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ABSTRACT

KAYA, Ahmet Thsan. Capital Flow Surges and Volatility, Ph.D. Dissertation, Ankara,
2021.

Recent decades have witnessed a substantial rise in international financial transactions
and capital flows to developing countries. This dissertation examines mainly the surge
and volatility aspects of capital flows. The first chapter offers a distinctive methodology,
the generalized supremum augmented Dickey Fuller (GSADF), to detect capital flow
surges based on right-tailed unit root tests. Commonly used to identify asset price bubbles,
GSADF method proposed by Phillips et al. (2015) provides two main advantages: it can
diagnose multiple surges in a series and distinguish the behaviour of explosiveness from
volatility. Exploiting the technical and conceptual similarities in the formations of asset
price bubbles and capital flow surges, we perform the GSADF procedure to net capital
flows data of 43 developing countries. As a result, we identified 727 individual surges,
130 separate surge episodes, and 4 global capital flow waves over the periods of 1995—
2017. The second chapter explores the factors triggering capital flow surges by employing
Fernandez-Val and Weidner (2016) bias-adjusted fixed effects probit model. The results
show that although global factors and regional contagion play some role, domestic factors
are more dominant in the surge occurrences in developing countries. The third chapter
focuses on measuring and modelling time-varying volatility of capital flows by using
panel GARCH (DPD-CCV) model developed by Cermefio and Grier (2006) that takes
into account cross-sectional dependency and provides significant efficiency gains. Using
panel data from 16 emerging market economies over the 1995-2019 period, we show that
the magnitude and the volatility of net capital flows to emerging markets are
predominantly driven by global push factors. However, these results seem to vary with
respect to the categories of capital flows such as FDI, portfolio investments, other credit

flows.

Keywords: Capital flows, Surges, Volatility, GSADF, Panel GARCH
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OZET

KAYA, Ahmet ihsan. Sermaye Hareketlerindeki Taskinlik ve Oynakiik, Doktora Tezi,
Ankara, 2021.

Geride biraktigimiz on yillar uluslararasi finansal islemlerde ve gelismekte olan {ilkelere
yonelik sermaye hareketlerinde goriilmemis bir artisa taniklik etmistir. Bu tez temel
olarak sermaye hareketliginde taskinlik ve oynaklik olgularina odaklanmaktadir. Tezin
ilk boliimii, sermaye hareketlerindeki tagkinliklarin tespit edilmesine yonelik sag kuyruk
birim kok testlerine dayanan yeni bir metodoloji, genellestirilmis en iist genisletilmis
Dickey Fuller (GSADF), onermektedir. Yaygin olarak varlik fiyatlarindaki balonlarin
tespitinde kullanilan ve Philips vd. (2015) tarafindan 6nerilen bu yontem iki temel avantaj
saglamaktadir: bir serideki ¢coklu tagkinliklari teshis edebilmekte ve tagkinlik davranigini
volatiliteden ayirdedebilmektedir. Varlik fiyatlarindaki balonlarin ve sermaye
hareketlerindeki tagkinliklarin olusmasindaki teknik ve kavramsal benzerlikleri goz
ontinde bulundurarak GSADF prosediirii geligmekte olan 43 iilkenin net sermaye
girislerine uygulanmaktadir. Bu dogrultuda, 1995-2017 doneminde 727 bireysel
tagkinlik, 130 farkli taskinlik dénemi ve 4 kiiresel sermaye hareketleri dalgasi tespit
edilmektedir. Ikinci boliim sermaye hareketlerindeki taskmligi etkileyen faktorleri
incelemektedir. Bu amacla Fernandez-Val ve Weidner (2016) sapmasi ayarlanmis sabit
etkiler probit modeli kullanilmaktadir. Sonuglar, her ne kadar kiiresel faktorlerin ve
bolgesel yayilmanin rolii olsa da yerel faktorlerin gelismekte olan {ilkelerdeki taskinlik
olusumlarinda daha etkin oldugunu gostermektedir. Ugiincii bolim sermaye
hareketlerindeki volatilitenin 6lgiimii ve analiz edilmesine odaklanmaktadir. Bu amagla,
yatay kesit bagimliligi dikkate alan ve 6nemli etkinlik kazanci saglayan Cermefio ve Grier
(2006) DPD-CCV modeli kullanilmaktadir. 1995-2019 yillar1 aras1 16 yiikselen piyasa
ekonomilerinden alinan panel veri seti kullanilarak elde edilen bulgular, net sermaye
akimlarmin seviyesi ve volatilitesinin  biiylik Olciide kiiresel itme faktorlerinden
kaynaklandigini ortaya koymaktadir. Ancak bu sonuglarin sermaye hareketlerinin tiirtine

(DYY, portfoy yatirimlari, diger kredi akimlari) gore degistigi goriilmektedir.

