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What Determines Capital Flows?
Fvidence from the Korean Bond Market*

Soohyon Kim'!
April 11, 2019

Abstract

This study examines the determinants that significantly affect global capital movement
in the Korean bond market. Capital flows are distinctive by their investors: sovereign
wealth funds, central banks, private funds, and private bank. The most impressive find-
ing is that the foreign currency reserves of major central banks is very influential to
capital flows. The global risk indicator also has a substantial impact on the changes
in the capital flows. Growth rate differential, country-specific risk factors are also con-
siderable effects. However, the interest rate differentials between Korea and the US
are not significant for all the investors except private banks. The underlying reasons
behind these findings are as follows: changes in the proportions of capital balances of
investors after the global financial crisis, the introduction of regulations on leverage
ratios for international banks, risk management by investors, and increasing flows from
foreign currency reserves of major central banks.


soohyonkim@bok.or.kr
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| essons from the Financial Crisis
for Macroeconomic Modeling
John Roberts

Board of Governors of the Federal Reserve System

Bank of Korea Workshop on

Central Bank Macro Modeling and Forecasting
Seoul

September 14, 2018

The analysis and conclusions set forth are those of the author and do not indicate
concurrence by the Federal Reserve Board or other members of its staff.

Board of Governors of the Federal Reserve System



A. Finance matters
B. The Phillips curve is very flat

C. The lower limit on interest rates
can bind for a long time



e The 2008-09 financial crisis illustrated that
financial shocks matter.

* Only financial variable in early DSGE models
was a short-term interest rate.
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US Treasury bonds
Bondholders take on forex risk as hedging costs soar

Unhedged buying of US bonds opens foreign investors to losses if dollar falls

Colby Smith and Robin Wigglesworth in New York APRIL 18, 2019 f —

The soaring cost of buying protection against dollar gyrations is spurring more foreign investors to
buy US bonds “unhedged”, raising the risk of painful losses and wider market ructions if the US
currency weakens.

With the trade-weighted dollar near its most expensive levels in 20 years and US interest rates high
compared to Europe and Japan — despite the Federal Reserve’s dovish turn this year — the cost for
foreign investors to insure, or hedge, against fluctuations is near an all-time high.

The effect is to turn US Treasuries, a risk-free staple of investment portfolios the world over, into a
negative-yielding investment for many foreign buyers.
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The next GDPNow update is Thursday, April 25. Please see the "Release Dates" tab below for a list of upcoming releases.

Evolution of Atlanta Fed GDPNow real
GDP estimate for 2019: Q1
Quarterly percent change (SAAR)

GDPNow

3.0
Aflanta Fed

GDPMow estimate/—

” /_/\/_)

20 T/

Bfuew /

15 V

1.0 J \\

0.5 0

_/_\/'/ Range of top 10 and bottom

10 average forecasts

0.0 . r r r r r r r

25-Jan B6-Feb 18-Feb 24ar 14-Mar 26-Mar T-Apr 19-Apr

Date of forecast

Sources. Blue Cm'p Economic Indicators and Blue Ch."p Financial Forecasts
Mote: The top (bottom) 10 aversge forecast is an average of the highest (lowest) 10 forecasts in the Blue Chip survey.
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