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THE IMPACT

OF UNCONVENTIONAL US
MONETARY POLICY SHOCK

ON EMERGING BOND MARKETS:
A COMPREHENSIVE ASSESSMENT
OF GLOBAL TRANSMISSION
CHANNELS

Abstract

Extensive research has been conducted on the global effects of the US unconventional
monetary policy shock on capital flows in emerging markets. However, there is lim-
ited empirical evidence on the transmission channels of capital flows in emerging
bond markets. This study examines it by analysing capital flows across 45 emerging
bond markets from 2009 to 2023. Contemporaneous shock transmission is exam-
ined using the contemporaneous impact matrix, and dynamic shock transmission is
assessed using the impulse response function of the structural vector autoregression
(SVAR) model. All variables in this study are standardised to account for differences
in scale within the model. The pairwise correlation coefficient matrix indicates that
multicollinearity is not a concern for parameter estimates in this model. The ADF-
Fisher Chi-square unit root test result reveals that all variables are stationary in this
model. The contemporaneous coefficient matrix results indicate that changes in the US
term spread serve as the contemporaneous transmission channel through which US
Treasury bond purchase and US MBS purchase shocks positively affect capital flows in
emerging bond markets. The impulse response function indicates that changes in the
global financial cycle serve as a dynamic transmission channel through which US MBS
purchase shocks affect capital flows in emerging bond markets. Moreover, changes in
the US mortgage spread serve as the dynamic transmission channel through which
US Treasury bond purchases and US MBS purchases affect capital flows in emerging
bond markets.

Keywords US Treasury bond, US MBS, US term spread, US
mortgage spread, global financial cycle
JEL Classification E52, G15,Gl1

INTRODUCTION

Following the 2008 financial crisis, the effective federal funds rate
dropped to the zero lower bound. Conventional monetary policy tools
are insufficient to achieve the Fed’s monetary policy objectives. The
Fed implemented an unconventional monetary policy measure in
2009 to stimulate its economy. It involved purchasing US Treasury
bonds and U.S. Mortgage-Backed Securities (MBS) from the open
market. The Fed introduced four rounds of quantitative easing and
two rounds of quantitative tightening. These policies have altered the
global financial cycle, US financial market liquidity, US yield curve,
and the US mortgage spread. Quantitative easing can lead to mas-
sive capital inflows into emerging markets, creating asset bubbles, ex-
change rate fluctuations, and affecting trade balances and inflation. As
EME:s rely on foreign capital and export commodities, these currency
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movements can destabilise their economies during the period of quantitative tapering or tightening. In
addition, the global liquidity expansion associated with unconventional monetary policy can drive up
commodity prices. Moreover, the reversal of unconventional monetary policy in the US may lead to cap-
ital outflows from emerging markets, a situation particularly concerning for economies with significant
external debt. In such contexts, currency depreciation could exacerbate the cost of debt servicing, creat-
ing further economic strain. The effects of unconventional monetary policy also vary across emerging
markets, depending on their economic structure, fiscal health, and external vulnerabilities, requiring
tailored policy responses. By understanding these dynamics, policymakers in emerging markets can
better manage risks, optimise economic strategies, and safeguard against potential disruptions that may
arise from the global monetary environment. Therefore, studying the impact of unconventional mon-
etary policy is essential for maintaining sustainable growth and financial stability in EMEs.

Limited studies have been conducted on responses of capital flows in emerging bond markets to the
Fed’s unconventional monetary policy shocks. Moreover, relatively few studies investigate shifts in the
US mortgage spread and fluctuations in the global financial cycle serve as the transmission channel
through which the US unconventional monetary policy shock affects capital flow in emerging bond
markets. Against this backdrop, this study aims to examine the impact of the Fed’s unconventional
monetary policy shocks on capital flows in emerging bond markets through the global financial cycle,
the US mortgage spread, and the US term spread transmission channels. Assessing the significance of
these channels is crucial for understanding the sensitivity of emerging bond markets to external shocks

and designing effective monetary and macroprudential policies to mitigate adverse outcomes.

