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The US Trade Policy Uncertainty and Cross-Border

Equity Capital Flows in Emerging Economies

TAN Xiaofen, LI Xingshen & GOU Qin ( Central University of Finance and Economics, 100081 )
Abstract; This paper uses the global equity fund data of 35 emerging economies from February 1996 to January
2020 to empirically examine the impact of US Trade Policy Uncertainty ( USTPU) on cross-border equity capital
flows in emerging economies. The results show that the rising USTPU will lead to a decline in the net capital
inflows of cross-border equity funds in emerging economies, and this impact was more significant after the 2008
global financial crisis. Affected by country-specific factors, the impact of USTPU is heterogeneous. The higher
a country’s foreign exchange risk exposure, the higher the degree of international financial integration and the
closer direct trade ties with the US, the greater the impact of USTPU. A higher interest rate will help ease the
impact of the USTPU. From the perspective of global value chains, the rising USTPU has a significant impact
on economies that are at the downstream of R&D-intensive industries, postal services, telecommunications,
financial and commercial services. Channel analysis shows that changes in global investors’ country-specific risk
sentiment in emerging economies are an important transmission channel for the impact of USTPU. Further
research shows that during the China-US trade friction, mainly affected by the USTPU, imposing tariffs will
significantly reduce the net capital inflow of cross-border equity funds in emerging economies. While opening up
their financial sector, emerging economies should guard against the risk of violent fluctuations in capital flows
caused by external uncertainties, and maintain macroeconomic and financial market stability.
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