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— One of many costs Ofi
— Indicates anti-investor bi

— “Draconian policy” that will deter mvestment

-

— Responses depend on type of investment & fumn

» Key 1nsights to structure analysis:
— Lagged effect of controls on portfoliorallocation
— Key role of benchmalj.

— More likely to see Spih' overs in EM & regional mutualfunds
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— Insights may 11013‘ S.tld.(‘“.l.l_.‘-’ to other cour lrries,, OtHCTLyPES
controls, other time periods

» Advantages:
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» Overall strategy: 4 0 With exampleAVHCICHIOS N IKE])
see direct and spii OVer: eifcCtS OCOntLolS
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— Most comprehenswe- [ oninternational portiolioiowsias
holdings available at lu;l;,_,n .rcq.lsn Y. with detarled geographic

=

coverage
— CAVEATS: Only includes imnformation on'mutualiunds

— Global Emerging Market Equity funds, Global'Emergimg Viarkes
erican n_sglo;rla.l Equity '_Fu.uds
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Significant effect in 3 months
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What if Brazil reduced current IOF on' fixed incomerom 66101076

— Assume everything else ref AIns constant

Ma

— Predicts increase portfolio shares allocated torBraziliby 0470539,
percentage points over 3 months
- Largest effect in Latin American funds; smallestin bondfunds

— To get impact on flows, need to “Gross up BEPER dataitoimakeupiorn
limited coverage of total flows:
» Numerous assumptions required:

‘ — Predicts $9bn-$16bn increase importioliounyestmentanis A7l lVerss:
months

 Large relative to annual portiolioiowsSsS o nNE0D) s yA RN EI)!

* Moderate relative to stock offoreigniporiiolionnyesmen=NGa 4281
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A. Commodity exporters
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Ol Spi

Inflow Anxiet
Control” ™" -0.0294%**
(0.0026)
Control™ " 0.0023
(0.0078)
(penchmark 0.7629% %%
(0.0618)
Inflow -0.011:
Anxiety (0.0(
Control
Friendly
Control
Risk
Macro Controls Y
Observations 1,762
R-squared 0.630
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e Spi

Region

Control®™" -0.0293 %%
(0.0026)

Control™5! 0.0089
(0.0094)

a)benchmark 0.7614 % 3k 5k

(0.06

19)

Region 0112
Market Size
Dragon Play

Control Risk

Macro Controls
Observations 1,762
R-squared 0.631

** s signifiegant at the 5% level, *** at the 10% level. Estimation only.
includes \Global Emerging Market Equity funds




* Controls on capital inflows can have signiticant direct-and Spillover
effects on portfolio allocations and portfolio investment

to other countries mtheregions thatarelange
shares of benchmark, other “dragon plays=

— Reduced portfolio allocations to other countries at greaterriske oIS ututing
new capital controls

P

— The magnitude of these eff(% cts 18 large relative to portiolioiows

 Much of the effect of capital controls occurs throughisignaling rather
gnificant multilateral effects suggest need for mtermational

ontrols
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