1. LITERATURE REVIEW

AND RESEARCH
HYPOTHESES

Capital flows across countries are based on the
theory of the global financial cycle. This theory
indicates that portfolio equity, portfolio debt,
and international credit flows exhibit a strong
positive relationship across various regions and
assets. If a country receives more gross portfolio
equity, it also receives more gross portfolio debt
and gross international credit. If gross portfolio
equity inflow rises in one country, it also ris-
es in all other countries (Rey, 2015). It further
suggests that gross capital inflows tend to rise
in other countries during periods of low vola-
tility and risk aversion, and decline when vola-
tility and risk aversion are high in US financial
markets, regardless of the exchange rate regime
across countries (Rey, 2016). The CBOE Volatility
Index, which measures global risk, is used as a
proxy for measuring the global financial cycle
(Scheubel et al., 2024; Cerutti, Claessens, & Rose,
2017; Passari & Rey, 2015). Easing (2022) reveals
that US quantitative easing reduces global risk.
Koepke (2019) found that the global risk has a
substantial negative contemporaneous impact
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on portfolio debt and portfolio equity inflows.
The global financial cycle can be decomposed
into risk aversion and uncertainty, and it has
been found that the Fed’s expansionary mone-
tary policy decreases both (Bekaert et al., 2013).
Expansionary US monetary policy shocks have
a positive impact on international equity pric-
es, capital flows, and global growth through the
global financial cycle (Cerutti, Claessens, & Puy,
2019; Cerutti, Claessens, & Rose, 2019; Dées &
Galesi, 2021; Gupta & Dubey, 2024). Lakdawala
(2021) reveals that the Fed’s US quantitative eas-
ing shocks have played a crucial role in Indian
stock market volatility through the global fi-
nancial cycle. It is estimated that global finan-
cial cycle and energy prices contribute forty
per cent of the variance of gross capital flow in
EMEs and fifty per cent in advanced countries
(Davis et al., 2021). Eller et al. (2020) investigate
43 countries from 1994 to 2015 and conclude
that changes in capital flows at the country level
influence variations in the global financial cycle.
Miranda-Agrippino and Rey (2020) observed
that US monetary policy tightening reduces
global credit supply, increases corporate bond
spreads, and causes a pullback in gross capital
flows, concluding that US monetary policy is a
key driver of the global financial cycle. Jorda et

http://dx.doi.org/10.21511/imfi.22(4).2025.31
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al. (2019) revealed that US monetary policy im-
pacts equity markets for 17 advanced countries,
concluding that a change in investor risk appe-
tite is present in the international financial mar-
ket, which suggests that the global financial cy-
cle is also present in this market. The changing
appetite of US investors for risk-taking is one
of the key determinants of the global financial
cycle, which impacts gross capital flows (Akinci
et al., 2023). In addition to gross portfolio flows,
changes in 59 advanced and EMEs due to fluc-
tuations in the global financial cycle, changes in
COVID-19 cases and vaccination rates (Davis &
Zlate, 2023).

This study is also based on the theoretical foun-
dation of James Tobin’s portfolio selection mod-
el. According to James Tobin’s portfolio selec-
tion model, risk-averse investors diversify their
portfolios in a way that strives to balance expect-
ed returns with associated risks. Investors tend
to keep a portion of their wealth in safe assets
while allocating the remainder to riskier invest-
ments in pursuit of higher returns. This inves-
tor’s behaviour helps explain how bond yields
influence the allocation of wealth across differ-
ent types of assets. When potential returns on
risky assets increase, investors are motivated to
invest in those assets and vice versa (Preference
et al., 2013). Lim et al. (2014) mentioned that
capital flow responded to the Fed’s quantitative
easing shocks through the liquidity, portfolio
rebalancing, and confidence channels. US mon-
etary policy spillovers to international long-
term bond yields work through expected mon-
etary policy future rate channels for developed
countries and term premia channels for EMEs
(Albagli et al., 2019). In addition, Bauer and
Neely (2014) found that the Fed’s quantitative
easing affects bond yields in Canada, Australia,
and Germany through the signalling channel,
and in Australia, Germany, and Japan through
the portfolio balance channel. The Fed’s quan-
titative easing shock reduces long-term bond
yields in the US (Burger et al,, 2017; Alpanda &
Kabaca, 2020) and lowers the term premia in the
rest of the world (Alpanda & Kabaca, 2020). It al-
so helps to increase investment in the emerging
bond market (Burger et al., 2017), increase capi-
tal inflow to EMEs (Tillmann, 2016; Khatiwada
& Eugene-Rigot, 2017; Bhattarai et al., 2021), in-

