe these key results in more detail. 

The role of monetary policy frameworks and governance 

EM monetary policy frameworks have evolved substantially since the GFC along a number of dimensions 

(Figure 12). Governance-wise, central bank independence has substantially increased over the last 25 

years, together with central bank transparency. Regarding monetary policy frameworks, in the last 10 years 

the share of EM central banks that have a determined inflation target grew from 50% to close to 70%. 

Floating exchange rates have become the norm, with varying degrees of intervention, hard pegs being 

progressively replaced (Hardy, Igan and Kharroubi, 2024[3]). 

Figure 12. Changes in EM monetary policy frameworks 

 

Note: 28 EMs, average. Left hand panel is central bank independence score [0-1] with 1 being most independent. Middle panel is central bank 

transparency score with higher score meaning more transparent central banks. Right side panel is the share of countries that have inflation 

targeting monetary policy frameworks. Source: Romelli  (2022[37])) , Dincer and Eichengreen (2014[38]), IMF AREAER, OECD calculations 
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Have these changes in monetary policy frameworks and governance improved the ability of EM to better 

weather global shocks?  

Existing evidence on the role of floating exchange rate regimes shows that the transmission of global 

financial shocks to domestic credit, house price growth, domestic output as well as capital flows, is 

magnified under fixed exchange rate regimes relative to more flexible regimes (Obstfeld, Ostry and 

Qureshi, 2019[32]). While EMs with fixed exchange rate regimes attract more net capital flows than 

intermediate and floating regimes, capital flows also react particularly negatively in these countries when 

the global financial cycle turns. More recent evidence also shows that more exchange rate flexibility 

strengthens an EM’s resilience against a dollar appreciation shock (Obstfeld and Zhou, 2023[26]).  

These works confirm that the trilemma may be binding for EMs, and that the absorption of shocks by 

floating exchange rates may still be (partially) working in the context of a global financial cycle, i.e. EM are 

not purely facing a dilemma between monetary policy autonomy or free capital mobility (Rey, 2013[18]).  

In parallel, it may be expected that monetary policy credibility may strengthen investor confidence in times 

of global risk spikes, and allow the exchange rate to absorb shocks without a de-anchoring of inflation 

expectations. Preliminary evidence also shows that an inflation-targeting monetary framework mitigates 

the sensitivity of EM macroeconomic variables to the global dollar cycle (Obstfeld and Zhou, 2023[26]). 

Inflation targeting has also been found to improve macroeconomic performance following exogenous 

shocks (Fratzscher, Grosse-Steffen and Rieth, 2020[39]). In addition, recent work shows that a lack of 

credible monetary policy (described as a combination of independence and accountability, policy and 

operational strategy, as well as communication) is a key factor explaining the rise in EM risk spreads, 

depreciating exchange rates, declining GDP and capital outflows in periods of US monetary policy 

tightening. Accordingly, the capacity of EMs to raise rates ahead of AEs in the latest tightening cycle, 

responding to their own inflation, may have been enabled by improved credibility  (Kalemli-Özcan and 

Unsal, 2024[34]).  

The figures below start by analysing central bank independence (CBI), which is part of a credible monetary 

policy and has up-to-date coverage of the EMs studied in this report. As explained in (Unsal, Papageorgiou 

and Garbers, 2022[40]), a well-established monetary policy framework safeguarding policy continuity and 

ensuring clarity to the public in forming policy expectations, reduces uncertainty, and ultimately makes 

monetary policy more effective. CBI and credible monetary policy anchor expectations reduce uncertainty 

and ensure policy continuity and coherence (Bernanke, 2017[41]),  which should be valued by investors.  

From a cross-sectional perspective, similar to the approach taken by Zhou (2023[12]), Figure 11 examines 

the country-specific sensitivity to global factors by plotting simple correlations with de jure CBI 12. It reveals 

a strong positive correlation between CBI and the sensitivity of equity flows to global factors, indicating that 

higher central bank independence is associated with decreased sensitivity of these flows to global shocks. 
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Figure 13. The degree of central bank independence is associated with lower sensitivity of equity 
inflows to global shocks  

Cross-sectional relationship between CBI (vertical axis) and the sensitivity of EM equity inflows to global shocks 

 

Note: Cross-sectional relationship between central bank independence (vertical axis) and the sensitivity of EM equity inflows to global shocks 

(coefficients from country-specific quarterly time series regressions of equity inflows on a given global shock, and controls, as described in 

Annex A - Equation 1). Regressions are restricted to 2010q1-2023q4. Central bank independence is averaged in the post-GFC period (2010-

2023). Sample of 23 EMs. 

Turning now to the time series dimension of the data13, the analysis shows strong evidence that CBI 

reduces the sensitivity of EM portfolio (primarily equity) flows to global shocks (Tables A5 and A6 in the 

Annex). This is the case for the full portfolio flow distribution, but even more important at the lower tail of 

the distribution, highlighting that equity investors pull out less from countries that have more independent 

central banks in times of high global risk.  

Existing datasets regarding other aspects of monetary policy frameworks such as inflation targeting or 

central bank transparency do not allow the same empirical exercise over a period including COVID, the 

US monetary policy cycle and its aftermath. However, tests on shorter time periods or extending these 

indices with latest values show that the findings presented above on CBI do not appear to be driven either 

by central bank transparency or a higher adoption of inflation targeting frameworks, which are found 

statistically insignificant.  
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The role of macroeconomic fundamentals 

The sensitivity of capital flows in periods of changing global risks may also be explained by differences in 

country macroeconomic fundamentals, whereby investors pull out first from countries with worse 

fundamentals.  

There is a range of country macroeconomic fundamentals that may impact the sensitivity of individual EMs 

to global shocks. Recent work shows that strong fundamentals like current account balance, international 

reserves, and inflation were all important determinants of EM exchange rate resilience during the last five 

cycles of US Fed monetary tightening and easing (Aizenman et al., 2024[42]). Specifically to the 2021-22 

Fed tightening, an additional 10 percentage points of FX reserves/GDP held ex-ante was found to be 

associated with 1.5 to 2% less exchange rate depreciation (Ahmed et al., 2023[43]). During the previous 

taper tantrum episode, there was mixed evidence on the role of fundamentals in providing insulation to 

EMs: (Eichengreen and Gupta, 2016[44]) found no evidence for a role of fundamentals in improving EMs’ 

resilience, such as a, lower public debt, a higher level of international reserves, and higher economic 

growth; while others found that countries with better fundamentals suffered less from the deterioration in 

financial markets (Ahmed, Coulibaly and Zlate, 2017[45]). 

This section tests how capital inflows react to global risk, and, as it can’t test all possible fundamentals, 

focuses on a specific variable, government debt level, as a core aspect that investors are likely to monitor 

in normal as well as in risk-off periods.14  

Conducting the same analysis as in the previous section, it appears that there is overall a clear negative 

relationship between the level of general government debt to GDP and the sensitivity of portfolio inflows to 

global factors. This is the case in cross-sectional analysis in the post-GFC period, as displayed in Figure 

12 along all major global drivers (albeit with different strength of the correlation).  
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Figure 14. Government debt levels are associated with higher sensitivity to global shocks  

Cross-sectional relationship between general government debt to GDP (vertical axis) and the sensitivity of EM equity 

inflows to global shocks 

 

Note: Cross-sectional relationship between the level of general government debt to GDP (vertical axis) and the sensitivity of EM equity inflows 

to global shocks (coefficients from country specific quarterly time series regressions of equity inflows on a given global shock, and controls, as 

described in Annex A). Regressions are restricted to 2010q1-2023q4. General government debt is averaged in the post-GFC period (2010-

2023). Sample of 22 EMs. 

This is also the case when exploiting the time series dimension of the data: Table A7 and 8 shows that the 

sensitivity to global factors depends on the level of government debt (negative interaction term between 

the global risk factor and government debt). This is especially the case in risk-off periods, at the tail of the 

capital flow distribution (bottom 25 percentile), and for equity inflows rather than debt inflows. 

Testing additional proxies within the same framework, no evidence is found that a stronger FX reserves 

position per se (as proxied by the IMF ARA metric) mitigates the sensitivity of capital flows to global risk 

shocks.  

Macroprudential policy stringency and capital account policy restrictiveness 

A final set of policy factors that may have changed the sensitivity of capital flows to global shocks post-

GFC relates to macroprudential and capital account policy. The conduct of macroprudential policy has 

profoundly changed since the GFC. While in the pre-GFC period EMs had already used a variety of 
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regulations that may be called “macroprudential”, the GFC marked a clear consensual shift from a micro- 

to a macroprudential perspective to financial regulation, with governments assigning new financial stability 

mandates to dedicated authorities. Macroprudential policy actions increased post-GFC in both AEs and 

EMs. This is the case not only looking at cumulative counts of macroprudential tightening actions but also 

regarding measures capturing macroprudential intensity (Figure 15). The COVID-19 shock halted this trend 

of macroprudential tightening with a relaxation across the board of macroprudential tools. The 2021 pick-

up hints at the temporary nature of this relaxation.  

On the other hand regarding capital account policies, EMs overall gradually liberalised capital inflow 

restrictions over the period, with a continuous liberalisation trend since 2011 (Figure 16a). Despite this 

general trend, in 2019 (the latest year available for the capital account restrictiveness index) there 

remained strong heterogeneity in capital account openness of EMs, with China and India scoring as 

restricted, while countries like Costa Rica, Chile and Peru appearing very open to capital inflows (Figure 

16b).  

