
May 2020Tracking Spillovers During 
the Taper Tantrum

Evidence from Institutional Investor 
Transactions in Emerging Markets

 Executive Summary



Executive

Summary

We leverage unique granular data 
on institutional investor transactions 
to shed light on emerging market 
volatility during the taper tantrum.
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In this JPMorgan Chase Institute 
report on financial markets, we use 
the mid-2013 taper tantrum episode to 
elucidate interactions between market 
movements and institutional investor 
behavior around a major monetary 
policy shock, focusing on spillovers 
to emerging market (EM) currencies. 
We study the taper tantrum because 
it represents a key episode in the 
post-financial crisis use of large-scale 
asset purchases (LSAPs). Given the 
sustained low level of interest rates 
over the past decade, these measures 
have become an indispensable 
part of the modern central banking 
policy toolkit; however, policymakers’ 
imperfect knowledge of market 
participant expectations and potential 
responses to policy adjustment has 
meant that these programs have been 
challenging to unwind smoothly. 

Using the unique data available to the 
Institute, we document how investor 
behavior changed starkly around the 
onset of the taper tantrum, as flows 
from market participants that on-net 
were buying EM currencies began to 
reverse. In addition, we leverage the 
granular nature of the data to help 
answer the following three questions 
in the taper tantrum context: 

1. Which market elements—
news, liquidity, and net
flows—best explain EM FX
market performance?

2. Do particular groups of market
participants drive the overall
link between flows and market
changes? If so, which groups?

3. Did herding activity play a role in
price action and net flow changes?

Answers to these questions, grounded 
in new data (summarized in the 

graphic below), provide insight into 
how the taper tantrum period 
unfolded in EM currency markets and 
offers more general lessons on the 
potential role of investor behavior 
in contributing to large market 
swings. Accordingly, we organize 
our research around three findings 
described in the following pages.

The taper 
tantrum represents 
a key episode in the 

post-financial crisis use 
of large-scale asset 

purchases.



TRANSACTION DATA ANALYTICAL SAMPLES 

44,000
INSTITUTIONAL INVESTORS

395 MILLION
TRADES

The data asset covers:

- Various types of institutional investors, 
including asset managers, banks, 
broker-dealers, corporates, hedge 
funds, pension funds, insurance 
companies, public sector investors, and 
others.

- All regions globally

- All asset classes: foreign exchange, 
equities, fixed income, and commodities

- Electronic and voice trades

- The post-financial crisis period (historical 
coverage varies by asset class)

- Were spot or forward FX or government bond trades

- Occured during the 2012 to 2016 period

- Were not canceled

- Did not have missing trade date/execution time, zero/missing buy or
sell amount, missing investor sector, outlier exchange rates,

- Were not primary market trades (for government bonds)

EM - 1.2-1.5 MILLION TRADES  •  8,000-13,000 INSTITUTIONAL INVESTORS

MAJORS - 7-12 MILLION TRADES  •  27,000-43,000 INSTITUTIONAL INVESTORS

U.S. TREASURIES - 85,000-165,000 TRADES  •  1,700-1,900 INSTITUTIONAL INVESTORS

Gov’t 
Bonds 

FX 

EM - 17,000-25,000 TRADES  •  700-900 INSTITUTIONAL INVESTORS

APPROXIMATE PER YEAR COUNTS

Data Asset



Finding One

Net flows have substantial 
predictive power for EM FX  
and government bond market 
performance. The relationship 
between EM currency performance 
and flows is conditional on the 
degree of market liquidity, and 
depreciation during the taper 
tantrum was correlated with 
selling pressure from subsets 
of market participants.

Over the post-crisis period we study, 
our net flow data—disaggregated at 
the investor sector level—can explain 
substantial portions of the variation 
in EM FX and government bond 
markets. The boost to explanatory 
power (R-squared) from including net 
flows in regressions of these EM assets 
ranges from 25 to over 50 percent, 
depending on context, relative to the 
combined forecasting ability of U.S. 
equities and Treasury yields. Focusing 
on EM currencies, where our data 

are finer, we also find time variation 
in the relationship between net flows 
and EM currency index changes. In 
particular, asset manager sales of 
EM currencies are associated with a 
considerably larger depreciation than 
normal when liquidity is low. A sharp 
reversal in aggregate flows seen in our 
data in May 2013—coinciding closely 
with the onset of the taper tantrum—
suggests a role for market participant 
transactions in contributing to the extent 
of depreciation during the episode.