http://dx.doi.org/10.21511/imfi.22(4).2025.31

crease foreign portfolio inflow to EMEs (Anaya
et al., 2017), increase bilateral bond inflow and
equity inflows to EMEs (Kiendrebeogo, 2016),
increase capital inflow to European countries
(Khatiwada & Eugene-Rigot, 2017), and in-
crease net capital inflows into EMEs (Clark et
al., 2020). Moreover, it leads to exchange rate
appreciation, reduced long-term bond yields
in Brazil, and a stock market boom (Bhattarai
et al,, 2021; Barroso et al., 2016). Koepke (2018)
finds that shifts in market expectations towards
expansionary US monetary policy lead to great-
er portfolio inflows. In contrast, shifts towards
contractionary monetary policy lead to a more
substantial adverse impact on portfolio flows
into local bond markets in EMEs. Fratzscher
et al. (2017) observed that the first phase of the
Fed’s quantitative easing increased portfolio
flow from EMEs and other advanced econo-
mies into US equity and bond funds, appreci-
ated the US dollar, lowered US bond yields, and
provided liquidity to US financial markets. By
contrast, the second phase of quantitative eas-
ing increased portfolio inflow into EMEs and
depreciated the US dollar. Park et al. (2016)
demonstrated that the Fed’s first phase of quan-
titative easing had a significantly larger spill-
over effect on capital inflows than the second
and third phases in developing Asian countries.
The Fed’s quantitative easing episodes reduced
the US mortgage spread and the US term spread,
decreased the CBOE VIX index, depreciated the
US dollar, increased foreign equity prices, and
reduced foreign bond yields (Yildirim & Ivrendi,
2021). Fed’s second quantitative easing program
reduced the liquidity premium of treasury in-
flation-protected securities and inflation swap
rates by 10 basis points in the US (Christensen
& Gillan, 2022). The unconventional monetary
policies of the Fed and the Bank of Japan have a
significant effect on lowering mortgage spreads
(Wang, 2019). The Fed’s first phase of quantita-
tive easing reduced bond yields and the appre-
ciation of Asian currencies, leading to greater
swings in capital inflows in Asian economies
with more open and developed capital markets
(Cho & Rhee, 2014). Balcilar et al. (2024) not-
ed that quantitative tapering in the US triggers
a large capital outflow from the EMEs. Eser et
al. (2023) revealed that the European Central
Bank’s quantitative easing reduced the free-
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float duration risk and compressed term premia
in the euro currency area. Ciminelli et al. (2022)
reveal that US interest rate increases resulting
from pure monetary policy shocks lead to sig-
nificant and persistent investment outflows from
EMEs. In contrast, rate increases driven by posi-
tive information news shocks do not induce such
outflows from EMEs. The Fed’s quantitative eas-
ing announcements reduced yields on US 10-year
Treasury securities and AAA corporate bonds
(Thornton, 2013). They reduced expected future
short-term interest rates in the USA (Bauer &
Rudebusch) and sovereign bond yields in EMEs
(Bowman et al.,, 2015). Furthermore, the Fed’s
quantitative tapering announcements resulted in
sharp capital outflow from EMEs (Nechio, 2014),
depreciated the currencies of EMEs through for-
eign direct investment and portfolio investment
channels (Bouraoui, 2015), and increased net eq-
uity inflow to European Union countries and net
equity and bond outflow to EMEs (Khatiwada &
Eugéne-Rigot, 2017). The Bank of England’s quan-
titative easing announcements reduced the yield
of UK medium- and long-term gilt-edged securi-
ties by 100 basis points (Joyce et al., 2011). US term
premiums have been declining persistently in re-
sponse to shocks in US monetary policy since the
global financial crisis. As a result, following the
global financial crisis, tightening shocks have only
transitory positive effects on US Treasury bond
yields (Adrian et al., 2024). US quantitative eas-
ing shocks reduce long-term bond yields, appre-
ciate the currencies, and increase asset prices in
Canada through both portfolio balance and risk-
taking channels (Kabaca & Tuzcuoglu, 2024).

Despite a substantial body of literature examin-
ing the response of capital inflows to the Fed’s
unconventional monetary policy shocks, a criti-
cal research gap persists concerning the trans-
mission channels through which these uncon-
ventional monetary policy shocks impact capital
flows in emerging bond markets. This study ex-
amines new transmission channels by introduc-
ing changes in the global financial cycle and al-
terations in the US mortgage spread and the US
term spread as additional channels of transmis-
sion. Furthermore, this study focuses on contem-
poraneous and dynamic transmission channels.
Contemporaneous transmission channels refer
to the response of capital flow to the Fed’s un-
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conventional monetary policy shock within the
same time period. Dynamic transmission chan-
nels, in contrast, trace the evolution of responses
over time through the impulse response function.