 

Figure 15. Changes in EM macroprudential policy activity in the post-GFC period 

a. Changes in EM macroprudential policy activity 
in the post-GFC period 

 

b. Macroprudential stringency (2021q4) 
 

 

Note: Bars are the cumulative sum since 1990 of net tightening – easing macroprudential policy actions summed over 27 EMs. Line and dots 

are the mean EM macroprudential intensity, captured as the sum of the countercyclical capital buffer (CCyB) rate plus a coded loan to value 

(LTV) cap variable [(100-LTV cap)/5 following Eller et al (2020[46])] 

Source: IMF iMaPP, BIS, ESRB, OECD calculations 
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Figure 16. Capital account restrictions in the post-GFC period in EMs 

a. Changes in EM inflow CFMs 

 

Source: Lepers and Mehigan (2019), OECD calculations 

Note: Bars are the cumulative sum since 1995 of net tightening – easing inflow 

CFM actions summed over 27 EMs. Negative bars indicate net liberalisation of 

controls. 

b. Capital account restrictiveness (inflow) – 2019 

 

Source: Fernandez et al (2015). Note: 2019 (latest year available). 

What may be the impact of macroprudential policy regarding the transmission channel explored in this 

report ? There is only limited evidence that traditional macroprudential policy has a direct impact on capital 

inflows  (Forbes, 2020[47]; Eller et al., 2019[48]; Lepers and Mehigan, 2019[49]). Unlike currency-based 

measures or capital flow management measures, which target respectively foreign currency assets or 

liabilities or non-resident transactions, traditional macroprudential measures are less directly linked to 

cross-border capital flows. Therefore, the impact of macroprudential policy on the sensitivity of capital flows 

to global shocks is likely to materialise more through indirect channels. Recent evidence finds that a tighter 

macroprudential stance amplifies the negative impact of risk-off shocks (causing larger bond outflows) and 

risk-on shocks (causing larger bond inflows) (Chari, Dilts-Stedman and Forbes, 2022[50]). This may be 

attributed to sectoral spillovers, whereby macroprudential regulations (which has been mainly applied to 

the banking sector) increase the resilience of banks to extreme risk-off states but shift the risk exposure to 

bond investors. The higher exposure of non-bank bond investors may in turn increase capital flow volatility. 

Finally, well-known limitations with macroprudential policy indices may prevent the drawing of strong policy 

conclusion from empirical analysis. The main limitation relates to the difficulty to capture policy intensity 

and stringency15, thus often relying on dummy variables of tightening and easing actions. Another issue 

relates to the pooling in aggregate indices of very different policy tools: meta-analysis taking stock of the 

literature concluded on the considerable heterogeneity in macroprudential impact across instruments 

(Araujo et al., 2024[51]). As such, research has so far used either cumulative indices of dummy-based 

macroprudential actions or intensity-based measures looking only at a limited part of the macroprudential 

toolkit. Furthermore, for the purpose of the present report, the lack of data on macroprudential policy post-

2021 prevents a similar analysis as the previous section, which would incorporate data for 2022 and 2023 

with the latest US monetary policy cycle.  

Figure 17 and Table A9 and A10 show nonetheless the results of the same exercise as in previous sections 

with available data.16 Figure 17 demonstrates that macroprudential policy activity did not correlate with the 

sensitivity of inflows into different EMs to global shocks in cross-sectional settings for the-post GFC period. 

Exploiting the time series, there is limited evidence of a role for macroprudential policy in mitigating or 
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amplifying the sensitivity to shocks, with the exception of a significant positive impact on portfolio inflows 

in risk-off periods (Table A9 and A10).17  

Figure 17. Macroprudential policy and country-specific equity inflow sensitivity to global shocks  

Cross-sectional relationship between the cumulative changes in macroprudential policy (vertical axis) and the 

sensitivity of EM equity inflows to global shocks 

 
Note: Cross-sectional relationship between macroprudential policy (vertical axis) and the sensitivity of EM equity inflows to global shocks 

(coefficients from country specific quarterly time series regressions of equity inflows on a given global shock, and controls, as described in Annex 

A). Macroprudential policy is the cumulative sum of a country’s tightening actions – net of loosening actions since 1990, averaged in the post 

GFC period (2010-2021). Regressions are restricted to 2010q1-2023q4. Sample of 23 EMs. 

While there is no conclusive evidence for a role for macroprudential policy in mitigating the sensitivity of 

portfolio inflows to global shocks, there is strong evidence of the benefits of macroprudential policy through 

other channels. In times of important capital inflows, there is evidence that macroprudential policy mitigates 

the “capital flow-credit nexus”, i.e. the sensitivity of EM household and corporate credit growth to capital 

inflows (Carvalho, Lepers and Mercado, 2024[52]; Fendoğlu, 2017[53]), and hence limits the risk of domestic 

credit bubbles. In bad times such as global financial shocks or sudden stops, there is also evidence that 

macroprudential policy enhances the resilience of the EM domestic banking sector - and hence of credit 

and GDP - to shocks such as increases in global risk, capital flow sudden stops, and US monetary policy 

shocks (Bergant et al., 2023[33]; Coman and Lloyd, 2022[54]).18 Finally, tighter macroprudential policy helps 

to regain monetary independence in face of portfolio flows (Aizenman, Chinn and Ito, 2020[55]).  
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The lack of evidence of direct impact on portfolio inflows may also more fundamentally reflect the fact that 

macroprudential policy has been primarily applied to the banking sector. As this report has shown, NBFIs 

and in particular investment funds, are a key driver of portfolio inflows to EMs and for global EM funds are 

most often domiciled abroad in AEs and international financial centres. As such, a more direct impact on 

cross-border portfolio flows may be expected from macroprudential policy in the source country19 and if 

regulation was to be applied to NBFIs. 

Policy discussions around the regulation of NBFIs and the possibility of macroprudential policy beyond 

banking have intensified in the last years (ESRB, 2016[56]). The FSB has dedicated in recent years several 

workstreams to assess and address NBFIs vulnerabilities in the following areas: resilience of money 

market funds and short-term funding markets, liquidity risk in open-ended funds, margining practices, as 

well as non-bank leverage (FSB, 2023[57]; FSB, 2021[58]). Such work was particularly strengthened 

following the March 2020 market turmoil.  
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While long-term and stable capital flows are essential to help scale up development financing in EMs, 

capital will need to flow specifically to finance the transition to low-emission economies. According to the 

International Energy Agency (IEA), achieving net-zero greenhouse gas emissions by 2050 requires 

emerging and developing economies to invest around USD 1 trillion annually in the renewable energy 

sector by 2030 (IEA, 2021[59]).  

The Independent High-Level Expert Group on Climate Finance estimates that around 55% of the climate 

financing needed can be covered by private investment, 25% by Multilateral Development Banks (MDBs), 

and 20% by other actors using innovative instruments for low-cost financing (Songwe, Stern and 

Bhattacharya, 2022[60]). For EMs with limited domestic investment, cross-border private capital flows, 

including FDI, bank lending, and portfolio equity and debt flows from international investors, will prove key.  

FDI in renewable energy 

Foreign direct investment (FDI) can help accelerate energy transitions towards carbon neutrality by 

providing sustainable financial and technological resources needed to support green growth. As many 

countries are stepping up efforts to diversify their energy supply and strengthen energy independence, 

mobilising foreign investment to achieve environmental policy goals might become especially challenging 

and, hence, understanding what factors encourage renewable energy FDI is particularly important.  

Greenfield investment in renewable energy has been increasing since 2012, possibly reflecting factors 

such as global energy demand and other market conditions, while greenfield investment in fossil fuels 

shows some signs of a slowdown (Knutsson and Ibarlucea Flores, 2022[61]; OECD, forthcoming[62]). 20 The 

composition of investments in renewables has also shifted from predominantly solar and wind technologies 

to over 40% of investments in hydrogen and other emerging clean technologies in 2023 (OECD, 

forthcoming[62]).  

In OECD countries, newly announced investments in this sector reached USD 172 billion in 2023, whereas 

greenfield activity in fossil fuels has decreased dramatically, from 35% of greenfield FDI in 2003 to 3% in 

2023 (OECD, forthcoming[62]). Cross-border M&A activity in renewable energy, however, has lagged 

behind the fossil fuel sector. In 2021, renewable energy accounted for less than 1% of total cross-border 

M&A values, compared to 3% for fossil fuels. Despite this, fossil fuel M&A deals have been declining, while 

renewable energy M&A activity has remained relatively stable over time. The low share of renewable M&A 

deals can be attributed to the nature of renewable energy investments: as they constitute mainly newly 

constructed plants, especially in the case of new and emerging technologies, including solar, wind or 

geothermal, they consist largely of greenfield projects.  

OECD research (Knutsson and Ibarlucea Flores, 2022[61]) has shown that broad investment conditions and 

the strength of climate policies (The FDI Qualities Policy Toolkit (OECD, 2022)) can help fostering a 

favourable environment for renewable energy.21 More FDI projects into renewables go to larger markets, 

5 Resilient capital flows: Attracting 

green investment 
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picking up the greater demand of larger economies for clean energy. Foreign firms from larger countries 

undertake more cross-border projects in renewable energy, possibly because larger and richer economies 

might have more sustainable financial and technological resources to reach the competitive edge and the 

development and deployment of clean technologies. Interestingly, the importance of investment conditions 

and the strength of climate policies differs depending on the sector where mergers and acquisitions (M&A) 

and greenfield investors come from, suggesting that different motives might be driving the types of 

investors. For M&A investment, the difference in drivers is less distinct. Climate mitigation measures matter 

for all acquiring firms, irrespective of their sectoral origin. This finding is in line with the idea that companies 

that have already benefitted from the climate policies might be more attractive targets for foreign investors 

than businesses in a location where such policies were weaker. Moreover, this result might be partially 

related to the fact that many M&A originating from outside the energy sector are undertaken by financial 

firms seeking to maximise return on investment, so that these investors take the strength of climate policies 

into account. 

The extent to which these factors impact investment decisions varies depending on where the investors 

come from: firms from outside the energy sector seem to put less weight on the climate policies when 

undertaking greenfield projects in renewable power, whereas energy firms put more weight on restrictions 

to FDI than their non-energy counterparts. Dissimilarity of the underlying motives behind investment 

projects, the extent of sunk costs incurred, and the investment horizon might contribute to these differences 

between the investor types. 

