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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.

*Fellows at CIRANO (Montréal). Corresponding author: thierry.warin@hec.ca https://warin.ca/publications.html The

usual caveats apply.
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1 Descriptive Statistics

o 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
Invxo 4,749 2.9 0.3 2.3 2.6 3.2 3.9
deviation 5212 —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 5745 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
or 5277 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).


https://www.sciencedirect.com/science/article/pii/S2352340919310327?via%3Dihub
https://warin.ca/cv/resources/mundellianTrilemma.html
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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:

Heterogeneity across countries
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2.1 System GMDMs 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 GMDMs by economic sizes

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

2.3.1 Time-fixed effects = no
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2.3.2 Time-fixed effects = In(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



ogeyped wd o) Susn 'T'F Y Ul POPOD dIe SWJLIOF[R PUR SPURTIWIOD 81} [V

"I09RWIISH NJAL) 99USIPI(] S,puog pue Our[pIy
‘TeAd] yueoiad (T oY) je juedyrusIg,

‘[eao] quediad ¢ o) e Juedyrusdig,,

‘1eao] yuadiad T o1y je Juesyudig,,,

:SIION

vy
oN
(62T°0 ‘P0T°0—) 0TO'0
(I8T°0 ‘601°0—) 9€0°0
(L6070 ‘68T°0—) 990°0—
(€19°0 ‘P¥2°0—) G8T°0
(FPT°0 ‘0T0°0) +:LL0°0

€
ON
(FET°0 ‘6T0°0—) LS0°0
(6220 ‘090°0—) 800
(820°0 ‘9TT°0—) ¥¥0°0—
(9GT°0 ‘020°0—) 890°0
(TLT'0 FT0°0) +T60°0

991
ON
(7210 ¥00°0—) 090°0
(66070 ‘T0T°0—) T00°0—
(6¥0°0 ‘120°0—) TT0°0—
(502°0 ‘F10°0—) 9600
(8€T°0 ‘G50°0) ++960°0

N

SYIOPH PoXI] oWIL],
mogurdes

(1 ‘03)3e[

(T ‘1dur)Ser
(T ‘s10)
)

ge[
(T ‘yymoIsyrporowiop)se]

(€)

owoou] S[PPIN Ioddn

(2)

owoou] YSIyg

YINMOIY) IPaLy) OI}somo(J

(1)

odureg [[RISA()

puog pue OUR[[DIY - SHNSOY UOISSOISY :GT 9[qRI,

38



ogeyped wd o) Susn 'T'F Y Ul POPOD dIe SWJLIOF[R PUR SPURTIWIOD 81} [V

"I09RWISH NN 99USIaI(] S,puog pue

‘Tead guedIad (T o) e Jyuedyrusig,

‘[eao] quediad ¢ o) e Juedyrusdig,,

‘Toad] queoiad T oY) Je Juesyrusig, .. IS990\
62 0¥ N

OZ OZ mpowﬁm @@uﬁﬁ.ﬁ QWL T,

(0£1°0 ‘820°0—) TS0°0 (L82°0 ‘6L0°0) ++E81°0 moguides

(260°0 ‘€8G°0—) SFT 0— (1€1°0 ‘L¥T0—) 8S0°0— (T ‘o3)3er

(£G€°0 ‘L€0°0) +G61°0 (001°0 ‘G8T°0—) 2F0'0— (1 ‘1dur)Sey

(62€°0 ‘T10°0—) +L8T°0 (1S1°0 ‘STO°0—) L90°0 (T ‘s10)3e

(FST°0 “€T1°0—) 1200 (6L2°0 ‘'920°0) +2ST°0 (T ‘UpmoIdyipordwop)dey

(¢)

9UIOJU] MO'T

YINMOIY) IPaLy) OI}somo(J

(1)

9WIOOU] S[PPIN IoMOr]

puog pue OUR[[DIY - SHNSOY UOISSOISY :0g 9[qRI,

39



3.2.2 Difference GMMs by economic sizes
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3.2.3 Difference GMMs by regions
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