Source: JPMorgan Chase Institute
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Finding Two

The explanatory power of flows 
during the taper tantrum can be 
accounted for by a relatively small 
subset of active market participants 
associated with momentum and 
a broad set of asset managers 
that typically do not exhibit 
strong systematic behavior.

To supplement our sector-level flows, 
we employ a parsing of market 
participants according to readily-
observable systematic patterns in 
their transactions to understand the 
nature of the close connection evident 

between certain sectors’ flows and 
market movements. In a key result, we 
identify relatively small pockets of the 
investor base—namely, hedge funds 
and banks associated with momentum 
trading—that appear to drive much of 
the explanatory power of net flows. 
Moreover, the transactions of asset 
managers that typically do not exhibit 
strong systematic patterns changed 
their behavior during the taper 
tantrum and became highly correlated 
with EM currency depreciation. To 
see how these three pockets of the 

investor base may have contributed 
to price action during the taper 
tantrum, we use our newly-derived 
investor archetypes (categorized using 
out-of-sample data) in a regression of 
EM currency performance over 2013. 
As depicted in the figure below, the 
predicted contributions to price action 
of flows from these market participants 
line up well with market dynamics 
and can account for much of the 
cumulative taper tantrum depreciation 
in excess of what would be predicted 

by U.S. market movements alone.
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Finding Three

During the taper tantrum, linkages 
between certain market partic-
ipants’ flows and price action 
appeared to increase, reflecting 
potential herding behavior that 
had a significant impact on prices. 

During the taper tantrum, the 
transactions of a large subset of 
asset managers became more highly 
correlated with other investor cate-
gories and contemporaneous price 
action. Additionally, we find evidence 
that asset managers tracked the 
flows of hedge funds associated with 

momentum with a lag of a few days, 
suggesting a leader-follower dynamic 
that does not typically appear. To 
illustrate more closely the temporal 
dimension of these relationships, we 
plot (in the figure below) the correla-
tion between asset managers and both 
hedge fund flows and price action with 
various leads and lags. A few observa-
tions stand out: first, the transactions 
of asset managers tracked lagged 
hedge fund flows but not the other 
way around; and second, the contem-
poraneous flow-flow and flow-price 

correlations were notably higher than 
usual during the taper tantrum (we test 
that this is not just a function of the 
change in volatility during the episode). 

Finally, key flash points of EM cur-
rency depreciation during the taper 
tantrum were associated with sharp 
(negative) outliers in the number of 
buyers versus sellers of EM currencies 
in our data, which further points 
to herding activity that potentially 
affected market dynamics. 

Co
rr

el
at

io
n

Taper Tantrum Non-Taper Tantrum
Source: JPMorgan Chase Institute

Forward Emerging Market 
Currency Index Performance Same Day

Lags of Emerging Market 
Currency Index Performance

−6 −4 −2 0 2 4 6

6

−0.2

−0.1

0

0.1

0.2

0.3

0.4

0.5

Cross-Correlations: EM Currency Index Performance vs. Uncategorized Asset Manager Flows

Lag of Emerging Market Currency Index Performance

Lag of Hedge Fund Flows

Co
rr

el
at

io
n

Forward Hedge Fund Flows Same Day Lags of Hedge Fund Flows

−2 0 2 4

0

Cross-Correlations: Momentum Hedge Fund vs. Uncategorized Asset Manager Flows

−0.2

−0.1

0.1

0.2

0.3

0.4

0.5

−6 −4 6



Acknowledgments

We thank our research team, 
specifically Shantanu Banerjee, for 
his hard work and contributions to 
this research. In addition, we are 
tremendously grateful for the many 
contributions of Kanav Bhagat, both 
in building the JPMorgan Chase 
Institute’s financial markets research 
group and for his extensive and 
critical contributions to this report.

