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OUTLINE OF THE TALK

1. 불확실성이란 무엇이며 어떻게 측정하는가?

2. 한국 경제의 예를 통해 본 다양한 불확실성 지수

3. 불확실성 증대가 국가간 자본이동에 미치는 영향에 대한 포괄적

실증분석: 국가내 정치적 경제적 불확실성의 증대가 외국인 투자

자들의 투자행태에 미치는 영향을 중심으로

4. 실증분석의 결과가 갖는 한국 경제에 대한 함의
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WHAT IS UNCERTAINTY?

1. 불확실성이란 무엇이며 어떻게 측정하는가?

2. 한국 경제의 예를 통해 본 다양한 불확실성 지수

3. 개별 국가의 불확실성 증대가 국가간 자본이동에 미치는 영향에

대한 포괄적 실증분석: 국가내 정치적 경제적 불확실성의 증대가

외국인 투자자들의 투자행태에 미치는 영향을 중심으로

4. 실증분석의 결과가 갖는 한국 경제에 대한 함의
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WHAT IS UNCERTAINTY?

 Everyday of our life is about decisions under uncertainty! 

 Theoretically, quite certain. 

 However, uncertainty is an intangible measure and could be 

subjective: Knightian uncertainty vs. risk 

 Empirically, still uncertain.
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WHAT IS UNCERTAINTY?
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WHAT IS UNCERTAINTY?

 Seems like we live in a world with higher uncertainty than before: 

Really? How do we know?
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STATE OF THE LITERATURE

 Academic literature has flourished since the seminal contribution 

of Bloom (2009): uncertainty shocks have negative real effects.

 Policy circles became also interested in monitoring development 

of uncertainty in the local and global economy.

 Thanks to the recent development in measuring or proxying

uncertainty.

 Rapid development of various measures of uncertainty using i) 

financial data (e.g., VIX), ii) survey data (e.g., forecast 

distributions), iii) text mining (e.g., EPU), iv) econometric 

methodology (e.g., stochastic volatility model).
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MEASURES OF UNCERTAINTY: CASE OF KOREA

1. 불확실성이란 무엇이며 경제에 어떤 영향을 미치는가?

2. 한국 경제의 예를 통해 본 다양한 불확실성 지수

3. 개별 국가의 불확실성 증대가 국가간 자본이동에 미치는 영향에

대한 포괄적 실증분석: 국가내 정치적 경제적 불확실성의 증대가

외국인 투자자들의 투자행태에 미치는 영향을 중심으로

4. 실증분석의 결과가 갖는 한국 경제에 대한 함의
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MEASURES OF UNCERTAINTY: CASE OF KOREA

 Corr (GUI, VKOSPI)=0.15 Corr (GUI, RV)=-0.06 Corr (GUI, EPU)=0.18
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WHAT IS WORLD UNCERTAINTY INDEX?

 Source: Ahir, Bloom and Furceri, 2018

 Count of words ‘uncertain, ‘uncertainty’ and ‘uncertainties’ in 

country reports of Economist Intelligence Unit (scaled by total 

number of words).

 EIU Country reports covering domestic economic, political and 

policy developments. 

 Foreign/external developments covered only if they have 

domestic impact. 

 Cross-country consistency is warranted.

10



WHAT IS WORLD UNCERTAINTY INDEX?

 Example of EIU
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WHAT IS WORLD UNCERTAINTY INDEX?

 Example of reports
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WHAT IS WORLD UNCERTAINTY INDEX?

 Coverage: 143 countries (all advanced & emerging markets, 25 

frontier markets, 69 low-income countries) representing 99% of 

world GDP 

 From 1996Q1 to 2020Q4, quarterly frequency.

 Why not stock market volatility as a measure of uncertainty?

 Stock market volatility is quite endogenous to capital flows 

(especially equity inflows): think of AFC in 1997-98.

 Due to financial contagion, an increase in stock market 

volatility is synchronized across countries.
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WHAT IS WORLD UNCERTAINTY INDEX?

 Global GUI
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MOTIVATION: OLD QUESTION BUT NEW DATA

1. 불확실성이란 무엇이며 경제에 어떤 영향을 미치는가?

