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Emerging markets are increasingly relying on nonbank sources of financing

Portfolio flows to EMs have surged since ... and largely intermediated by global
the global financial crisis, led by debt ... non-bank financial investors
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Non-bank flows bring substantial benefits but can also create challenges

> Nonbank flows enhance access to capital and support market development but...

Nonbank financial investors are highly -== and retrench more strongly from
sensitive to global risk conditions ... countries with preexisting vulnerabilities
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Sensitivity to global risk varies across types of non-bank financial investors

- and among mutual funds, passive
funds and ETFs are especially sensitive

Hedge funds and mutual funds are
most sensitive to global risk ...
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Exposure to risk-sensitive investors could lead to greater macro-financial stress

Stress episodes trigger weaker bond = and weaker investment for EM issuers
issuance, higher spreads ... exposed more to ‘flighty’ investors
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POLICY IMPLICATIONS

» Strengthen resilience to mitigate » Foster international cooperation
risks from capital flow volatility by

* to close regulatory gaps and limit the

= improving macroeconomic fundamentals cross-border propagation of shocks

and institutional qualit
R/ » Improve requlatory reporting and

= pursuing risk management in line with the international data sharing on
IMF's Integrated Policy Framework

* nonbank exposures and vulnerabilities to
» Use systemwide stress tests to gauge strengthen surveillance and risk

resilience management

« and ensure adequate capital and liquidity
buffers at financial institutions

» Continue deepening domestic bond
markets

= and broadening the domestic investor
base (Oct 25 GFSR) .



CAPITAL FLOWS TO EMERGING MARKETS: THE ROLE OF GLOBAL
T NONBANK INVESTORS

Chapter 2 at a Glance

* Cross-horder portfolio flows to emerging markets have risen sharply since the global financial crisis, driven
largely by nonbank financial investors, with cumulative inflows approaching $4 trillion in 2025.
* By supporting market development and expanding financing options, cross-border portfolio flows offer
important opportunities but also carry risks, such as heightened sensitivity to shifis in global risk sentiment.
Sensitivity to global risk varies significantly across the types of investors. Hedge funds and investment
funds react more strongly to shifts in global risk than other nonbanks, with passive murual funds and
exchange-traded funds showing the greatest sensitivity within the investment fund sector.
® During periods of global marker stress, emerging markets thar are more exposed to risk-sensitive investors
face tighter financial conditions—including reduced debt issuance and wider spreads—with adverse impli-
cations for macrofinancial stability.
Robust policy frameworks can mitigate the impact of adverse shocks. Nonbank financial investors pull
back less from countries with stronger institutions, ample reserve buffers, or lower fiscal risks when global
risk increases.
¢ Cross-border private credit and stablecoin flows into emerging markets are expanding rapidly, creat-
ing opportunities but also challenges. Stablecoin flows remain closely tied to crypto market dynamics,
although demand is often elevated in countries with weak fundamentals and policy frameworks, raising
currency substitution concerns.
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sensitive investors—should strengthen macroeconomic fundamentals and institutional quality, build
robust fiscal and external buffers, and pursue proactive risk management consistent with the IMF's
Integrated Policy Framework.

¢ International cooperation is essential to close regulatory gaps in nonbank financial intermediation and

limit the cross-border propagation and amplification of global financial shocks.
More comprehensive disclosure and enhanced internarional data sharing on nonbank exposures and vul-

Policy Implications
* To reduce volatility in cross-border portfolio flows, countries—especially those reliant on more risk-

nerabilities could strengthen marker surveillance and improve risk management practices.
e The rapid expansion of private credit markets and stablecoins in emerging markets warrants continued,
proportionate monitoring, particularly where interlinkages with regulated financial institutions are material.

Introduction global financial crisis, nonresident portfolio flows to
emerging markets—particularly investments in debt

Cross-border capital flows from the nonbank finan- securities—have grown markedly compared with bank

cial intermediation (NBFI) sector are an important
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for these countries (Figure 2.1, panels 1 and 2).! The
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