The study aims to investigate the impact of the
US Unconventional monetary policy on capital
flow in the emerging bond market and identify
its transmission channels. Therefore, the follow-
ing hypotheses are proposed.

HI: US Treasury bond purchase shocks have sig-
nificant effects on capital flows in emerging
bond markets

H2: US MBS purchase shocks have significant
effects on capital flows in emerging bond
markets

H3: Changes in the US term spread serve as the
transmission channel through which the US
treasury bond purchase shock affects capital
flows in emerging bond markets.

H4: Change in the US term spread serves as the
transmission channel through which the US
MBS purchase shock affects capital flows in
emerging bond markets.

H5:  Changes in the US mortgage spread serve as
the transmission channel through which the
US treasury bond purchase shock affects cap-
ital flow in emerging bond markets.

H6: Changes in the US mortgage spread serve as
the transmission channel through which the
US MBS purchase shock affects capital flow
in emerging bond markets.

H7:  Changes in the global financial cycle serve
as the transmission channel through which
a US Treasury bond purchase shock affects
capital flows in emerging bond markets.

HS8:  Changes in the global financial cycle serve as
the transmission channel through which the
US MBS purchase shock affects capital flow
in emerging bond markets.

In line with the hypotheses outlined above, the
conceptual framework is depicted in Figure 1.

http://dx.doi.org/10.21511/imfi.22(4).2025.31
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6 Mtg spread

Note: TSP and MBSP acronyms indicate the outright transaction of US Treasury securities and US MBS by the Federal Reserve
from the permanent open market operation. The acronym & USYC, § Mtg spread, and & VIX refer to the change in the US term
spread, the US mortgage spread, and the CBOE Volatility Index. The CF acronym indicates the capital flow in the emerging

bond market.

Figure 1. Conceptual framework

2. METHODS

This study employs a SVAR framework, a widely
used approach to examine how capital flows re-
spondtounconventional monetary policyshocks
(Bowman et al., 2015; Tillmann, 2016; Bhattarai
et al., 2021; Yildirim & Ivrendi, 2021). The con-
temporaneous transmission of shocks is exam-
ined using the contemporaneous impact matrix,
and the dynamic transmission of shocks is as-
sessed using the impulse response function of
the SVAR. In this study, the Contemporaneous
impact matrix is based on Cholesky decomposi-
tion, which imposes zero restrictions through a
recursive causal ordering. This ordering reflects
the assumed causal sequence beginning with
the Fed’s purchases of US Treasury bonds, fol-
lowed by the Fed’s purchases of US MBS, chang-
es in the US term spread, changes in the US
mortgage spread, changes in the CBOE volatil-
ity index, and finally, capital inflow into or from
the emerging bond market. A contemporaneous
coefficient matrix enables the identification of
structural shocks by decomposing the variance-

covariance matrix of reduced-form residuals in-
to a lower triangular form. This relationship be-
tween the contemporaneous coefficient matrix,
structural shock, and reduced form residuals is
presented in Equation (1).

This study uses a 6x6 contemporaneous coef-
ficients matrix. Each diagonal element in the
contemporaneous coeflicient matrix, equal to 1,
corresponds to the contemporaneous effect of
a variable on itself. The matrix columns play a
crucial role, representing the contemporaneous
effects of the corresponding structural shocks
on all endogenous variables in the system. These
structural shocks, each with its unique impact,
are a key aspect of the model. Zero restrictions
are widely used in contemporaneous coefficient
matrices to measure the impact of US uncon-
ventional monetary policy shocks on capital
flows (Chen et al., 2016). The contemporane-
ous coefficient matrix and structural shocks
are expressed in equation form in Equations (2)
through (6).

http://dx.doi.org/10.21511/imfi.22(4).2025.31
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mbsp, = a,, -tsp, + &,,, )

ousyc, = ay, -Isp, +a,, -mbsp, +¢,,, 3)

o Mtg spread, = a,, -tsp, +a,, - mbsp, @)

+a,, -ousyc, +&,,,

oVIX, = ay, -tsp, + as, - mbsp, +as, - S usyc, 5)
+as, -0 Mtg spread, +¢,,

CF, = a,, -tsp, +ag, -mbsp, +a, - o usyc, ©)
+ag, -0 Mtg spread, +ay-OVIX, + ¢

612
where tsp and mbsp acronyms indicate the out-
right transaction of US Treasury securities and
US MBS by the Federal reserve from the perma-
nent open market operation. The acronym Susyc,
8 Mtg spread and SVIX refers to the change in the
US term spread, the US mortgage spread, and the
CBOE Volatility Index. CF acronym indicates the
capital flow in the emerging bond market.