2. 한국 경제의 예를 통해 본 다양한 불확실성 지수

3. 불확실성 증대가 국가간 자본이동에 미치는 영향에 대한 포괄적

실증분석: 국가내 정치적 경제적 불확실성의 증대가 외국인 투자

자들의 투자행태에 미치는 영향을 중심으로

4. 실증분석의 결과가 갖는 한국 경제에 대한 함의
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MOTIVATION: OLD QUESTION BUT NEW DATA
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MOTIVATION: OLD QUESTION BUT NEW DATA

 Theory and conventional wisdom: uncertainty scares away 

foreign investors.

 Fear of capital controls, taxes on foreign transactions, political 

regime changes, expropriation risk.

 But empirical evidence in academic literature remains scant.

 Literature mostly focused on the global component of 

uncertainty (e.g., VIX) motivated by GFCy (Rey, 2015)

 However, international investors also pay attention to local 

(domestic) uncertainty.
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WHY GROSS FLOWS MATTER

 Net capital flows correspond to current account.

 Gross capital flows have dwarfed trade flows over past decades. 

 Gross stocks of cross-border assets and liabilities have 

increased dramatically from around 60% of world GDP in the 

mid-1990s to approximately 200% in 2015.

 Obstfeld (2012): Netting them could hide important vulnerability, 

as gross flows substantially increased. 18



WHY NOT JUST LOOKING AT AGGREGATE FLOWS?
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WHAT WE DO IN THE PAPER

 Three types of gross flows: bank credit, portfolio bond, and 

portfolio equity 

 Two types of portfolio flows: mutual funds vs. ETFs 

 Large bilateral dataset: foreign inflows into (up to) 143 recipient 

countries from (up to) 51 source countries 

 Uncover heterogeneity: response of foreign investors to domestic 

uncertainty different across country groups, types of flows, time 

periods, underlying characteristics (especially via Mundellian

Trilemma) 
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DATA

 A purely aggregate analysis is plagued by issues of endogeneity, 

heterogeneity and statistical power. 

 BIS Locational Banking Statistics: dyadic structure following the 

residency basis (1996Q1-2018Q4).

 Emerging Portfolio Fund Research: collection of fund-level data 

based on its domicile and destination (1996Q1-2018Q4 for equity 

and 2004Q1-2018Q4 for bond).

 Country-level flows cannot distinguish end-investors’ purchase 

and redemption vs. managers’ allocation (what we do is not 

fund-level research).
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ECONOMETRIC SPECIFCATION

 Panel estimation with a constellation of fixed effects.

 Bank flows: 𝑭𝑳𝑶𝑾𝒊,𝒋,𝒕 = 𝝁𝒊,𝒋 + 𝝉𝒊,𝒕 + 𝜷𝑾𝑼𝑰𝒋,𝒕−𝟏 + 𝜸𝒁𝒋,𝒕−𝟏 +

σ𝒍=𝟏
𝟒 𝜹𝒍𝑭𝑳𝑶𝑾𝒊,𝒋,𝒕−𝒍 + 𝜺𝒊,𝒋,𝒕,

where 𝑭𝑳𝑶𝑾𝒊,𝒋,𝒕 = 
∆𝑳𝑶𝑨𝑵𝑺𝒊,𝒋,𝒕

𝑳𝑶𝑨𝑵𝑺𝒊,𝒋,𝒕−𝟏

 Portfolio flows: 𝑭𝑳𝑶𝑾𝒊,𝒋,𝒕 = 𝝁𝒊,𝒋 + 𝝉𝒊,𝒕 + 𝜷𝑾𝑼𝑰𝒋,𝒕 + 𝜸𝒁𝒋,𝒕 +

σ𝒍=𝟏
𝟒 𝜹𝒍𝑭𝑳𝑶𝑾𝒊,𝒋,𝒕−𝒍 + 𝜺𝒊,𝒋,𝒕

where 𝑭𝑳𝑶𝑾𝒊,𝒋,𝒕 = 
𝑷𝑼𝑹𝑪𝑯𝑨𝑺𝑬𝒊,𝒋,𝒕

𝑨𝑺𝑺𝑬𝑻𝑺𝒊,𝒋,𝒕
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FIRST LOOK AT THE DATA 

 Retrenchment of global banks since the GFC and rapid rise in ETF 

flows, especially in bond:
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FIRST LOOK AT THE DATA 

 The role of global factors: controlling for VIX, US monetary policy, 

and US growth yield similar results.
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SUMMARY OF RESULTS

 An increase in domestic uncertainty has large & persistent 

negative effects on bank credit & bond inflows. 

