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This study investigated the contrasting capital flows between the US and Europe
and between the US and Asian countries before and after the GFC. Based on our analysis, we conclude that
a significant impact on the GFC was not current account imbalances, equal to the net capital flows from
Asian surplus countries to the US as a deficit country (global saving glut), but the gross capital flows
between US and Europe, both of which run current account deficits.

Furthermore, we realized that the gross capital flows from the US to Europe represented the raising of
funds through the US MMFs by European banks’ US branches and subsidiaries and then shipping them to
their headquarters. These gross capital flows are to a large extent regarded as global liquidity,
especially non-core liabilities, supplied by the US shadow banking system, which has two functions:
securitization and collateral intermediation.
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