The study also uses the impulse response function,
which maps the dynamic response of each vari-
able in an SVAR to a one-time shock in one of the
innovations.

The variables used in this method require in-
vestigation for their stationarity properties.
Nonstationary variables may provide spurious re-
sults in the SVAR framework (Bhatta et al., 2020).
ADF-Fisher Chi-square test is employed to de-
tect the presence of unit roots in the time series
variables. Any variable that exhibits a unit root is
transformed into a stationary series by applying
first differencing. Equation (7) explains the details
of the unit root test.

P

Ayt:a+ﬂt+7'Y;—1+Z§i'Ayt—l+gt’ (7)
i=1

where Ay, - the first difference of y , a — a constant

intercept; B, - a time trend term; y — the coefficient

on Y , i - the coeflicients of lagged differences

[

of the time series; P - number of lags included to
account for higher-order serial correlation; g - re-
sidual term.

Null hypothesis (H,) = the time series has a unit
root (y = 0).

Alternative Hypothesis (H ) - the time series has no
unit root (y < 0).

Capital inflow data in forty-five emerging bond
markets are collected from the IMF financial
statistics (International Monetary Fund, 2025)'.
Outright holdings of US Treasury bonds and US
MBS, the CBOE volatility Index, US term spread,
and US mortgage spread are sourced from Fed
Economic Data (Fed Economic Data, 2025)>. This
study includes data from eight Asian, sixteen Latin
American and Caribbean, thirteen European, four
African, and seven Middle Eastern and Central
Asian emerging markets. The research spans a
timeframe from 2009 to 2023, including post-
global financial crisis periods, allowing for the ex-
amination of the evolving dynamics of capital flow
under unconventional monetary policy regimes.

3. RESULTS AND DISCUSSION

Standardised variables are essential for control-
ling for scale differences. The study standardises
all variables, resulting in each having a mean of
zero and a standard deviation of one, as shown in
Table 1.

Correlation coeflicients measure the linear rela-
tionship between the two variables. The correla-
tion coefficients between two variables indicate
that multicollinearity is not a concern, thereby
supporting the suitability of the data for SVAR es-
timation, as shown in Table 2.

The ADF-Fisher chi-square test examines the sta-
tionarity of time series variables. The results reveal
that no unit root is present in the time series vari-
ables, as shown in Table 3. The results indicate that
all variables in the SVAR model are stationary.

1 https://data.imf.org/en/Search-Results#q=balance%200{%20payments%20bop&t=coveob02de888&sort=relevancy

2 https://fred.stlouisfed.org/searchresults/?st=vix&isTst=1
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Table 1. Descriptive statistics of all endogenous variables

Descriptive statistics CF . MBSP TSP ‘§Mtgspread: SUSYC | SVIX
Mean o 000 000 . 000 000 . 000 . 000
Median (0.19) (0.33) (0.45) (0.28) 0.00 ' (0.16)
Maximum 1549 543 378 413 . 206 388
Minimum C1237) (L06) 087) (190) (3.04) @)
Std. Dev. 0.99 0.99 1.00 1.00 1.01 H 1.00
Skewness 033 33 214 109 1 (048 . 143
Kurtosis : 75.80 : 16.52 : 7.15 : 6.58 : 4.01 6.30

Note: where TSP and MBSP acronyms indicate the outright transaction of US Treasury bond and US MBS by the Fed, §USYC,
6 Mtg spread, and &VIX refer to the change in the US term spread, the US mortgage spread, and the CBOE Volatility Index. CF
acronym indicates the capital flow in the emerging bond market. Negative numbers are indicated in parentheses.

Table 2. Correlation coefficient matrix

Variables ' &§Mtgspread: SUSYC | SVIX - MBSP TSP
CF _ _ _ _ R
6 Mtg spread 1.00
e .00 .10 o o o
8 VIX (022 (015 N T
MBSP 0.10 0.25 (0.17) 1.00
-2 Y VoY R 6415 T 6.34 o 6.10 T 6.44 : 100

Note: where TSP and MBSP acronyms indicate the outright transaction of US Treasury bond and US MBS by the Fed, SUSYC,
6 Mtg spread, and &VIX refer to the change in the US term spread, the US mortgage spread, and the CBOE Volatility Index. CF
acronym indicates the capital flow in the emerging bond market. Negative coefficients are indicated in parentheses.

