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Abstract

Portfolio flows are an important source of funding for both private and public agents in emerging market
economies. In this paper, we study the influence of changes in domestic and US monetary policy rates on
portfolio inflows in an emerging market economy and discriminate among fixed income instruments
(government securities and corporate bonds) and variable income instruments (stocks). We employ monthly data
on portfolio inflows of non-residents in Colombia during the period 2011-2020 and identify the monetary policy
shocks using a SVAR model with long-run restrictions. We find a positive and statistically significant response
of portfolio inflows in government securities and corporate bonds to changes in both domestic and US monetary
policy rates. Portfolio inflows in the stock market react more to changes in the inflation rate and do not react to
changes in monetary policy rates. Our findings are consistent with the predictions of the interest rate channel and
remark the predominant role of inflation in driving portfolio inflows. The results suggest that domestic and US
monetary policy actions have an important effect on the behavior of portfolio inflows in emerging economies.
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