Targeted policies in different areas help attract more FDI in renewable energies and other low-carbon 

technologies. This includes, first and foremost, national visions and strong government commitments to 

the low-carbon transition and to renewable energies, which are underpinned by coherent policy and 

strategic frameworks. Furthermore, a robust regulatory framework and conducive enabling environment 

for renewable energies can facilitate investment in this sector. It is also important to tailor investment 

promotion efforts to renewable investments. Facilitation services can help reduce administrative barriers 

for renewable energy investors (OECD, 2022[6]). 

However, besides FDI, other sources of financing, and notably portfolio investment flows, will still be 

needed to meet EMs’ increasing financing needs (Couto, 2023[63]). 

Portfolio capital flows to green sectors: evidence from investment funds 

Previous OECD research delivered to the G20 FMCBG (OECD, 2023[4]) assessed, on the basis of a 

dataset of the largest 37 000 mutual funds, the current state of portfolio investment in companies involved 

in carbon solutions in EMs (defined as companies engaged for instance as renewable energy, green 

transport, and buildings) . It has shown that despite the recent boom in ‘sustainable’ investing, only a very 

limited share of total equity and bond investments goes to companies involved in carbon solutions and, 

within this share, an even smaller proportion goes to EMs (De Crescenzio and Lepers, 2024[64]; OECD, 

2023[4]). In addition, the distribution of green capital flows is particularly skewed towards few countries, and 

in particular the US and China.  

Going one step further in this analysis, fund-level and fund-country level regressions highlight several 

important fund and country characteristics as particularly important drivers of higher investment in green 

EM companies.  

Funds’ characteristics  

Which funds are most or least likely to invest in green assets? The empirical analysis conducted over a 

cross-section of the 37000 largest investment funds (summarized in Table 2) highlights that:  
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• Age is negatively correlated with allocation of investments in green assets: newer investment funds 

are investing more in green assets, picking up new trends compared to older funds. Passive funds 

declaring tracking specific indices is weakly associated with a higher share of green assets and 

funds targeted at institutional investors are associated with a significantly lower share of green 

investments.  

• Funds’ EM exposure, domicile in EM, or EM mandate positively correlate with investment in green 

assets, highlighting that funds domiciled and investing in a single country are typically more likely 

to invest in green assets.   

• Finally, despite potential greenwashing, sustainable labelled funds are still more likely than other 

funds to have a higher share of their investments in green companies. 

Table 2. Drivers of green capital flows: funds’ characteristics  

 

Note: Dependent variable is the fund level share of green or fossil fuel companies assets in the portfolio. Regressions are run using OLS on 

funds holdings as of 2023Q1. Clustered SE at the fund level. See source for detailed description. Color coding based on statistical significance 

of the coefficients: dark:1% significance level, medium 5%, light 10%. Green highlights a positive coefficient while brown highlights a negative 

coefficient. Source: (De Crescenzio and Lepers, 2024[64]) 

This analysis confirms the importance of, on the one hand, the development of domestic specialised green 

funds in addition to the broader inclusion of green companies in global or regional equity benchmarks. 

Country characteristics  

The analysis also tests why do some countries receive more green investments than others? The country 

specific allocation of fund is determined by their mandate – global, regional, or country specific. Unlike the 

previous section, the analysis focuses on a sample of global EM equity funds as these funds can in theory 

invest in any EM22 and highlights that:  

• Inclusion of EM green companies in benchmarks enhance green investments: the country 

allocation in the benchmark MSCI EM equity index appears the single most important positive 

covariate of green investments in EMs, underscoring the importance for green companies to make 

their ways into benchmarks.  

• Concentration of the ownership of firms (proxied by the share of listed companies where the top 3 

shareholders own more than 50% of the shares), negatively affects green investments.  

• Greater green allocation in EMs is linked to higher portfolio flow openness and economic freedom, 

capturing the rule of law, government size, regulatory efficiency, market openness.  

• Climate-related factors such as exports in renewable manufacturing.  

Share of green assets Share of fossil fuel related assets

Fund characteristics

Fund size

Age

Index funds

Institutional investor funds

Domestic fund

Sustainable fund
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Table 3. Drivers of green capital flows: country characteristics 

 

Note: Dependent variable is the fund level country share of green assets in the portfolio. Poisson regressions. Clustered SE at the fund level. 

See source for detailed description. Color coding based on statistical significance of the coefficients: dark:1% significance level, medium 5%, 

light 10%. Green highlights a positive coefficient while brown highlights a negative coefficient.  

Source: (De Crescenzio and Lepers, 2024[64]) 

The crucial role of benchmarks in driving investment in general, and also green investments, points to the 

importance of index inclusion of green companies. More generally, structural issues in global capital 

markets act as barriers for EMs, including the concentration of firm ownership and its impact on free-float 

levels, and biases towards large companies for inclusion in an index. This favours an uneven distribution 

of investment, as usually EMs are perceived as riskier investment destinations. 

The absence of portfolio inflows restrictions and the level of openness and economic freedom are common 

drivers of investment in general and also impact green investment. The renewable energy generation of a 

country and the country’s share in green exports have turned out to be important determinants of 

investment funds’ asset allocation towards green. Also credible, robust and just national transition plans 

can serve as a structural guidance for corporates and financial investors.  

Working on benchmark inclusion and maintaining openness and good investment climate, while 

developing green sectors domestically to ensure a pool of green competitive and investable companies 

are all avenues that may be on policymakers’ agendas. 

Country share of green assets

Capital markets

MSCI EM weight

Concentration of firm ownership

Macro variables
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Climate vulnerability
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Take-aways on how to foster resilient capital flows 

The findings presented highlight that portfolio flows continue to be influenced by several global factors, 

including global risk aversion, uncertainty, commodity prices, U.S. dollar fluctuations, and monetary policy 

changes. As these global determinants continue to play a pivotal role in shaping capital movements, 

enhanced macroeconomic policy co-ordination and transparent communication of monetary policy can 

contribute to making capital flows more resilient. In addition, geopolitical risk, has emerged as a distinct 

and significant driver of portfolio flows, particularly in the context of rising tensions seen in recent years.  

A positive trend has been the reduced sensitivity of EMs to global shocks in the post-GFC period, signaling 

improved resilience overall. Nonetheless, this resilience varies across EMs, with differences largely 

attributed to structural policy variations. Key take-aways from the analysis include: 

• Greater central bank independence is strongly linked to a reduced sensitivity of portfolio flows to 

global shocks. EMs with more autonomous central banks tend to absorb shocks more effectively. 

• Lower government debt levels are associated with fewer portfolio outflows during periods of 

adverse global shocks. 

• While evidence that stricter macroprudential policies reduce portfolio outflows during periods of 

heightened global risk is limited, such policies have strengthened banking sector resilience, 

supported credit availability, and contributed to a reduction in GDP volatility. 

These policy conclusions suggest that a continued focus on central bank independence and fiscal 

discipline may offer EMs greater protection against external shocks, while macroprudential policies 

continue to play an important role in safeguarding broader financial stability. The role and vulnerabilities of 

NBFIs, and notably investment funds, in driving portfolio flows volatility, also highlighted in the analysis, 

render particularly relevant ongoing discussions on the regulation of investment funds.  

6 Conclusions 



38    

G20/OECD REPORT ON ASSESSING AND PROMOTING CAPITAL FLOW RESILIENCE IN EMERGING MARKETS AND DEVELOPING ECONOMIES © OECD 2024 

  

References 
 

Ahmed, R. et al. (2023), On the Effectiveness of Foreign Exchange Reserves during the 2021-22 

U.S. Monetary Tightening Cycle, http://www.nber.org/papers/w30935. 

[43] 

Ahmed, S., B. Coulibaly and A. Zlate (2017), “International financial spillovers to emerging 

market economies: How important are economic fundamentals?”, Journal of International 

Money and Finance, Vol. 76, pp. 133-152, https://doi.org/10.1016/j.jimonfin.2017.05.001. 

[45] 

Aiyar, S., C. Calomiris and T. Wieladek (2012), “Does Macro-Pru Leak? Evidence from a UK 

Policy Experiment”, NBER Working Papers, https://ideas.repec.org/p/nbr/nberwo/17822.html 

(accessed on 7 August 2019). 

[87] 

Aiyar, S. et al. (2023), Geo-Economic Fragmentation and the Future of Multilateralism. [27] 

Aiyar, S., D. Malacrino and A. Presbitero (2024), “Investing in friends: The role of geopolitical 

alignment in FDI flows”, European Journal of Political Economy, p. 102508, 

https://doi.org/10.1016/j.ejpoleco.2024.102508. 

[28] 

Aizenman, J., M. Chinn and H. Ito (2020), “Financial Spillovers and Macroprudential Policies”, 

Open Economies Review, Vol. 31/3, pp. 529-563, https://doi.org/10.1007/s11079-020-09580-

9. 

[55] 

Aizenman, J. et al. (2024), “The performance of emerging markets during the Fed’s easing and 

tightening cycles: A cross-country resilience analysis”, Journal of International Money and 

Finance, https://doi.org/10.1016/j.jimonfin.2024.103169. 

[42] 

Alam, Z. et al. (2024), “Digging Deeper—Evidence on the Effects of Macroprudential Policies 

from a New Database”, Journal of Money, Credit and Banking, 

https://doi.org/10.1111/jmcb.13130. 

[66] 

Araujo, J. et al. (2024), “Effects of macroprudential policy: Evidence from over 6,000 estimates”, 

Journal of Banking & Finance, p. 107273, https://doi.org/10.1016/j.jbankfin.2024.107273. 

[51] 

Arslanalp, S. et al. (2020), Benchmark-Driven Investments in Emerging Market Bond Markets: 

Taking Stock. 

[16] 

Aslam, A. et al. (2016), Trading on Their Terms? Commodity Exporters in the Aftermath of the 

Commodity Boom. 

