
Foreign Capital and Domestic Funding Conditions: A Mundellian
Trilemma Perspective∗

Appendix

Aleksandar STOJKOV, PhD
Department of Business Law and Economics

Iustinianus Primus Faculty of Law
Ss. Cyril and Methodius University in Skopje

&

Thierry Warin, PhD
Professor of Data Science for International Business, HEC Montréal

08/17/2021

Abstract

This study investigates and evaluates the impact of global funding conditions on private sector credit
growth, controlling for the Mundellian Trilemma configuration. We contribute to the empirical literature
by investigating the role of other conditioning factors, such as the size of economies and their level
of economic development. The more specific research goals are: (i) to explore the different Trilemma
configurations by income group and size of the economies; (ii) to enrich international macroeconomics
literature on the role of Trilemma configurations and countries’ idiosyncrasies in assessing the impact
of global financial conditions; and (iii) to formulate policy-relevant conclusions. We argue that � when
assessing the impact of global financial conditions � the exchange rate regime and financial openness
matter and the size of the economy and its income level. The high volatility in gross and net international
capital flows redefined many trilemma configurations in the Great Recession aftermath. Many countries
decided to shield their financial markets by reducing the degree of financial openness and moving toward
intermediate or middle-ground positions in their Trilemma configurations.
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1 Descriptive Statistics
• Stojkov, A. and Warin Th. (2021) “Foreign capital and domestic credit growth: A view through the

Mundellian Trilemma lens” Global Economy Journal, Vol. , No., 2021, forthcoming / Dataset here /
Dataset’s description here

Table 1: Summary Statistics

Statistic N Mean St. Dev. Min Pctl(25) Pctl(75) Max

domcreditgrowth 6,930 0.03 0.3 −9.3 −0.04 0.1 9.4
capinflow 5,799 0.03 0.2 −2.2 −0.1 0.1 2.7
lnvxo 4,749 2.9 0.3 2.3 2.6 3.2 3.5
deviation 5,212 −0.5 0.5 −1.8 −0.8 −0.1 0.8
size 6,930 1.1 0.4 1 1 1 3
ers 6,804 0.7 0.3 0.004 0.4 1.0 1.0
mpi 5,745 0.4 0.2 0.0 0.4 0.6 1.0
fo 5,821 0.4 0.4 0.0 0.2 0.8 1.0
gr 5,277 3.6 4.8 −36.7 1.4 6.1 35.1
infl 5,281 33.7 469.8 −37.2 2.1 10.6 23,773.1

All the commands and algorithms are coded in R 4.1.1

1.1 Figure 1: Trends in trilemma configurations by income levels

Following a time-varying World Bank’s analytical classification of countries (based on the Atlas methodology),
we group them into low-income, lower-middle-income, upper-middle-income and high-income economies (see
Figure 1, panels A-D respectively).
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1.2 Figure 2: Trends in trilemma configurations by sizes

Following a time-varying World Bank’s analytical classification of countries (based on the Atlas methodology),
we group them into low-income, lower-middle-income, upper-middle-income and high-income economies (see
Figure 3, panels A-D respectively). Sizes 1, 2, 3 respectively for small, medium and large economies.
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1.3 Figure 3. Descriptive statistics by income groups
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1.4 Figure 4. Descriptive statistics by sizes
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1.5 Figure 5. Parametric and non-parametric tests by the economies’ size
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1.6 Figure 6. Robust and Bayesian tests by the economies’ size
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2 Empirical Strategy
Let us now have a quick look at the heterogeneity in our dataset:
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2.1 System GMMs by income levels

2.1.1 Time-Fixed effects = no
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2.1.2 Time-fixed effects = ln(vxo)
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2.2 Sytem GMMs by economic sizes

2.2.1 Time-fixed effects = no
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2.2.2 Time-fixed effects with ln(vxo)
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2.3 Sytem GMMs by regions

2.3.1 Time-fixed effects = no
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2.3.2 Time-fixed effects = ln(vxo)
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2.4 Arellano’s RCVME estimator with log(vxo) and interaction between eco-
nomic sizes and trilemma variables, by income levels
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3 Sensitivity Analysis

3.1 Alternative specifications and samples
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3.2 Endogeneity

3.2.1 Difference GMMs by income levels

37



Ta
bl

e
19

:
R

eg
re

ss
io

n
R

es
ul

ts
-A

re
lla

no
an

d
Bo

nd

D
om

es
tic

C
re

di
t

G
ro

w
th

O
ve

ra
ll

Sa
m

pl
e

H
ig

h
In

co
m

e
U

pp
er

M
id

dl
e

In
co

m
e

(1
)

(2
)

(3
)

la
g(

do
m

cr
ed

itg
ro

w
th

,1
)

0.
09

6∗∗
∗

(0
.0

55
,0

.1
38

)
0.