Table 3. ADF — Fisher Chi-square unit root test

ADF - Fisher Chi-square test

Variable © t-Statistic Prob.** Variable © t-Statistic Prob.**
cF 116537 o0 TSP . 790.439 ; 0
MBSP | i 102145 0 . LS vix o 183737 S
8 Mtg spread 2018.51 ; 0 ; 5 USYC 1190.93 0

Note: TSP and MBSP acronyms indicate the outright transaction of US Treasury securities and US MBS by the Federal Reserve
from the permanent open market operation. The acronym & USYC, 6 Mtg spread, and & VIX refer to the change in the US term
spread, the US mortgage spread, and the CBOE Volatility Index. The CF acronym indicates the capital flow in the emerging
bond market.

Akaike Information Criterion (AIC), Schwarz 5 are utilised to formulate a new set of equations,
Criterion (SC), and Hannan-Quinn (HQ) crite- presented as Equations (8) to (12).

ria are employed for optimal lag selection in the
SVAR method. All three criteria indicate that alag
order of 2 is the optimal lag order length in the
SVAR model, as shown in Table 4. Parameters : Coefficient :| Parameters : Coefficient

Table 5. SVAR parameters
in the contemporaneous coefficient matrix

Table 4. Lag order selection a 003
G, Loogr
lag AIC e HQ a 0.18*
T O T B = R - T e, 004
1 12.75 12.85 12.78 a o1
2 N N 1182* ° 1201* ° o 1189* o a Rt SO S PO SOOI ' S ROTRRTR HPPRTI P
a
a

The coeflicients presented in Table 5 correspond
to th‘e estimated parameters obtained from Note: * means a 1% level of significance, ** means a 5% level
Equations (2) to (6). In the subsequent analysis, of significance, and *** means a 10% level of significance.
all statistically significant coefficients from Table Negative coefficients are indicated in parentheses.

http://dx.doi.org/10.21511/imfi.22(4).2025.31 41 /I
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mbsp, =0.04-tsp, + ¢,,, 8)
Susyc, =(0.4)-tsp, +(0.36)-mbsp, +¢&,,, (9)

O Mtg spread , = (0.09) -Isp,

(10)
+(0.15)- mbsp, +(0.08)-Susyc, +¢,,

SVIX , =(0.55)-1sp, +0.18 - Susyc, +¢,, (11)

CF, =(0.04)-Susyc, +¢,, (12)
where tsp and mbsp acronyms indicate the out-
right transaction of US Treasury securities and
US MBS by the Federal Reserve from the perma-
nent open market operation. Acronyms § USYC,
§ Mtg spread, and § VIX refer to the change in
the US term spread, the US mortgage spread, and
the CBOE Volatility Index. The CF acronym indi-
cates the capital flow in the emerging bond market.
Negative coeflicients are indicated in parentheses.

The derivation from Equation (12) suggests that
fluctuations in the global financial cycle and
changes in mortgage spreads do not act as a con-
temporaneous transmission channel. However,

it reveals that the change in the US term spread
shock has a negative contemporaneous influence
on capital flow. Furthermore, Equation (9) reveals
that the outright purchase of US Treasury bonds
and the MBS purchase shocks have a negative
contemporaneous influence on the change in the
US term spread. The derivations from Equations
(9) and (12) suggest that a change in the US
term spread shock serves as the contemporane-
ous transmission channel through which the US
MBS purchase shock and the US Treasury bond
purchase shock positively impact capital flow in
emerging bond markets. The empirical findings
reveal a nuanced outcome regarding the tested
hypotheses. Specifically, hypotheses H3 and H4
are empirically validated, indicating a significant
and robust association consistent with theoretical
expectations.

Figures 2 through 11 present the impulse response
functions, which capture the dynamic transmis-
sion channels of capital flows into the emerging
bond markets.

Figure 2 presents the impulse response function of
changes in the US term spread to a TSP shock. The
results indicate a positive, statistically significant

Response of CHANGE_TERM_SPREAD to TREASURY_SECURITY_PURCHASE
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Figure 2. Response of change in the US term spread to the TSP shock
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Figure 3. Response of capital flow to a change in the US term spread shock
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Figure 4. Response of capital flow to the TSP shock

response of the US term spread in the first and sec-
ond quarters following the shock.