[72] 

Avdjiev, S. et al. (2020), “The shifting drivers of global liquidity”, Journal of International 

Economics, Vol. 125, https://doi.org/10.1016/j.jinteco.2020.103324. 

[21] 

Bekaert, G., E. Engstrom and N. Xu (2022), “The Time Variation in Risk Appetite and 

Uncertainty”, Management Science, Vol. 68/6, pp. 3975-4004, 

https://doi.org/10.1287/mnsc.2021.4068. 

[19] 

Bergant, K. et al. (2023), “Dampening Global Financial Shocks: Can Macroprudential Regulation 

Help (More than Capital Controls)?”, Journal of Money, Credit and Banking, 

https://doi.org/10.1111/jmcb.13089. 

[33] 



   39 

G20/OECD REPORT ON ASSESSING AND PROMOTING CAPITAL FLOW RESILIENCE IN EMERGING MARKETS AND DEVELOPING ECONOMIES © OECD 2024 

  

Bernanke, B. (2017), MONETARY POLICY IN A NEW ERA. [41] 

Binder, C. (2021), “Political Pressure on Central Banks”, Journal of Money, Credit and Banking, 

https://doi.org/10.1111/jmcb.12772. 

[76] 

Blanchard, O. and J. Acalin (2016), “What Does Measured FDI Actually Measure?”, PIIE Policy 

Brief. 

[79] 

Burger, J., F. Warnock and V. Warnock (2022), “A natural level of capital flows”, Journal of 

Monetary Economics, https://doi.org/10.1016/j.jmoneco.2022.05.009. 

[70] 

Caldara, D. and M. Iacoviello (2022), “Measuring Geopolitical Risk”, American Economic 

Review, Vol. 112/4, pp. 1194-1225, https://doi.org/10.1257/aer.20191823. 

[30] 

Carstens, A. (2019), “Exchange rates and monetary policy frameworks in emerging market 

economies”, Lecture by Mr Agustín Carstens, General Manager of the BIS, at the London 

School of Economics, London, 2 May 2019., https://www.bis.org/speeches/sp190502.htm 

(accessed on 7 August 2019). 

[89] 

Carstens, A. and H. Shin (2019), Emerging Markets Aren’t Safe Yet, Foreign Affairs, 

https://www.foreignaffairs.com/articles/2019-03-15/emerging-markets-arent-out-woods-yet 

(accessed on 7 August 2019). 

[14] 

Carvalho, D., E. Lepers and R. Mercado (2024), “Taming the “Capital Flows-Credit Nexus”: A 

Sectoral Approach”, Open Economies Review, https://doi.org/10.1007/s11079-024-09762-9. 

[52] 

Central Bank of Ireland (2023), Discussion Paper An approach to macroprudential policy for 

investment funds. 

[88] 

CGFS (2021), Changing patterns of capital flows. [2] 

Chari, A., K. Dilts Stedman and C. Lundblad (2022), Global Fund Flows and Emerging Market 

Tail Risk, http://www.nber.org/papers/w30577. 

[36] 

Chari, A., K. Dilts Stedman and C. Lundblad (2020), “Capital Flows in Risky Times: Risk-On / 

Risk-Off and Emerging Market Tail Risk”, The Federal Reserve Bank of Kansas City 

Research Working Papers, https://doi.org/10.18651/rwp2020-08. 

[24] 

Chari, A., K. Dilts-Stedman and K. Forbes (2022), “Spillovers at the extremes: The 

macroprudential stance and vulnerability to the global financial cycle”, Journal of International 

Economics, p. 103582, https://doi.org/10.1016/j.jinteco.2022.103582. 

[50] 

Cheng, J., D. Wessel and J. Younger (2020), How did COVID-19 disrupt the market for U.S. 

Treasury debt?, Brookings The Hutchings Center Explains Series, 

https://www.brookings.edu/blog/up-front/2020/05/01/how-did-covid-19-disrupt-the-market-for-

u-s-treasury-debt/ (accessed on 16 November 2020). 

[90] 

Coman, A. and S. Lloyd (2022), “In the face of spillovers: Prudential policies in emerging 

economies”, Journal of International Money and Finance, Vol. 122, 

https://doi.org/10.1016/j.jimonfin.2021.102554. 

[54] 

Cordella, T. et al. (2014), Reserve Requirements in the Brave New Macroprudential World, The 

World Bank, https://doi.org/10.1596/978-1-4648-0212-6. 

[85] 

Couto, L. (2023), The role of central banks, financial regulators and sectoral coalitions. [63] 



40    

G20/OECD REPORT ON ASSESSING AND PROMOTING CAPITAL FLOW RESILIENCE IN EMERGING MARKETS AND DEVELOPING ECONOMIES © OECD 2024 

  

Croce, M. et al. (2019), “Government debt and the returns to innovation”, Journal of Financial 

Economics, Vol. 132/3, pp. 205-225, https://doi.org/10.1016/j.jfineco.2018.11.010. 

[82] 

Cukierman, A., S. Webb and B. Neyapti (1992), “Measuring the Independence of Central Banks 

and Its Effect on Policy Outcomes”, The World Bank Economic Review, 

https://academic.oup.com/wber/article/6/3/353/1638299. 

[81] 

de Crescenzio, A. and E. Lepers (2021), “Extreme capital flow episodes from the Global 

Financial Crisis to COVID-19: An exploration with monthly data”, OECD Working Papers on 

International Investment, No. 2021/05, OECD Publishing, Paris, 

https://doi.org/10.1787/d557b9c4-en. 

[74] 

de Crescenzio, A., E. Lepers and Z. Fannon (2021), “Assessing the effectiveness of currency-

differentiated tools : The case of reserve requirements”, OECD Working Papers on 

International Investment, No. 2021/01, OECD Publishing, Paris, 

https://doi.org/10.1787/e979a657-en. 

[83] 

De Crescenzio, A. and E. Lepers (2024), “Extreme Capital Flow Episodes From the Global 

Financial Crisis to COVID-19: An Exploration With Monthly Data”, Open Economies Review, 

https://doi.org/10.1007/s11079-023-09745-2. 

[9] 

De Crescenzio, A. and E. Lepers (2024), What Drives Capital to Green Companies in Emerging 

Markets: Evidence from Investment Funds, https://ssrn.com/abstract=4822081. 

[64] 

Dincer, N. and B. Eichengreen (2014), Central Bank Transparency and Independence: Updates 

and New Measures *. 

[38] 

Dreher, A., J. Sturm and J. Haan (2010), “When is a central bank governor replaced? Evidence 

based on a new data set”, Journal of Macroeconomics, Vol. 32/3, pp. 766-781, 

https://doi.org/10.1016/j.jmacro.2010.04.001. 

[78] 

Eguren-Martin, F. et al. (2020), “Capital flow at risk, push, pull and the role of policy”, Bank of 

England Working Papers. 

[35] 

Eichengreen, B. and P. Gupta (2016), Managing Sudden Stops, http://econ.worldbank.org. [44] 

Eller, M. et al. (2019), Capital Flows and the Stabilizing Role of Macroprudential Policies in 

CESEE *. 

[48] 

Eller, M. et al. (2020), “Macroprudential policies in CESEE-an intensity-adjusted approach”, 

Focus on European Economic Integration. 

[46] 

ESRB (2016), Macroprudential policy beyond banking: an ESRB strategy paper. [56] 

Federico, P., C. Vegh and G. Vuletin (2014), Reserve Requirement Policy over the Business 

Cycle, National Bureau of Economic Research, Cambridge, MA, 

https://doi.org/10.3386/w20612. 

[86] 

Federico, P., C. Vegh and G. Vuletin (2013), “Effects and role of macroprudential policy: 

Evidence from reserve requirements based on a narrative approach”, 

http://siteresources.worldbank.org/EXTLACOFFICEOFCE/Resources/870892-

1415025414579/Background1.pdf (accessed on 26 April 2019). 

[84] 



   41 

G20/OECD REPORT ON ASSESSING AND PROMOTING CAPITAL FLOW RESILIENCE IN EMERGING MARKETS AND DEVELOPING ECONOMIES © OECD 2024 

  

Fendoğlu, S. (2017), “Credit cycles and capital flows: Effectiveness of the macroprudential policy 

framework in emerging market economies”, Journal of Banking & Finance, Vol. 79, pp. 110-

128, https://doi.org/10.1016/J.JBANKFIN.2017.03.008. 

[53] 

Fernández, A. et al. (2015), “Capital Control Measures: A New Dataset”, IMF Working Paper, 

http://www.nber.org/data/international-finance/. 

[67] 

Financial Times (2024), fDi Markets, Financial Times, https://www.fdimarkets.com/ (accessed on 

28 September 2023). 

[7] 

Forbes, K. (2020), The International Aspects of Macroprudential Policy. [47] 

Forbes, K. and F. Warnock (2021), “Capital flow waves—or ripples? Extreme capital flow 

movements since the crisis”, Journal of International Money and Finance, Vol. 116, 

https://doi.org/10.1016/j.jimonfin.2021.102394. 

[20] 

Fratzscher, M., C. Grosse-Steffen and M. Rieth (2020), “Inflation targeting as a shock absorber”, 

Journal of International Economics, Vol. 123, https://doi.org/10.1016/j.jinteco.2020.103308. 

[39] 

FSB (2023), Enhancing the Resilience of Non-Bank Financial Intermediation: Progress report, 

http://www.fsb.org/emailalert. 

[57] 

FSB (2022), US Dollar Funding and Emerging Market Economy Vulnerabilities, 

http://www.fsb.org/emailalert. 

[1] 

FSB (2021), Enhancing the Resilience of Non-Bank Financial Intermediation, 

http://www.fsb.org/emailalert. 

[58] 

Garriga, A. (2016), “Central Bank Independence in the World: A New Data Set”, International 

Interactions, Vol. 42/5, pp. 849-868, https://doi.org/10.1080/03050629.2016.1188813. 

[80] 

Gelos, G. et al. (2022), “Capital flows at risk: Taming the ebbs and flows”, Journal of 

International Economics, Vol. 134, https://doi.org/10.1016/j.jinteco.2021.103555. 

