
TRANSACTIONSNASTPHL
ISSN 0115-8848 (print)
ISSN 2815-2042 (online)

Transactions NAST PHL, is the official journal of the National Academy of Science and Technology Philippines. It has traditionally 
published papers presented during the Academy’s Annual Scientific Meeting since 1979 to promote science-based policy discussions 
of and recommendations on timely and relevant national issues as part of its functions as a national science academy. Starting 
in 2021, this journal has been open to contributions from the global scientific community in all fields of science and technology.

https://transactions.nast.ph/

Vol. 20 (1998)
doi.org/10.57043/transnastphl.1998.5825

Capital Flows and the 
Integration of International 
Financial Markets
Maria Soccoro Gochoco-Bautista

School of Economics
University of the Philippines Diliman
1101 Quezon City

Citation
Gochoco-Bautista MS. 1998. Capital flows and the integration of international 
financial markets. Transactions NAST PHL 20: 502-524. doi.org/10.57043/
transnastphl.1998.5825

Copyright
© 1998 Gochoco-Bautista MS

This article is licensed under a Creative Commons Attribution 4.0 International License, which allows for the use, sharing, and adaptation of 
the work, as long as the original author is properly credited. The article can be freely accessed and used for any non-commercial purpose, 
provided that the original work is properly cited. To view a copy of this license, visit https://creativecommons.org/licenses/by/4.0/.

OPEN
ACCESS

https://transactions.nast.ph/
https://creativecommons.org/licenses/by/4.0/
https://doi.org/10.57043/transnastphl.1998.5825
https://doi.org/10.57043/transnastphl.1998.5825


CAPITAL FLOWS AND THE INTEGRATION OF 
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ABSTRACT 

As financial markets become more integrated, factors other than purely domes· 
tic policies will affect macroeconomic performance. This study attempts to empirically 
assess how capital flows have affected domestic interest rates, real money demand, real 
consumption demand, and real investment demand in the Philippines using quarterly 
data from 1982 to 1995. Dynamic simulations are used to obtain the time paths of 
interest rates and money demand assuming no inflows, which are then compared to the 
actual. Incorrect attributions of changes in these variables to capital flows could lead to 
incorrect policies. The possible effects of capital flows on real consumption demand 
and real investment demand are examined, distinguishing between real FDI flows and 
real portfolio flows. 
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I. INTRODUCTION 

The Philippines, one of several so-called 'emerging markets', experienced 
large capital inflows beginning in I 989. 1 At its maximum, these inflows amounted 
to over 7% of GDP. While the return to private international credit markets was 
generally welcome, as foreign savings could become available to finance projects 
in pursuit of growth objectives, policymakers soon faced several critical concerns. 
The large volume and potential for sudden reversal of these flows could imperil 

I There was a large increase in the capital account in the second quarter of 1985 but it did not persist. 
This temporary phenomenon coincided with a tight money policy to control inflation in the previous two 
years, during which the country experienced its largest postwar recessions. More frequent capital inflow 
surges began in late 1989. 
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