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“Global Liquidity”: Two Phases

• First Phase of Global Liquidity (2003 - 2008)

— Bank-driven
— Key theme is leverage
— Main actors: global banks intermediating US dollar credit

• Second Phase of Global Liquidity (2010 - )

— Bond market-driven
— Key theme is search for yield
— Main actors: Asset managers with global reach

This paper is a look back at the First Phase
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Financial Intermediation and Capital Flows

• During periods of rapid credit growth, the marginal source of funding is
capital inflows via financial intermediaries

• Core: Liabilities to domestic household and non-financial claim holders

• Non-Core: Liabilities to financial intermediaries and foreign creditors

• Ratio of non-core to core liabilities is procyclical and mirrors lowering
credit standards

• Shadow banking system is one channel for non-core funding
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Global Flow of Funds Approach

Application of IMF Statistics Department’s global flow of funds (GFF)
framework

• Domestic BSA (Balance Sheet Approach) flow of funds matrix across
(coarsely) aggregated sectors of 25 jurisdictions

• External positions of each country according to (a) counterparty and (b)
instrument

⇒ Global flow of funds matrix, mapping domestic and external financial
positions broken down bilaterally
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Global Flow of Funds Approach

• Balance Sheet Approach (BSA) matrix from Standardized Report Forms
(SRFs) reported by IMF member countries

• Sectors

— Central bank
— Other depository corporations (ODC)
— Other financial corporations (OFC)

• Instruments

— Shares and other equity
— Securities other than shares
— Loans
— etc.
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Figure 1. United States: 2011 BSA Matrix
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Figure 2. United States: External Flow of Funds Matrix
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Background to the US Intermediary Sector
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Figure 6. Assets and liabilities of foreign banks in the U.S. (Source: Federal Reserve H8 weekly series on
assets and liabilities of foreign-related institutions)
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Figure 7. Net interoffice assets of foreign banks in U.S. given by negative of Federal Reserve weekly H8 series
on “net due to related foreign offices of foreign-related institutions”
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Figure 8. US Dollar-denominated assets and liabilities of euro area banks (Source: ECB Financial Stability
Review, June 2011, p. 102)



Global Flow of Funds 16

US 
Households

US
Borrowers

US 
Banking 
Sector

European
Global 
Banks

border

Wholesale
funding market

Shadow banking
system

Figure 9. European global banks add intermediation capacity for connecting US savers and borrowers
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Preliminary Findings from Global Flow of Funds Analysis
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Figure 11. United States: external position of the Other Depository Corporations (ODC) sector by
instrument
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Figure 12. Banks in United States receive deposits from rest of the world (e.g. oil exporters) and lends out
to borrowers outside the U.S. (e.g. Latin American sovereigns)
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Figure 15. United States: external position of the Other Financial Corporations (OFC) sector ”securities
other than shares” category by counterparty
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Figure 16. Determinants of domestic loan growth to non-financial sector
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Further Steps

• Construct the external GFF matrices for the Euro area and the U.K. and
examine the gross external claims and liabilities of the banking (OTC)
sector

• Compare “roundtrip” U.S. dollar (gross) flows versus (net) flows mirroring
current account imbalances

• Construct directed graph over ordered pairs:

(location, sector)

Given dimensionality of the problem, any measurement exercise will need
to be guided by careful selection of the pairwise relations between the
(location, sector) nodes in the network