[22] 

Gruss, B. and S. Kebhaj (2019), “Commodity Terms of Trade: A New Database”, IMF Working 

Paper, https://www.imf.org/external/np/res/commod/index.aspx. 

[69] 

Hardy, B., D. Igan and E. Kharroubi (2024), BIS Bulletin No 88 Resilience in emerging markets: 

what makes it, what could shake it?, http://www.bis.org. 

[3] 

Hoggarth, G., C. Jung and D. Reinhardt (2016), “Capital inflows-the good, the bad and the 

bubbly”, BoE Financial Stability Paper. 

[5] 

Iacoviello, M. and G. Navarro (2019), “Foreign effects of higher U.S. interest rates”, Journal of 

International Money and Finance, Vol. 95, pp. 232-250, 

https://doi.org/10.1016/j.jimonfin.2018.06.012. 

[25] 

IEA (2022), World Energy Investment 2022, OECD Publishing, Paris, 

https://doi.org/10.1787/7a0d89ff-en. 

[91] 

IEA (2021), Financing Clean Energy Transitions in Emerging and Developing Economies, 

http://www.iea.org/t&c/. 

[59] 

IMF (2023), Geopolitics and Financial Fragmentation: Implications for Macro-Financial Stability. [29] 



42    

G20/OECD REPORT ON ASSESSING AND PROMOTING CAPITAL FLOW RESILIENCE IN EMERGING MARKETS AND DEVELOPING ECONOMIES © OECD 2024 

  

Ioannidou, V. et al. (2022), “(In)dependent Central Banks”. [77] 

IRENA (2023), “Renewable Power Generation Costs in 2022”, https://mc-cd8320d4-36a1-40ac-

83cc-3389-cdn-endpoint.azureedge.net/-

/media/Files/IRENA/Agency/Publication/2023/Aug/IRENA_Renewable_power_generation_co

sts_in_2022.pdf?rev=cccb713bf8294cc5bec3f870e1fa15c2 (accessed on 4 June 2024). 

[92] 

Kalemli-Özcan, Ṣ. and F. Unsal (2024), Global Transmission of FED Hikes: The Role of Policy 

Credibility and Balance Sheets, http://www.nber.org/papers/w32329. 

[34] 

Knutsson, P. and P. Ibarlucea Flores (2022), “Trends, investor types and drivers of renewable 

energy FDI”, OECD Working Papers on International Investment, No. 2022/02, OECD 

Publishing, Paris, https://doi.org/10.1787/4390289d-en. 

[61] 

Koepke, R. (2019), “What Drives Capital Flows to Emerging Markets? A Survey of the Empirical 

Literature”, Journal of Economic Surveys, Vol. 33/2, pp. 516-540, 

https://doi.org/10.1111/joes.12273. 

[31] 

Lepers, E. and C. Mehigan (2019), “The broad policy toolkit for financial stability: Foundations, 

fences, and fire doors”, OECD Working Papers on International Investment, No. 2019/02, 

OECD Publishing, Paris, https://doi.org/10.1787/9188f06a-en. 

[49] 

Machado, J. and J. Santos Silva (2019), “Quantiles via moments”, Journal of Econometrics, 

Vol. 213/1, pp. 145-173, https://doi.org/10.1016/j.jeconom.2019.04.009. 

[71] 

Mbaye, S., M. Moreno Badia and K. Chae (2018), “Global Debt Database: Methodology and 

Sources”, No. 18/111, IMF, 

https://www.imf.org/en/Publications/WP/Issues/2018/05/14/Global-Debt-Database-

Methodology-and-Sources-45838 (accessed on 29 December 2018). 

[65] 

Medina, A., A. de la Cruz and Y. Tang (2022), “Corporate ownership and concentration”, OECD 

Corporate Governance Working Papers, No. 27, OECD Publishing, Paris, 

https://doi.org/10.1787/bc3adca3-en. 

[75] 

Miranda-Agrippino, S. and H. Rey (2015), “US Monetary Policy and the Global Financial Cycle”, 

NBER Working Paper. 

[23] 

Moro, A. and A. Schiavone (2022), The role of non-bank financial institutions in the 

intermediation of capital flows to emerging markets. 

[13] 

Obstfeld, M., J. Ostry and M. Qureshi (2019), “A tie that binds: Revisiting the trilemma in 

emerging market economies”, Review of Economics and Statistics, Vol. 101/2, pp. 279-293, 

https://doi.org/10.1162/rest_a_00740. 

[32] 

Obstfeld, M. and H. Zhou (2023), The Global Dollar Cycle. [26] 

OECD (2024), “Evolving drivers and recomposition of portfolio flows to emerging markets”, 

forthcoming. 

[10] 

OECD (2023), FDI in critical infrastructure Supporting EMDEs in attracting more, better and safe 

FDI, http://www.oecd.org/investment. 

[93] 

OECD (2023), Survey on IPA Monitoring & Evaluation and Prioritisation, OECD Publishing, 

Paris. 

[8] 



   43 

G20/OECD REPORT ON ASSESSING AND PROMOTING CAPITAL FLOW RESILIENCE IN EMERGING MARKETS AND DEVELOPING ECONOMIES © OECD 2024 

  

OECD (2023), “Towards Orderly Green Transition: Investment Requirements and Managing 

Risks to Capital Flows”, Report to the G20 Finance Ministers and Central Bank Governors, 

https://www.oecd.org/investment/investment-policy/towards-orderly-green-. 

[4] 

OECD (2022), FDI Qualities Policy Toolkit, OECD Publishing, Paris, 

https://doi.org/10.1787/7ba74100-en. 

[6] 

OECD (forthcoming), FDI Qualities Indicators 2024. [62] 

Raddatz, C., S. Schmukler and T. Williams (2017), “International asset allocations and capital 

flows: The benchmark effect”, Journal of International Economics, Vol. 108, pp. 413-430, 

https://doi.org/10.1016/j.jinteco.2017.06.007. 

[17] 

Rey, H. (2013), “Dilemma not Trilemma: The Global Financial Cycle and Monetary Policy 

Independence”, Jackson Hole Conference Proceedings, Kansas City Fed, 

http://www.helenerey.eu/AjaxRequestHandler.ashx?Function=GetSecuredDOC&DOCUrl=Ap

p_Data/helenerey_eu/Published-Papers_en-GB/_Documents_2015-

16/147802013_67186463733_jacksonholedraftweb.pdf (accessed on 1 January 2019). 

[18] 

Romelli, D. (2022), “The political economy of reforms in Central Bank design: evidence from a 

new dataset”, Economic Policy, https://dataverse.harvard. 

[37] 

Rottgers, D., I. Mantovani and K. Laengle (2024), Cross-border investment into low-carbon 

infrastructure: An empirical glance. 

[73] 

Schmidt, R. and P. Yeşin (2022), The growing importance of investment funds in capital flows; 

The growing importance of investment funds in capital flows. 

[11] 

Schrimpf, A., I. Shim and H. Shin (2021), “Liquidity management and asset sales by bond funds 

in the face of investor redemptions in March 2020”, BIS bulletin, http://www.bis.org. 

[15] 

Songwe, V., N. Stern and A. Bhattacharya (2022), Finance for climate action Scaling up 

investment for climate and development Report of the Independent High-Level Expert Group 

on Climate Finance. 

[60] 

Unsal, F., C. Papageorgiou and H. Garbers (2022), Monetary Policy Frameworks: An Index and 

New Evidence. 

[40] 

Wu, J. and F. Xia (2016), “Measuring the Macroeconomic Impact of Monetary Policy at the Zero 

Lower Bound”, Journal of Money, Credit and Banking, Vol. 48/2-3, pp. 253-291, 

https://doi.org/10.1111/jmcb.12300. 

[68] 

Zhou, H. (2023), The fickle and the stable: Global Financial Cycle transmission via 

heterogeneous investors. 

[12] 

 
 



44    

G20/OECD REPORT ON ASSESSING AND PROMOTING CAPITAL FLOW RESILIENCE IN EMERGING MARKETS AND DEVELOPING ECONOMIES © OECD 2024 

  

Annex A. Statistical annex 

Capital flow definitions 

This report analyses gross capital inflows understood as non-resident net purchase and sale of domestic 

assets. “Equity inflows” and “Debt inflows” are understood throughout as the split of portfolio inflows into 

debt and equity including investment fund shares. “Other inflows” are understood as “other investment 

inflows” in the traditional balance of payments classification and notably include bank loans, trade credit, 

currency and deposits. 

List of Emerging Markets  

Emerging markets sample based on IMF and MSCI definitions as well as data availability: 

Argentina, Brazil, Bulgaria, Chile, China, Colombia, Costa Rica, Croatia, Czechia, Hungary, India, 

Indonesia, Malaysia, Mexico, Peru, Philippines, Poland, Romania, Russia, South Africa, Thailand, Türkiye, 

Vietnam 

Data sources 

Variables Description Data source 

Capital flow data 

Monthly capital 
flows OECD Monthly Capital Flow dataset covers 47 countries (24 EM max), inflows/outflows, 

by asset class 

OECD (De Crescenzio and 
Lepers, 2024[9]) 

Quarterly capital 
flows 

 IMF Balance of Payments 

Global factors 

Risk on/risk off 
index 

composite factor analysis of risk across a range of asset classes (Chari, Dilts Stedman and 
Lundblad, 2020[24]) 

Risk aversion 
index 

distinguishes the risk aversion and the uncertainty component of investors unlike the 
more traditional VIX index 

(Bekaert, Engstrom and Xu, 
2022[19]) 

Uncertainty index distinguishes the risk aversion and the uncertainty component of investors unlike the 
more traditional VIX index 

(Bekaert, Engstrom and Xu, 
2022[19]) 

USD cycle quarterly change in the USD dollar index against AE currencies FRED 

Geopolitical risk Global and country specific news-based indices of geopolitical risk (Caldara and Iacoviello, 
2022[30]) 

Policy variables 

Central bank 
independence 

See source for detailed index construction. (Romelli, 2022[37]) 

Government debt 
to GDP 

General government debt to GDP. Yearly from the IMF, quarterly from World Bank 
depending on country availability 

IMF (Mbaye, Moreno Badia 
and Chae, 2018[65]) and 
World Bank 

Macroprudential 
policy  

Cumulative sum since Jan 1990 of tightening actions – net of loosening actions. 

