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Effects of U.S. Monetary Policy on Capital Flows in Emerging
Market Economies: The Case of the Philippines

Tuan Khai VU

{Abstract)

This paper analyzes the impact of U.S. monetary policy on international
capital flows in emerging market economies using the Philippines as a case
study. We utilize the U.S. monetary policy shocks estimated by a new and
superior method recently developed in the literature analyzing the effects
of monetary policy shocks. We employ the autoregressive distributed lag
model to study the effects of U.S. monetary policy. The main findings of
this paper are as follows: U.S. monetary policy has a statistically significant
impact on capital flows in the Philippines. Specifically, a U.S. tightening
shock increases capital outflows from and decreases capital inflows into the
Philippines. The effect on capital outflows is more pronounced. Regarding
the effects on each component of capital flows, under a monetary
tightening in the U.S., both inward portfolio investment and other
investments in the Philippines decline, while inward and outward direct
investment and other outward investments increase. However,
quantitatively, the impact of U.S. monetary policy shocks is considerably
smaller compared to other shocks. This result is particularly pronounced
regarding the effect on capital inflows.

JEL Classification Codes: C23, F37, F41, O11.
Keywords: U.S. monetary policy, capital flows in emerging market
economies, Philippine economy, monetary policy shock, autoregressive

distributed lag model.



