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Measure the volatility spillover from the
increases in the Federal Reserve and the
European Central Bank’s balance sheet
to emerging market economies.

Since the financial erisis started in 2008, Cen-
tral Banks in developed countries have signifi-
cantly increased their balance sheets by buying
assets and embarking on other unconventional
monetary policies in an attempt to revive their
economies. However, the impact of these un-
conventional monetary policies is likely to have
spread beyond developed countries to emerg-
ing market economies. The impact of uncon-
ventional monetary policy have been previously
discussed by the literature but limited attention
has heen paid to the volatility spillover from de-
veloped to developing countries. We find that
there are volatility spillovers from the increases
in those Central Banks’ balance sheets by build-
ing on the results of the recent literature.

CBs Balance Sheet, Expansion)

e The recent crisis and the fall in asset
prices, have prompted Central Banks to
take unprecedented measures

Measures are likely to have had an impact
beyond exchange rates, to affect the prices
of assets held by emerging market Central
Banks and private individuals.

International trade and output linkages
between developed and emerging countries
we have observed comovement of output
during the crisis.

Central Banks in the developed world to
stimulate their economies, by increasing
their balance sheets and intervening in as-
set markets.

Data

e Fed & ECB total size of halance sheets
from 2003M1 to 2013M6.

« EME: BRICS.

« Bilateral exchange rate dollar and Euro,
stock market index, EMBI spreads, indus-
trial production & consumer price index.

e Monthly data to
spillover.

capture  volatility

Empirical Model LR

Two-step GARCH specification to assess the impact of unconventional monetary policies in developed
countries, on emerging market economies. Specification of GARCH(1.1):

T = o;"z; z ~ D(0,1) (1)
¢ is the A% in CB’s balance sheet and D is a distribution with mean 0 and variance 1 and:
ol =w+tar;  + 8o} | +e (2)

‘We take the innovations from our first regression and add it as an explanatory variable in the second
GARCH(1,1) regression for BRICS.

Ri¢ = Bio + BiRig-1 + Yie—1mcpe-1 + i (3)

and the variance is defined as:
ol =w+ar;_, +Boi| +e (4)
Eit = et + Pii—1€CB¢ (3)

The ratio of the volatility of the variables in the developing countries that is explained by the volatility
in the developed countries Central Banks® balance sheet is calculated as:
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o ECB had significant volatility spillover to BRICS exchange rate
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Policy Implications _

* Most affected countries have been the ones who have had a more open capital account.

e Exit, has an important effect on the volatility of BRICS.

Conclusion TS

o We demonstrate that there have been indeed volatility spillovers from the actions of the ECB
and the Fed to BRICS countries.

o Volatility emanating from the ECB is generally less pronounced.

» Volatility spillovers from the Fed had much more far reaching implications for BRICS countries.