09
2∗∗

(0
.0

14
,0

.1
71

)
0.

07
7∗∗

(0
.0

10
,0

.1
44

)
la

g(
er

s,
1)

0.
09

6∗
(−

0.
01

4,
0.

20
5)

0.
06

8
(−

0.
02

0,
0.

15
6)

0.
18

5
(−

0.
24

4,
0.

61
3)

la
g(

m
pi

,1
)

−0
.0

11
(−

0.
07

1,
0.

04
9)

−0
.0

44
(−

0.
11

6,
0.

02
8)

−0
.0

66
(−

0.
18

9,
0.

05
7)

la
g(

fo
,1

)
−0

.0
01

(−
0.

10
1,

0.
09

9)
0.

08
2

(−
0.

06
0,

0.
22

5)
0.

03
6

(−
0.

10
9,

0.
18

1)
ca

pi
nfl

ow
0.

06
0∗

(−
0.

00
4,

0.
12

4)
0.

05
7

(−
0.

01
9,

0.
13

4)
0.

01
0

(−
0.

10
4,

0.
12

5)
T

im
e

Fi
xe

d
Eff

ec
ts

N
o

N
o

N
o

N
16

6
53

44

N
ot

es
:

∗∗
∗ S

ig
ni

fic
an

t
at

th
e

1
pe

rc
en

t
le

ve
l.

∗∗
Si

gn
ifi

ca
nt

at
th

e
5

pe
rc

en
t

le
ve

l.
∗ S

ig
ni

fic
an

t
at

th
e

10
pe

rc
en

t
le

ve
l.

A
re

lla
no

an
d

Bo
nd

’s
D

iff
er

en
ce

G
M

M
Es

tim
at

or
.

A
ll

th
e

co
m

m
an

ds
an

d
al

go
rit

hm
s

ar
e

co
de

d
in

R
4.

1.
1

us
in

g
th

e
pl

m
pa

ck
ag

e.

38



Ta
bl

e
20

:
R

eg
re

ss
io

n
R

es
ul

ts
-A

re
lla

no
an

d
Bo

nd

D
om

es
tic

C
re

di
t

G
ro

w
th

Lo
we

r
M

id
dl

e
In

co
m

e
Lo

w
In

co
m

e

(1
)

(2
)

la
g(

do
m

cr
ed

itg
ro

w
th

,1
)

0.
15

2∗∗
(0

.0
26

,0
.2

79
)

0.
02

1
(−

0.
11

3,
0.

15
4)

la
g(

er
s,

1)
0.

06
7

(−
0.

01
8,

0.
15

1)
0.

15
7∗

(−
0.

01
1,

0.
32

5)
la

g(
m

pi
,1

)
−0

.0
42

(−
0.

18
5,

0.
10

0)
0.

19
5∗∗

(0
.0

37
,0

.3
53

)
la

g(
fo

,1
)

−0
.0

58
(−

0.
24

7,
0.

13
1)

−0
.2

45
(−

0.
58

3,
0.

09
2)

ca
pi

nfl
ow

0.
18

3∗∗
∗

(0
.0

79
,0

.2
87

)
0.

05
1

(−
0.

02
8,

0.
13

0)
T

im
e

Fi
xe

d
Eff

ec
ts

N
o

N
o

N
40

29

N
ot

es
:

∗∗
∗ S

ig
ni

fic
an

t
at

th
e

1
pe

rc
en

t
le

ve
l.

∗∗
Si

gn
ifi

ca
nt

at
th

e
5

pe
rc

en
t

le
ve

l.
∗ S

ig
ni

fic
an

t
at

th
e

10
pe

rc
en

t
le

ve
l.

A
re

lla
no

an
d

Bo
nd

’s
D

iff
er

en
ce

G
M

M
Es

tim
at

or
.

A
ll

th
e

co
m

m
an

ds
an

d
al

go
rit

hm
s

ar
e

co
de

d
in

R
4.

1.
1

us
in

g
th

e
pl

m
pa

ck
ag

e.

39



3.2.2 Difference GMMs by economic sizes
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3.2.3 Difference GMMs by regions
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