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ABSTRACT 

This dissertation studies about the linkages between foreign capital flows and real 

macroeconomic variables in a developing open economy context. 

 This first essay of the thesis studies how the foreign capital flows in a two sector developing 

open economy have impacted the inter-sector dynamics (in terms of sector-wise allocation of 

factors of production) and real exchange rate. We derived the path of aggregate capital stock, 

sector-wise allocation of factors of production and relative price path of non-traded & traded 

sector goods. 

 The results found that as the economy grows and accumulates capital, the factors of production 

start moving out from non-traded sector to traded sector. As a result, the traded sector starts to 

grow faster than that of non-traded sector. Also the relative price of non-traded sector to the 

traded sector goods rises with capital accumulation in the economy.  

The other essay studies the impact of capital flows on select macroeconomic variables in India 

during post-liberalization period using a Structural VAR.  The variables included are one year 

government of India bond yield, nominal exchange rate, M3 monetary aggregate, output and 

GDP deflator. We found that with positive shock to capital flows nominal exchange rate 

appreciates, M3 monetary aggregate increases.  The real GDP increases but the inflation also 

increases at the same time. The government of India bond yield however gets significantly 

affected with a lag during the fourth time period i.e. one year after the shocks to capital flows.    
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