Anahtar Sozciikler: Sermaye hareketleri, Taskinlik, Volatilite, GSADF, Panel GARCH
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INTRODUCTION

Following the end of the Bretton Woods system during 1970s, especially the member
countries and some others have gradually switched to floating exchange rate regimes and
capital account restrictions have been increasingly removed accordingly. This
phenomenon, labelled as financial globalization, allowed opportunities for international
investors chasing higher profits to move their financial resources to cross-border
investment opportunities (Calomiris and Neal, 2013). As a result, the scale of cross-
border financial flows has gained pace and reached unprecedented levels during the first
decade of the 2000s. These flows often supported host countries in their efforts to
diversify their funding sources, lower the cost of capital and finance domestic investments
(Aizenman et al.,, 2013; Magud et al., 2014). Along with these direct benefits,
international financial flows also helped recipient countries to transfer technology,
develop domestic financial systems, improve institutional quality and corporate
governance and discipline domestic macroeconomic and financial policies (Kose et al.,
2009). However, international capital flows have also been increasingly associated with
asset price bubbles, financial instabilities, exposing global risks, raising the probability
of banking crisis (Stiglitz, 2004; Cardarelli et al., 2010; Calomiris and Neal, 2013; Laeven
and Valencia, 2013; Magud et al., 2014). In the least worrying cases, these flows make
countries exposed to the global financial cycle, forcing them dependent on the continuity

of foreign fund flows (Rey, 2015).

Advanced economies have some buffers to manage these flows and more resources to
apply countercyclical monetary and fiscal policies, allowing them to deal with disruptive
impacts of these flows before turning into a large-scale banking crisis (Laeven and
Valencia, 2013). However, emerging countries and developing economies generally have
less room for maneuvre as conventional policies to tackle cross-border flows create other
economic distortions (Akgelik et al., 2015). For instance, lowering interest rates to deter
capital flows may further overheat the economy by igniting credit growth and put
additional pressure on price stability. In addition, applying capital controls is
controversial and might be inefficient in terms of reducing vulnerabilities while

increasing the risk of sharp reversals (Cardarelli et al., 2010). These features make capital



flows even more important phenomenon for developing countries and thus, economists
and policy-makers have increasingly focused on understanding the nature, sources and

impacts of capital flows.

According to Koepke (2019), the literature on capital flows has grown into three major
research areas (see Figure 1). The first two areas of research concern the impact and the
policies addressing capital flows. The first one mainly focuses on possible opportunities
and challenges posed by financial globalization and capital account openness as well as
the economic impacts of a certain type of cross-border flows which are classified as
foreign direct investments (FDI), portfolio investments and other credit flows (cf.
Bhagwati, 1998; Prasad et al., 2005; Kose et al., 2009; Broner and Ventura, 2016). The
latter research area discusses and proposes various policy tools to manage international
financial flows and tackle possible disruptive impacts of these flows (cf. Brunnermeier et

al., 2009; Cardarelli et al., 2010; Claessens and Ghosh, 2013).

Capital Flows to
Developing
Countries
|
I I I
Impact of Capital Managing Capital Nature and Sources
Flows Flows of Capital Flows

. Measuring and Measuring and
Determinants of Analvsi Analvsine th
Capital Flows natysing nalysing the
Excessive Flows Volatility
Figure 1: 'l lustration of the Broad

Source: Koepke (2019)

The third research area investigates the nature and sources of capital flows, which is
further evolving into three sub-research areas. The first group of studies investigate the
impact of several macroeconomic, financial and institutional factors on the magnitude of

capital flows by decomposing possible determinants as global and domestic factors (see
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