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Abstract

In this paper we analyze the effects of the global financial cycle

and the Fed unconventional monetary policy announcements on

foreign portfolio flows in Colombia between 2010 and 2018.

Our contribution to the literature is twofold: First, we use a novel

daily data set from the Colombian Securities Exchange and the

Central Securities Depository that allow us to analyze the effects of

U.S. unconventional monetary policies on different types of

portfolio investment. Second, this is the first document to our

knowledge that examines the effects of these policies on portfolio

flows in Colombia, as well as whether they reinforced the impact

of the global financial cycle on these flows during the period under

consideration.

Stylized Facts

 Changes in the Fed monetary policy stance can accentuate the

global financial cycle and affect the dynamics of capital flows.

 Unconventional monetary policies adopted by the Fed since the

financial crisis of 2008 and 2009 have played an important role in

the pattern of capital flows to emerging markets.

 The normalization of monetary policy in advanced economies,

and the modest economic growth in EMEs have slowed down

capital flows.

 QE2 announcements had no impact on portfolio flows in

Colombia.

 QE3 announcements (expansionary) did not have the expected

effect on portfolio flows.

 The tapering (contractionary), forward guidance (mostly

expansionary), and the operation twist (contractionary in the short

part of the yield curve) had significant effects on portfolio flows.

 Fed’s unconventional monetary policy announcements amplified

the effect of the global financial cycle on portfolio flows.

The effects of unconventional monetary policy announcements of the Federal 

Reserve on foreign portfolio flows in Colombia

Net portfolio flows in Colombia and unconventional monetary policy 

announcements by the Fed

 We estimate the following equation using the OLS method with

robust errors, and lags of the dependent variable according to Enders

(2004):

Yt = α +σ𝑖=0𝐼 𝝆𝒊Yt−i + βUS_MP_Announcementt+1 + θGFCt +εt
where Yt represents net purchases of foreign investors' portfolio

investments in Colombia on day t; US_MP_Announcementt+1
corresponds to the Fed’s UMP announcements, which are identified

by dummy variables equal to one the day after the announcement, and

zero otherwise; GFCt represents the global financial cycle.

• The expected signs for β depend on the type of measure adopted

by the Fed:

 QE2 and QE3: positive coefficients, as lower long-term

interest rates could increase liquidity in the U.S. economy.

 Operation Twist: negative coefficient, as this program

increased the average maturity of Treasury securities.

 Tapering: negative coefficient, as investors prefer assets in the

U.S. with higher yields than in EMEs.

 Forward Guidance: positive coefficient, as most of the

announcements indicated an expansionary monetary policy

stance.

Motivation

Econometric Approach

ResultsHypothesis

Public bonds flows are more sensitive to unconventional monetary

policy announcements, given the greater participation of foreign

investors in the public debt market in Colombia.

Channels of Transmission

 Portfolio channel: the purchase of long-term securities reduces

the supply of these assets to private investors, and increases the

demand for substitutes assets, including those in EMEs.

 Signaling channel: UMP implemented in developed countries

are perceived as central banks´ commitments to maintain an

accommodative monetary policy stance over a prolonged period.

 Liquidity channel: asset purchases by central banks in advanced

economies increase reserves on private banks balance sheets.