We are also grateful for the invaluable 
constructive feedback we received 
both from JPMorgan Chase Institute 
colleagues, including Maxwell 
Liebeskind, Chris Wheat, James 
Duguid, Robert McDowall, and Sasha 
Lefevre well as external academic 
and industry policy experts, including 
Jeremy Stein, Tugkan Tuzun, Esen 
Onur, Bruce Tuckman, Scott Mixon, 
and others at the Office of the 
Chief Economist at the Commodity 
Futures Trading Commission. We are 
deeply grateful for their generosity 
of time, insight, and support. 

This effort would not have been 
possible without the diligent and 
ongoing support of our part-
ners from the JPMorgan Chase 
Corporate & Investment Bank and 
Corporate Technology, including, 

but not limited to, Marc Badrichani, 
Sikander Ilyas, John Crowe, Purbai 
Varsani, Pawan Khinvasara, Derek 
Jean-Baptiste, Suresh Devaravar, 
Melissa Goldman, and Gloria Kim. 

The project, which encompasses 
far more than the report itself, also 
received indispensable support from 
our internal partners on the JPMorgan 
Chase Institute team, including 
Elizabeth Ellis, Alyssa Flaschner, Anna 
Garnitz, Carolyn Gorman, Courtney 
Hacker, Sarah Kuehl, Sruthi Rao, Carla 
Ricks, Gena Stern, Parita Shah, Haley 
Dorgan, Tremayne Smith, Maggie 
Tarasovitch, and Preeti Vaidya. 

Finally, we would like to acknowledge 
Jamie Dimon, CEO of JPMorgan Chase 
& Co., for his vision and leadership 
in establishing the Institute and 
enabling the ongoing research 
agenda. Along with support from 
across the firm—notably from Peter 
Scher, Max Neukirchen, Joyce Chang, 
Marianne Lake, Jennifer Piepszak, 
Lori Beer, Derek Waldron, and Judy 
Miller—the Institute has had the 
resources and support to pioneer a 
new approach to contribute to global 
economic analysis and insight.

Suggested Citation

Farrell, Diana, George Eckerd, Chen Zhao, Melissa O'Brien. 2020. "Tracking Spillovers during the Taper Tantrum: 
Evidence from Institutional Investor Transactions in Emerging Markets." JPMorgan Chase Institute. https://institute.
jpmorganchase.com/institute/research/financial-markets/report-tracking-spillovers-during-the-taper-tantrum.

For more information about the JPMorgan Chase Institute or this report, please see our website 
www.jpmorganchaseinstitute.com or e-mail institute@jpmchase.com.

https://institute.jpmorganchase.com/institute/research/financial-markets/report-tracking-spillovers-during-the-taper-tantrum
https://institute.jpmorganchase.com/institute/research/financial-markets/report-tracking-spillovers-during-the-taper-tantrum
http://www.jpmorganchaseinstitute.com
mailto:institute%40jpmchase.com?subject=Request%20for%20more%20information


This material is a product of JPMorgan Chase Institute and is provided to you solely 
for general information purposes. Unless otherwise specifically stated, any views or 
opinions expressed herein are solely those of the authors listed and may differ from 
the views and opinions expressed by J.P. Morgan Securities LLC (JPMS) Research 
Department or other departments or divisions of JPMorgan Chase & Co. or its affili-
ates. This material is not a product of the Research Department of JPMS. Information 
has been obtained from sources believed to be reliable, but JPMorgan Chase & Co. or 
its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its com-
pleteness or accuracy. Opinions and estimates constitute our judgment as of the date 
of this material and are subject to change without notice. The data relied on for this 
report are based on past transactions and may not be indicative of future results. 
The opinion herein should not be construed as an individual recommendation for any 
particular client and is not intended as recommendations of particular securities, 
financial instruments, or strategies for a particular client. This material does not con-
stitute a solicitation or offer in any jurisdiction where such a solicitation is unlawful.

©2019 JPMorgan Chase & Co. All rights 
reserved. This publication or any portion 

hereof may not be reprinted, sold, or 
redistributed without the written consent of 

J.P. Morgan. www.jpmorganchaseinstitute.com 

http://www.jpmorganchaseinstitute.com

	Tracking Spillovers During the Taper Tantrum
	Table of Contents
	Executive Summary
	Introduction
	Our Data
	Finding One
	Finding Two
	Finding Three
	Conclusions and Implications
	Data Asset
	Appendix
	References
	Endnotes