Also: level of loan to value cap to calculate macroprudential intensity.  

IMF (Alam et al., 2024[66]) 

Central bank 
transparency 

See source for detailed index construction. (Dincer and Eichengreen, 
2014[38]) 
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Variables Description Data source 

Capital flow data 

Inflation targeting Dummy variable from survey. AREAER 

Capital account 
restrictiveness 

See source for detailed index construction. (Fernández et al., 2015[67]) 

Capital control 
changes 

See source for detailed index construction. OECD based on (Lepers 
and Mehigan, 2019[49]) 

Control variables 

Interest rate 
differential 

Differential between local policy rate and the shadow Fed Fund rate BIS and FRED based on 
(Wu and Xia, 2016[68]) 

Terms of trade  IMF based on (Gruss and 
Kebhaj, 2019[69]) 

Quarterly GDP 
growth 

 OECD 

Sovereign ratings Long term FX sovereign rating Fitch 

Country index 
weights 

Country weights in MSCI EM or the JP Morgan EMBI for equity and debt inflows 

respectively 
MSCI, JP Morgan 

 

Empirical Model 

The report estimates different variants of a traditional push/pull model of capital flow drivers: 

 

𝑌𝑐𝑡 = 𝛼 + 𝛽𝐿𝑌𝑐𝑡−1 + 𝛽𝐺𝑋𝑡
𝐺𝑙𝑜𝑏𝑎𝑙 + 𝛽𝐷𝑋𝑐𝑡

𝐷𝑜𝑚𝑒𝑠𝑡𝑖𝑐 + 𝛿𝑐 + 𝜖𝑐𝑡(1) 

 

where 𝑌𝑐𝑡 represents different type of gross capital inflows divided by nominal quarterly GDP for each 

country c at time t (quarter and alternatively month).  

Domestic (pull) factors 𝑋𝑐𝑡
𝐷𝑜𝑚𝑒𝑠𝑡𝑖𝑐 include in quarterly regressions the lagged interest rate differential 

between country c and the US shadow rate, the lagged quarterly change in a country’s terms of trade, 

lagged quarterly GDP growth, and the change in sovereign rating. When equity or debt inflows are the 

dependent variable, the change in the country weight in indices (the MSCI EM or the JP Morgan EMBI 

respectively) is added to the regression. 

Global (push) factors 𝑋𝑡
𝐺𝑙𝑜𝑏𝑎𝑙  includes alternatively 1) the risk aversion and uncertainty indices of (Bekaert, 

Engstrom and Xu, 2022[19]) which distinguish the risk aversion and the uncertainty component of investors 

unlike the more traditional VIX index, 2) the quarterly change in the USD dollar index against AE currencies 

– the AE index is preferred to the EM index to avoid endogeneity as also used in (Obstfeld and Zhou, 

2023[26]), 3) the risk on/off index of (Chari, Dilts Stedman and Lundblad, 2020[24]) which provides a more 

composite factor analysis of risk across a range of asset classes.  

The model also include a lagged DV 𝛽𝐿𝑌𝑐𝑡−1 to control for capital flows persistence (Burger, Warnock and 

Warnock, 2022[70])23, and country fixed effects 𝛿𝑐. It is estimated with panel OLS regressions with country 

clustered standard errors. Alternatively, Figure 11 estimates Equation 1 in time-series country specific 

regressions. The resulting country-specific coefficients 𝛽𝐺 are also used in cross sectional analysis in 

Figure 13, 14 and 17. 

In Equation (2), an interaction term between a given measure of global risk and country structural factors: 

𝑋𝑡
𝐺𝑙𝑜𝑏𝑎𝑙 ∗ 𝑋𝑐𝑡−1

𝑆𝑡𝑟𝑢𝑐𝑡𝑢𝑟𝑎𝑙 is added to the regressions. 

 

𝑌𝑐𝑡 = 𝛼 + 𝛽𝐿𝑌𝑐𝑡−1 + 𝛽𝐺𝑋𝑡
𝐺𝑙𝑜𝑏𝑎𝑙 + 𝜷𝑰𝑿𝒕

𝑮𝒍𝒐𝒃𝒂𝒍 ∗ 𝑿𝒄𝒕−𝟏
𝑺𝒕𝒓𝒖𝒄𝒕𝒖𝒓𝒂𝒍 + 𝛽𝐷𝑋𝑐𝑡

𝐷𝑜𝑚𝑒𝑠𝑡𝑖𝑐 + 𝛿𝑐 + 𝜖𝑐𝑡  (2) 
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In subsequent regressions, the same variables are used in a panel quantile regression framework of 

(Machado and Santos Silva, 2019[71]) as in (Chari, Dilts Stedman and Lundblad, 2022[36]): 

 

𝑌𝑐𝑡 = 𝛽𝐿
(𝑞)

𝑌𝑐𝑡−1 + 𝛽𝐺
(𝑞)

𝑋𝑡
𝐺𝑙𝑜𝑏𝑎𝑙 + 𝛽𝐷

(𝑞)
𝑋𝑐𝑡

𝐷𝑜𝑚𝑒𝑠𝑡𝑖𝑐 + 𝛿𝑐
(𝑞)

+ 𝜖𝑐𝑡  (3) 

 

𝑌𝑐𝑡 = 𝛽𝐿
(𝑞)

𝑌𝑐𝑡−1 + 𝛽𝐺
(𝑞)

𝑋𝑡
𝐺𝑙𝑜𝑏𝑎𝑙 + 𝛽1

(𝑞)
𝑿𝒕

𝑮𝒍𝒐𝒃𝒂𝒍 ∗ 𝑿𝒄𝒕−𝟏
𝑺𝒕𝒓𝒖𝒄𝒕𝒖𝒓𝒂𝒍 + 𝛽𝐷

(𝑞)
𝑋𝑐𝑡

𝐷𝑜𝑚𝑒𝑠𝑡𝑖𝑐 + 𝛿𝑐
(𝑞)

+ 𝜖𝑐𝑡  (4) 

Specifically, regressions are run for the bottom 25th percentile of the distribution (q=0.25). This quantile is 

chosen based on the country specific capital flow distribution of EM, with the 25th percentile corresponding 

to outflows in most countries (See Table A.4 below). 

Box 3 on the role of geopolitical risk presents additional analysis using micro-level data from investment 

funds’ portfolio, which estimates the following model (OECD, 2024[10]): 

 

d.𝑤𝑖𝑗𝑡 = 𝛽𝑥𝑋𝑗𝑡 + 𝐹𝐸𝑖𝑡 + 𝐹𝐸𝑖𝑗 + 𝜖𝑖𝑗𝑡 (5) 

 

where: d.𝑤𝑖𝑗𝑡 represents changes in a fund 𝑖’s allocation to country 𝑗 in month t, 𝛽𝑥𝑋𝑗𝑡 represent a vector 

of country time variables with the main variable of interest being country specific geopolitical risk and a set 

of controls (changes in country weights in relevant benchmarks, changes in country terms of trade and 

stock price indices, and changes in interest rate differentials), and 𝐹𝐸𝑖𝑡 + 𝐹𝐸𝑖𝑗 represent fund-country and 

fund-month dummies.  

Supplementary analysis 

Figure A.1. Impact of changes in index country weights on EM portfolio inflows 

 
Note: Left hand side shows the impact of change in the MSCI EM country weight on equity inflows, while right hand side shows the impact of 
change in the JPM EMBI country weight on debt inflows. Quantile regressions on the 50th and bottom 25th percentile. Regressions are restricted 
to 2010-2023. Model and controls described above in Equation 3. 
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Figure A.2. Global geopolitical risk 

 

Source: Caldara and Iacoviello (2022) 

 

Table A.1. Pairwise correlation of different global factors in the post GFC period (levels) 

 

Table A.2. Pairwise correlation of different global factors in the post GFC period (monthly change) 
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real USD EM index real USD AE index VIX Risk on/off Global fin cycle Geopolitical risk Fed shadow rate Commodity prices

real USD EM index 1

real USD AE index 0.7924 1

VIX 0.1646 0.1733 1

Risk on/off -0.0038 0.006 0.2677 1

Global fin cycle -0.1818 -0.438 -0.3316 -0.0096 1

Geopolitical risk 0.2826 0.2514 -0.0547 -0.003 -0.1745 1

Fed shadow rate 0.6269 0.1283 -0.0252 0.0359 0.3564 -0.2409 1

Commodity prices -0.086 0.1527 0.1548 0.0573 0.0093 -0.2041 -0.2896 1

Δ real USD EM index real USD AE index Geopolitical risk Fed shadow rate Commodity prices

real USD EM index 1

real USD AE index 0.6369 1

Geopolitical risk 0.0379 -0.0292 1

Fed shadow rate 0.1088 0.0653 -0.0339 1

Commodity prices -0.5577 -0.5395 0.0595 -0.0984 1
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Table A.3. Global factors and portfolio inflows to GDP 

a. Quarterly 

 

b. Monthly 

 

 

Note: Quarterly regressions for 23 EMs from 2010q1 to 2023q4, monthly regressions for 15 EMs from 2010m1 to 2023m4. See Equation 1 for 

full specification including description of controls. N=1236 (Q), 3195 (M). Clustered SE at the country level.  * p<0.10, ** p<0.05, *** p<0.01. 