 Bank credit response mostly driven by emerging & frontier 

markets, while portfolio bond flows driven by advanced markets.

 Effects on portfolio flows became larger after GFC, while effects 

on bank credit flows became smaller.

 Mutual funds react to both global and country-specific 

uncertainty, ETFs only to global component. 

 The role of trilemma and market liquidity: overall, larger effects 

on countries with higher financial openness and market depth. 25



MAIN RESULTS

 Dynamic effects estimated by local projections
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TRILEMMA OR DILEMMA?

27

(1) (2) (3) (4) (5) (6)

VARIABLES High ERS Low ERS High MI Low MI High KA Low KA

Bank -0.38** -0.25* -0.34** -0.21 -0.35* -0.28*

(0.19) (0.15) (0.16) (0.19) (0.18) (0.16)

Equity -0.02 -0.13*** -0.07 -0.15** -0.16** -0.03

(0.10) (0.05) (0.06) (0.06) (0.06) (0.06)

Bond -0.14* -0.15*** -0.09* -0.13* -0.22*** -0.06

(0.08) (0.05) (0.05) (0.07) (0.07) (0.04)

Equity ETF -0.05 -0.20 -0.12 -0.08 -0.21 -0.05

(0.25) (0.13) (0.15) (0.18) (0.17) (0.14)

Bond ETF 0.12 -0.29* -0.09 0.04 -0.27 -0.02

(0.26) (0.16) (0.13) (0.23) (0.21) (0.13)



MARKET DEPTH OR LIQUIDITY

28

(1) (2) (3) (4) (5) (6) (7) (8)

VARIABLES
High credit 

market
Low credit 

market
High portfol
io market

Low portfoli
o market

High stock 
market

Low stock 
market

High bond 
market

Low bond 
market

Bank -0.37** -0.17 -0.04 -0.37

(0.17) (0.18) (0.29) (0.26)

Equity -0.12** -0.06 -0.16* -0.19** -0.09 -0.04

(0.06) (0.07) (0.09) (0.08) (0.06) (0.08)

Bond -0.13* -0.08 -0.11 0.01 -0.22 0.04

(0.07) (0.05) (0.10) (0.10) (0.16) (0.08)

Equity ETF -0.28* 0.04 -0.23 -0.16 -0.04 -0.02

(0.17) (0.19) (0.30) (0.27) (0.19) (0.24)

Bond ETF -0.16 0.15 -0.80** -0.54* -1.16*** -0.38

(0.23) (0.16) (0.38) (0.32) (0.37) (0.30)



IMPLICATIONS FOR KOREAN ECONOMY

1. 불확실성이란 무엇이며 경제에 어떤 영향을 미치는가?

2. 한국 경제의 예를 통해 본 다양한 불확실성 지수

3. 개별 국가의 불확실성 증대가 국가간 자본이동에 미치는 영향에

대한 포괄적 실증분석: 국가내 정치적 경제적 불확실성의 증대가

외국인 투자자들의 투자행태에 미치는 영향을 중심으로

4. 실증분석의 결과가 갖는 한국 경제에 대한 함의
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IMPLICATIONS FOR KOREAN ECONOMY

 Note that foreigners’ view on the prospect of the Korean 

economy can differ from how we felt about it. 

 Caveat: our results are based on the panel estimation, so they 

cannot simply be applied to an individual economy. 

 Nevertheless, considering characteristics of the Korean economy, 
we have some indirect answers to the question: 

 Capital openness, FX regime, financial depth, institutional 
quality
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IMPLICATIONS FOR KOREAN ECONOMY

 Korean uncertainty vs. world uncertainty (corr=0.2)
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IMPLICATIONS FOR KOREAN ECONOMY

 Domestic uncertainty remained fairly low during the pandemic.
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IMPLICATIONS FOR KOREAN ECONOMY

 Korea vs. the rest of the world (as of 2015)
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CONCLUSION

 Systematic empirical analysis of response of foreign capital 

inflows to domestic uncertainty.

 After controlling for global push factors and well-known local 

pull factors, economic and political uncertainty surrounding the 

domestic economy reduces foreign capital inflows.

 However, there also exists a great deal of heterogeneity in the 

magnitude of effects.

 Need a unified narrative and coherent theoretical explanation 

required to understand the heterogeneity.
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