Figure 3 illustrates the impulse response of capi-
tal flow to a change in the US term spread shock.
It shows that capital flow does not respond to a
change in the US term spread. Both Figure 2 and
Figure 3 conclude that they do not support H3
that changes in the US term spread serve as the
dynamic transmission channel through which the
US Treasury bond purchase shock affects capital

flows in emerging bond markets.

Figure 4 demonstrates the impulse response of
capital flow to the TSP shock. It shows that the
capital flow to the emerging bond market does not
respond to the shock of Treasury bond purchases.

Figure 5 validates the impulse response of capital
flow to the MBSP shock. It shows that the capi-
tal flow to the emerging bond market does not re-
spond to the MBS purchase shock.
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Figure 5. Response of capital flow to the MBSP shock
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Figure 6. Response of change in mortgage spread to the MBSP shock
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Figure 7. Response of capital flow to a change in mortgage spread shock

Figure 6 validates the impulse response func-
tion of the change in the mortgage spread to the
MBSP shock. It shows that the change in the US
Mortgage spread negatively responds to the MBS
purchase shock, with the effect concentrated in
the first and second quarters.

Figure 7 shows that capital flow responds nega-
tively to a change in mortgage spread shock for
four consecutive quarters. Figures 6 and 7 both
conclude that changes in mortgage spreads serve
as the dynamic transmission channel through

which the US MBS purchase shock positively af-
fects capital flow in emerging bond markets.

Figure 8 shows the negative response of the change
in VIX to the MBSP shock for the first and second
quarters.

Figure 9 validates the impulse response function
of capital flow. It shows that capital flow negatively
responds to a change in VIX shock for four con-
secutive quarters. Both Figures 8 and 9 validate H8
that changes in the global financial cycle serve as
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Figure 8. Response of change in VIX to the MBSP shock
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Figure 9. Response of capital flow to a change in VIX
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Figure 10. Response of change in mortgage spread to the TSP shock

the dynamic transmission channel through which
the US MBS purchase shock positively aftects capital
flow in emerging bond markets.

Figure 10 validates a positive response of change in
the mortgage spread to the TSP shock for the first
and second quarters. Figure 7 shows that capital flow
negatively responds to a change in mortgage spread
shock for four consecutive quarters. Figures 7 and
10 both conclude that changes in mortgage spreads
serve as the dynamic transmission channel through
which the US TSP shock negatively affects capital
flow in emerging bond markets.

Figure 11 shows that the change in the US term
spread does not respond to the MBSP shock. It does
not support hypothesis H4, which claims that a
change in the US term spread serves as the dynamic
transmission channel of capital flow.

The empirical analysis of the proposed hypotheses
yields mixed results, which are explained in detail
for each hypothesis following an investigation of the
contemporaneous coeflicient matrix and impulse re-
sponse function, summarised below.

Response of CHANGE_TERM __

.2

-1
1 2

US Treasury bond purchase shocks have neither
contemporaneous nor dynamic significant effects on
capital flows in emerging markets. It does not pro-
vide empirical support for H1. US MBS purchase
shocks have no contemporaneous and dynamic sig-
nificant effects on capital flows in the emerging bond
market, and consequently, findings fail to confirm
hypothesis H2.

US Treasury bond purchase shocks positively impact
capital flows in emerging bond markets through
changes in the US term spread, serving as a contem-
poraneous transmission channel. However, they do
not function as a dynamic transmission channel,
as indicated by the impulse response function. It is
consistent with hypothesis H3, as changes in the US
term spread serve as a contemporaneous transmis-
sion channel.

US MBS purchase shocks have a positive impact on
capital flows in emerging bond markets through
changes in the US term spread, serving as a con-
temporaneous transmission channel. the impulse
response function shows no evidence of a dynamic
transmission role. It supports hypothesis H4, indi-

SPREAD to MBS_PURCHASE

3 4

Figure 11. Change in the US term spread to the MBSP shock
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cating that changes in the US term spread act as a
contemporaneous transmission channel

The US Treasury bond purchase shock negatively af-
fects capital flow in emerging bond markets through
a change in the US mortgage spread, serving as the
dynamic transmission channel. However, it does not
function as a contemporaneous transmission chan-
nel, as indicated by the contemporaneous coefficient
matrix. It aligns with hypothesis H5, indicating that
a change in the US mortgage spread operates as a dy-
namic transmission channel.

