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ABSTRACT

Empirical literature has examined the global impact of the Federal Reserve (Fed)’s Unconventional Monetary
Policy (UMP) shocks on foreign portfolio Investment (FPI) in emerging debt markets. However, there is limited
evidence on the contemporaneous effects of UMP shocks on FPI and their transmission channels. This study
analyses FPI across 41 emerging bond markets from 2009 to 2023 using a contemporaneous coefficient matrix
with zero restrictions. The Fed’s US Treasury Security Holding (TSP) and Mortgage-Backed Security Holding
(MBSP) are used as proxies for UMP shocks. The Short-Term Treasury Bond Yield (6TSY(3M)), Long-Term
Bond Yield (8TSY(10Y)), Global Financial Cycle (6VIX), US Term Spread (USYC) and Mortgage Spread are
used as the different transmission channels in this study. Findings from this study confirm that FPIs in Armenia,
China, India, Georgia, and Mexico have positive responses to TSP shocks, whereas the Philippines, Thailand,
Albania, Romania, Colombia, Honduras, Uruguay, and South Africa have a negative response. Furthermore,
FPI1 inflows into Armenia, Malaysia, Tirkiye, Georgia, Ecuador, El Salvador, and Namibia respond positively
to the MBSP shock, whereas Indonesia, the Philippines, Albania, Belarus, Hungary, Romania, Colombia,
Uruguay, Panama, & Honduras respond negatively. In this study the 6TSY(3M) serves as a contemporaneous
transmission channel through which FPI inflows in Armenia, Bangladesh, Thailand, Malaysia, Russia, Ukraine,
Georgia, Argentina, the Dominican Republic, Ecuador, Chile, Guatemala, Uganda, and South Africa respond
positively to TSP shock, whereas, Indonesia, Sri Lanka, the Philippines, Colombia, Panama, Peru, and Uruguay
respond negatively. FPI in Armenia, Bangladesh, Kazakhstan, Malaysia, Argentina, the Dominican Republic,
Ecuador, and Guatemala respond positively to the MBSP shock, whereas India, the Philippines, Sri Lanka,
Panama, and Uruguay respond negatively through the 3TSY(3M) channel. Further, the 8 TSY(30Y) serve as
the transmission channel through which FPI inflows in Brazil, Mexico, and Peru respond positively to TSP
shock, whereas Ecuador, Guatemala, Panama and South Africa respond negatively. 6TSY(10Y) serves as the
contemporaneous transmission channel through which FPI inflows in Armenia, Bangladesh, Jordan, and
Namibia respond positively to an MBSP shock, whereas FPI inflows in China, India, Indonesia, the Philippines,
and Thailand respond negatively. d USYC acts as the transmission channel through which Brazil, Mexico, and
Peru positively respond to the TSP shock, whereas Ecuador and Guatemala negatively respond. 6 Mortgage
spread serves as the contemporaneous transmission channel through which FPI inflows in Bangladesh and
Malaysia respond positively to the MBSP shock, whereas Azerbaijan responds negatively. 6TSY(3M) and
OTSY(10Y serve as the sequential contemporaneous transmission channels through which FPI inflows in
Bulgaria, Ecuador, and Guatemala respond positively to a TSP shock, whereas Bangladesh, Malaysia, Belarus,
Ukraine, Brazil, Mexico, and Peru respond negatively. Furthermore, FPI inflows in the Dominican Republic
and Honduras respond positively to the MBSP shock, whereas those in Colombia, Costa Rica, El Salvador,
Mexico, Panama, and Uruguay respond negatively through these channels. 3TSY(3M) and 6VIX serve as the
sequential, contemporaneous transmission channels through which FPI in Azerbaijan, Bangladesh, Indonesia,
Malaysia, Thailand, Ukraine, South Africa, and Uganda respond positively to a TSP shock, whereas Armenia
and Seychelles respond negatively. FPI in Azerbaijan, Indonesia, Thailand, Costa Rica, Ecuador, El Salvador,
Guatemala, and Panama respond positively to the MBSP shock, whereas FPI in Bangladesh responds negatively
to the above channels. Furthermore, 6TSY(3M)) and & USYC serve as a sequential transmission channel
through which FPI inflows in Bulgaria and South Africa respond positively to the TSP shock, whereas Malaysia,
Belarus and Ukraine negatively respond.
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