(1) (2) (3) (4) (5) (6) (7)

VARIABLES

VIX (log) -0.166*

0.09

Uncertainty index -0.158*** -0.013

0.05 0.09

Risk aversion index -0.136*** 0.027

0.04 0.07

AE US dollar index (qoq) -0.042*** -0.022**

0.01 0.01

Risk on/risk off index -0.435*** -0.374***

0.11 0.12

Commodity prices (qoq) 0.010** 0.004

0.00 0.00

Baseline controls Y Y Y Y Y Y Y

Country FE Y Y Y Y Y Y Y

Portfolio inflows to GDP

(1) (2) (3) (4) (5) (6) (7)

VARIABLES

VIX (log) -0.123***

0.02

Uncertainty index -0.105*** -0.070***

0.02 0.02

Risk aversion index -0.068*** -0.001

0.01 0.02

AE US dollar index (qoq) -0.032*** -0.018**

0.01 0.01

Risk on/risk off index -0.121*** -0.079***

0.01 0.02

Commodity prices (qoq) 0.016*** 0.003

0.00 0.00

Baseline controls Y Y Y Y Y Y Y

Country FE Y Y Y Y Y Y Y

Portfolio inflows to GDP
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Table A.4. Portfolio inflows to GDP distribution  

 
p5 p10 p25 p50 p75 p90 p95 

Argentina -0.60 -0.28 -0.23 -0.01 0.21 1.28 2.23 

Brazil -0.49 -0.37 -0.16 0.14 0.42 0.78 0.96 

Bulgaria -0.77 -0.59 -0.23 -0.06 0.08 1.75 2.56 

Chile -0.40 -0.03 0.28 0.82 1.41 2.08 2.64 

China -0.20 -0.12 0.04 0.16 0.27 0.35 0.47 

Colombia -0.28 -0.16 0.18 0.47 0.79 1.27 1.60 

Costa Rica -0.76 -0.63 -0.24 0.05 0.49 1.65 2.08 

Croatia -2.19 -1.17 -0.53 -0.04 0.54 1.91 2.62 

Czechia -1.75 -1.35 -0.27 0.30 1.15 2.37 2.82 

Hungary -2.07 -1.37 -0.73 -0.03 1.18 2.22 2.78 

India -0.43 -0.33 -0.03 0.14 0.43 0.60 0.73 

Indonesia -0.36 -0.17 0.02 0.38 0.58 0.92 1.01 

Malaysia -2.12 -1.74 -0.32 0.28 1.45 2.00 3.36 

Mexico -0.39 -0.29 -0.04 0.42 0.94 1.39 1.66 

Peru -0.50 -0.33 -0.12 0.31 0.97 1.63 1.79 

Philippines -0.73 -0.42 -0.16 0.18 0.49 0.71 0.89 

Poland -0.79 -0.57 -0.23 0.19 0.74 1.14 1.38 

Romania -0.62 -0.38 -0.02 0.50 1.16 1.61 1.80 

Russian Federation -0.58 -0.47 -0.23 -0.07 0.11 0.29 0.41 

South Africa -1.10 -0.62 -0.03 0.57 1.16 1.61 1.71 

Thailand -1.23 -1.04 -0.40 0.04 0.53 0.95 1.21 

Türkiye -0.59 -0.43 -0.16 0.31 0.68 1.13 1.43 

Vietnam -0.06 -0.03 0.05 0.15 0.25 0.40 0.70 

Source: IMF and OECD calculations 

 

Table A.5. Summary - Sensitivity of capital flows to global shocks: the role of Central Bank 
independence 

 

Note: Summary of coefficients on the sensitivity of capital inflows (% GDP) to the different global push factors conditional on the level of central 

bank independence. See Equation 2 and 4 for empirical specification. Estimated over the 2010q1-2023q4 period. Color coding based on 

statistical significance of the coefficients: dark green:1% significance level, medium green 5%, light green 10%. Green highlights a positive 

coefficient. 

 

Portfolio inflows Equity inflows Debt inflows Portfolio inflows Equity inflows Debt inflows

Central bank independence

Global USD cycle

Global risk (uncertainty)

Global risk (aversion)

Global risk aversion (roro)

Panel OLS regression Quantile regression - bottom 25 percentile
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Table A.6. Sensitivity of capital flows to global shocks: the role of Central Bank independence 

 

Note: See Equation 2 and 4 for empirical specification. Estimated over the 2010q1-2023q4 period. Color coding based on statistical significance 

of the coefficients: dark green:1% significance level, medium green 5%, light green 10%. Green highlights a positive coefficient. 

 

VARIABLES  port  eq  debt  port  eq  debt  port  eq  debt  port  eq  debt

Uncertainty index -0.523*** -0.124 -0.375***

0.16 0.09 0.13

interacted with CBI (t-1) 0.540** 0.124 0.354

0.23 0.12 0.21

Risk aversion index -0.351** -0.147*** -0.210

0.15 0.04 0.13

interacted with CBI (t-1) 0.320 0.151*** 0.173

0.22 0.05 0.20

AE US dollar index (qoq) -0.096** -0.034*** -0.063*

0.04 0.01 0.03

interacted with CBI (t-1) 0.081* 0.036** 0.043

0.05 0.02 0.04

Risk on/risk off index -0.794** -0.343** -0.497*

0.32 0.13 0.29

interacted with CBI (t-1) 0.533 0.354** 0.241

0.42 0.16 0.38

Observations 1,236 1,236 1,180 1,236 1,236 1,180 1,236 1,236 1,180 1,236 1,236 1,180

Baseline controls Y Y Y Y Y Y Y Y Y Y Y Y

Country FE Y Y Y Y Y Y Y Y Y Y Y Y

VARIABLES  port  eq  debt  port  eq  debt  port  eq  debt  port  eq  debt

Uncertainty index -0.498** -0.053 -0.380**

0.24 0.19 0.17

interacted with CBI (t-1) 0.533* 0.020 0.366

0.32 0.24 0.24

Risk aversion index -0.488*** -0.145*** -0.294**

0.16 0.04 0.14

interacted with CBI (t-1) 0.506** 0.143*** 0.274

0.23 0.05 0.21

AE US dollar index (qoq) -0.105*** -0.040*** -0.061**

0.03 0.01 0.03

interacted with CBI (t-1) 0.100** 0.046** 0.052

0.05 0.02 0.04

Risk on/risk off index -0.901***-0.325*** -0.547**

0.32 0.11 0.27

interacted with CBI (t-1) 0.795* 0.341** 0.440

0.42 0.14 0.35

Observations 1,236 1,236 1,180 1,236 1,236 1,180 1,236 1,236 1,180 1,236 1,236 1,180

Baseline controls Y Y Y Y Y Y Y Y Y Y Y Y

Country FE Y Y Y Y Y Y Y Y Y Y Y Y

Quantile regression (25th percentile)

OLS
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Table A.7. Summary - Sensitivity of capital flows to global shocks: the role of government debt 
levels 

 

Note: Summary of coefficients on the sensitivity of capital inflows (%GDP) to the different global push factors conditional on the level of general 

government debt to GDP. See Equation 2 and 4 for empirical specification. Estimated over the 2010q1-2023q4 period.  Color coding based on 

statistical significance of the coefficients: dark:1% significance level, medium 5%, light 10%. Green highlights a positive coefficient while brown 

highlights a negative coefficient. 

Table A.8. Sensitivity of capital flows to global shocks: the role of government debt levels 

 

Note: See Equation 2 and 4 for empirical specification. Estimated over the 2010q1-2023q4 period.  Color coding based on statistical significance 

of the coefficients: dark:1% significance level, medium 5%, light 10%. Green highlights a positive coefficient while brown highlights a negative 

coefficient. 

 

Portfolio inflows Equity inflows Debt inflows Portfolio inflows Equity inflows Debt inflows

Government debt (% GDP)

Global USD cycle

Global risk (uncertainty)

Global risk (aversion)

Global risk aversion (roro)

Panel OLS regression Quantile regression - bottom 25 percentile

VARIABLES  port  eq  debt  port  eq  debt  port  eq  debt  port  eq  debt

Uncertainty index -0.008 -0.009 -0.054

0.10 0.05 0.08

interacted with general gov debt to GDP (t-1) -0.003 -0.001 -0.002

0.00 0.00 0.00

Risk aversion index -0.104 0.010 -0.136*

0.08 0.02 0.08

interacted with general gov debt to GDP (t-1) -0.001 -0.001*** 0.001

0.00 0.00 0.00

AE US dollar index (qoq) -0.013 0.002 -0.018

0.02 0.01 0.02

interacted with general gov debt to GDP (t-1) -0.001 -0.000* -0.000

0.00 0.00 0.00

Risk on/risk off index -0.031 0.016 -0.029

0.16 0.07 0.16

interacted with general gov debt to GDP (t-1) -0.010** -0.003* -0.007*

0.00 0.00 0.00

Observations 1,179 1,179 1,123 1,179 1,179 1,123 1,179 1,179 1,123 1,179 1,179 1,123

Baseline controls Y Y Y Y Y Y Y Y Y Y Y Y

Country FE Y Y Y Y Y Y Y Y Y Y Y Y

VARIABLES  port  eq  debt  port  eq  debt  port  eq  debt  port  eq  debt

Uncertainty index 0.026 -0.043 -0.028

0.13 0.07 0.09

interacted with general gov debt to GDP (t-1) -0.004 -0.000 -0.003

0.00 0.00 0.00

Risk aversion index -0.028 0.022 -0.098

0.08 0.02 0.08

interacted with general gov debt to GDP (t-1) -0.003 -0.002*** -0.000

0.00 0.00 0.00

AE US dollar index (qoq) -0.018 0.006 -0.017

0.02 0.01 0.02

interacted with general gov debt to GDP (t-1) -0.001 -0.000** -0.000

0.00 0.00 0.00

Risk on/risk off index -0.034 0.038 -0.023

0.13 0.07 0.11

interacted with general gov debt to GDP (t-1) -0.008** -0.003** -0.006*

0.00 0.00 0.00

Observations 1,179 1,179 1,123 1,179 1,179 1,123 1,179 1,179 1,123 1,179 1,179 1,123

Baseline controls Y Y Y Y Y Y Y Y Y Y Y Y

Country FE Y Y Y Y Y Y Y Y Y Y Y Y

OLS

Quantile regression (25th percentile)
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Table A.9. Summary - Sensitivity of capital flows to global shocks: the role of macroprudential 
policy 

 

Note: Summary of coefficients on the sensitivity of capital inflows (%GDP) to the different global push factors conditional on the cumulative net 

sum of macroprudential policy tightening net of loosening action since 1990. Regressions are restricted to 2010q1-2023q4. See Equation 2 and 

4 for empirical specification. Color coding based on statistical significance of the coefficients: dark:1% significance level, medium 5%, light 10%. 