The US MBS purchase shock has a positive effect on
capital flow in emerging bond markets through a
change in the US mortgage spread, serving as a dy-
namic transmission channel. However, the contem-
poraneous coefficient matrix provides no evidence
of a contemporaneous transmission channel. It pro-
vides empirical support for hypothesis H6 by dem-
onstrating that a change in the US mortgage spread
constitutes a dynamic channel of transmission.

US Treasury bond purchase shocks do not influ-
ence capital flows in emerging bond markets via the
global financial cycle, as neither contemporaneous
nor dynamic transmission is observed, providing no
empirical evidence for hypothesis H7.

US MBS purchases have a positive effect on capital
flows in emerging bond markets through changes
in the global financial cycle, serving as a dynamic
transmission channel. However, they do not func-
tion as a contemporaneous transmission channel, as
indicated by the contemporaneous coefficient ma-
trix. It corroborates hypothesis H8, demonstrating
that fluctuations in the global financial cycle play a
dynamic transmission channel.

Changes in the mortgage spread serve as the dynam-
ic transmission channel through which the US MBS
purchase shock affects capital flow in emerging bond
markets. This result is consistent with the existing

literature (Chen et al., 2016; Hancock & Passmore,
2011, 2015; Wang, 2019; Yildirim & Ivrendi, 2021).
Moreover, changes in the global financial cycle serve
as the dynamic transmission channel through which
the US MBS purchase shock affects capital flow in
emerging bond markets. These outcomes corrobo-
rate the findings of prior investigations (Yildirim &
Ivrendi, 2021). Changes in the global financial cycle
do not serve as the dynamic transmission channel
through which a US Treasury bond purchase shock
affects capital flow in emerging bond markets. This
result contrasts with existing literature (Anaya et al.,
2017; Dedola et al., 2017; Tillmann, 2016). This result
indicates that the change in the US term spread sig-
nificantly transmits the effects of the Fed’s shock to
US Treasury securities purchases and US MBS pur-
chases on capital flow into the emerging bond mar-
ket contemporaneously. This finding aligns with pre-
vious studies in the field (Chen et al., 2016; Huang
& Kishor, 2019; Olani, 2020; Feldkircher et al., 2020;
Hayashi & Koeda, 2019).

A key difference between this study and the exist-
ing literature lies in the measurement of uncon-
ventional monetary policy. Prior studies imple-
mented price-based indicators of unconventional
monetary policy, such as the change in the US
term spread or change in US mortgage spread
(Yildirim & Ivrendi, 2021; Wang, 2019; Hancock
& Passmore, 2011; Chen et al., 2016; Huang, 2019;
Olani, 2020; Hayashi & Koeda, 2019; Feldkircher
et al, 2020). This study measures asset-based
measures of unconventional monetary policy.
Furthermore, the difference lies in the frequency
of the data. Previous studies have used weekly
data to capture the responses of capital flows to
unconventional monetary policy shocks. In con-
trast, this study uses quarterly data, which is not
sensitive enough to detect the immediate effects
observed with higher-frequency data. Quarterly
data capture can obscure medium- to long-term
trends, potentially masking the short-run effects
highlighted in the literature using weekly data.

CONCLUSION

This study examines the response of capital inflows into emerging bond markets to US unconventional
monetary policy shocks and their transmission channels. The Fed’s purchase of US Treasury bonds and
US MBS is considered a proxy for measuring US unconventional monetary policy. The contemporane-
ous coefficient matrix and impulse response function of SVAR are employed in this study.
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The contemporaneous matrix reveals that the change in the US term spread serves as a contemporane-
ous transmission channel through which shocks from the Fed’s US Treasury bond purchases and US
MBS purchases have a positive effect on capital flows in emerging bond markets. However, the impulse
response function reveals that a change in the US mortgage spread acts as a dynamic transmission
channel through which the US MBS purchase shock has a positive effect on capital flow in emerging
bond markets. Similarly, changes in the global financial cycle serve as the dynamic transmission chan-
nel through which the US MBS purchase shock has a positive effect on capital flows in emerging bond
markets.

Future studies might consider whether US quantitative-induced capital inflows are affected by environ-
mental, social, and governance criteria or climate risk considerations in recipient countries. Researchers
may expand the scope by conducting a comparative analysis across different regions. Moreover, high-
frequency data can help assess the immediate response of capital inflow to unconventional monetary
policy announcements.
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