Green highlights a positive coefficient while brown highlights a negative coefficient. 

 

Table A.10. Sensitivity of capital flows to global shocks: the role of macroprudential policy 

 

Note: Regressions are restricted to 2010q1-2023q4. See Equation 2 and 4 for empirical specification. Color coding based on statistical 

significance of the coefficients: dark:1% significance level, medium 5%, light 10%. Green highlights a positive coefficient while brown highlights 

a negative coefficient. 

 

Portfolio inflows Equity inflows Debt inflows Portfolio inflows Equity inflows Debt inflows

Macroprudential pol. (cum)

Global USD cycle

Global risk (uncertainty)

Global risk (aversion)

Global risk aversion (roro)

Panel OLS regression Quantile regression - bottom 25 percentile

VARIABLES  port  eq  debt  port  eq  debt  port  eq  debt  port  eq  debt

Uncertainty index -0.193** -0.011 -0.200**

0.08 0.02 0.07

interacted with MPM cumul. (t-1) 0.002 -0.002 0.004

0.00 0.00 0.00

Risk aversion index -0.162*** -0.046*** -0.111**

0.06 0.01 0.05

interacted with MPM cumul. (t-1) 0.001 -0.000 0.001

0.00 0.00 0.00

AE US dollar index (qoq) -0.044*** -0.010** -0.035***

0.01 0.00 0.01

interacted with MPM cumul. (t-1) 0.000 0.000 -0.000

0.00 0.00 0.00

Risk on/risk off index -0.538*** -0.149*** -0.349**

0.13 0.05 0.13

interacted with MPM cumul. (t-1) 0.006 0.003 0.001

0.00 0.00 0.00

Observations 1,236 1,236 1,180 1,236 1,236 1,180 1,236 1,236 1,180 1,236 1,236 1,180

Baseline controls Y Y Y Y Y Y Y Y Y Y Y Y

Country FE Y Y Y Y Y Y Y Y Y Y Y Y

VARIABLES  port  eq  debt  port  eq  debt  port  eq  debt  port  eq  debt

Uncertainty index -0.141 -0.004 -0.157**

0.10 0.05 0.08

interacted with MPM cumul. (t-1) -0.000 -0.002 0.001

0.00 0.00 0.00

Risk aversion index -0.145*** -0.043*** -0.102**

0.06 0.01 0.05

interacted with MPM cumul. (t-1) -0.001 -0.001** -0.001

0.00 0.00 0.00

AE US dollar index (qoq) -0.040*** -0.010** -0.028***

0.01 0.00 0.01

interacted with MPM cumul. (t-1) 0.000 0.000 0.000

0.00 0.00 0.00

Risk on/risk off index -0.488*** -0.149*** -0.274***

0.11 0.05 0.09

interacted with MPM cumul. (t-1) 0.006** 0.003 0.001

0.00 0.00 0.00

Observations 1,236 1,236 1,180 1,236 1,236 1,180 1,236 1,236 1,180 1,236 1,236 1,180

Baseline controls Y Y Y Y Y Y Y Y Y Y Y Y

Country FE Y Y Y Y Y Y Y Y Y Y Y Y

OLS

Quantile regression (25th percentile)
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Notes 

 

1 Annex A provides details on the types of flows described in each section of the report.  

2 See (Hoggarth, Jung and Reinhardt, 2016[5]) for an early summary. 

3 This report analyses gross capital inflows understood as non-resident net purchase and sale of domestic assets. 

“Equity inflows” and “Debt inflows” are understood throughout as the split of portfolio inflows into debt and equity 

including investment fund shares. “Other inflows” are understood as “other investment inflows” in the traditional 

balance of payments classification and notably include bank loans, trade credit, currency and deposits. 

4 What is measured by and recorded as aggregate “FDI” in the balance of payments may be quite different from such 

understanding of FDI as long-term commitment by MNEs. See Blanchard and Acalin for a discussion (Blanchard and 

Acalin, 2016[79]) Recent reforms of statistical compilation notably aim at disentangling more precisely the different 

components of recorded FDI. Nevertheless, Fig 2 shows that aggregate FDI with such known measurement caveats 

still is the least volatile class of capital. 

5 See (OECD, 2023[93]) for a description of a detailed strategy. 

6 Regression tables at quarterly and monthly frequency are provided in Table A3 a and b. It also shows results when 

global factors enter the regressions simultaneously instead of separately, despite their correlation. In this horse race 

model, the risk on/off index appears the most important factor, together with the USD cycle. 

7 The AE index is preferred to the EM index to avoid endogeneity, as also used in the paper by (Obstfeld and Zhou, 

2023[26]). As explained in Obstfeld and Zhou (2023[26]), “dollar appreciation shocks themselves are highly correlated 

not just with tighter U.S. monetary policies, but also with measures of U.S. domestic and international dollar funding 

stress that themselves reflect global investors’ risk appetite”. The model in this section follows this approach by 

focusing on changes in the broad USD index and separately controlling for the impact of interest rate differentials 

between the shadow Fed fund rate and the domestic policy rate. Alternative regressions confirm that changes to- and 

levels of - the shadow Fed fund rate are negatively related with EM portfolio inflows.  

8 As the impact of such global financial factors on aggregate FDI, which also captures movements of a more financial 

nature, is not statistically significant, the same may be expected for pure greenfield investment. 

9 Results hold excluding China. 

10 Disaggregating even further by types of funds (retail vs. institutional, passive vs. active), all types of funds appear 

to shift their country allocation away from countries with higher geopolitical risk. 

11 Unlike the mentioned studies, the present study focuses specifically on the post-GFC period including the latest 

2022/2023 monetary policy cycle, while testing the impact of several structural drivers specifically on the sensitivity of 

EM capital flows to global shocks. 

12 This report tests the impact of de jure central bank independence, using the measure of (Romelli, 2022[37]) which 

builds on (Garriga, 2016[80]) and (Cukierman, Webb and Neyapti, 1992[81]). What these indices measure may differ 

 



54    

G20/OECD REPORT ON ASSESSING AND PROMOTING CAPITAL FLOW RESILIENCE IN EMERGING MARKETS AND DEVELOPING ECONOMIES © OECD 2024 

  

 

from de facto independence as shown in recent work (Binder, 2021[76]) (Ioannidou et al., 2022[77]). Existing de facto 

measures of central bank independence such as governors’ turnover (Dreher, Sturm and Haan, 2010[78]) or political 

pressure (Binder, 2021[76]) are not available for recent years. 

13 See Equation 2 and 4 in Annex A for model specification and controls. 

14 Research found that elevated levels of government debt raise investors’ concerns about their effects on long-term 

growth prospects - based e.g. on expectations of either higher future tax pressure, increases in average inflation, or 

higher political uncertainty, and price in higher risk for firms (Croce et al., 2019[82]). 

15 This issue has been well noted in research on macroprudential policy (Eller et al., 2020[46]) but has not been 

addressed yet by any sufficiently large and comprehensive cross-country database on macroprudential intensity. 

Intensity-based datasets for large country sample thus far focus on specific tools, e.g. LTV ratios (Alam et al., 2024[66]) 

or reserve requirements (de Crescenzio, Lepers and Fannon, 2021[83]) (Federico, Vegh and Vuletin, 2014[86]). 

16 Such an exercise is not conducted for capital account openness as the index stops in 2019. 

17 Complementary analysis run over the full sample pre- and post-GFC, as well as using monthly frequency capital 

flow data, appears to highlight a more significant positive role of macroprudential policy in dampening the sensitivity 

of portfolio flows to global shocks. This points to the sensitivity of the results to the empirical specification. 

18 There is no such positive role in the case of capital controls (Bergant et al., 2023[33]).  

19 There is evidence that macroprudential policy on the domestic banking sector reduces both credit growth at home 

by domestic banks as well as their lending abroad, i.e. macroprudential policy leaks (Aiyar, Calomiris and Wieladek, 

2012[87]). 

20 The remarkable increase in greenfield FDI in renewables reflects a 90% decline in the global average weighted 

levelised cost (i.e., the average cost in currency per energy unit) of solar PV since 2010 and a 50-60% decline in the 

cost of wind power (IRENA, 2023[2]). Over the last few years, investment in renewables has further been boosted by 

high and volatile fossil fuel prices, combined with new policy support measures across countries worldwide, driven by 

climate goals and energy security considerations (IEA, 2022[1]). 

21Climate mitigation policies refer to strategies and measures to enhance and ensure human development in face of 

climate change. Key findings of the critical role of targeted climate mitigation policies include: 1) Feed-in Tariffs (FITs), 

these are positively associated with the number of FDI projects in renewable power. 2) Carbon Pricing also positively 

linked to the number of FDI projects. 3) Public RD&D Spending is significant for greenfield investors from outside the 

energy sector. 4) Fossil Fuel Support is negatively associated with the number of greenfield projects in renewable 

energy. 5) Countries with higher explicit barriers to foreign investment receive fewer FDI projects in renewable energy, 

highlighting the importance of reducing regulatory obstacles to attract green investment. 

22 Country specific and regional funds are not included in this analysis as their domestic and regional mandates 

constrain their geographic investment allocation and reallocation possibilities. 

23 Results hold dropping the lagged dependent variable. 






