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The IMP’s Institutional View

» Basic premise: capital flows are generally desirable, as they can bring significant
benefits to countries

» But: flows often volatile = macro challenges and financial stability risks
» Capital flow liberalization should be well-planned, timed, and sequenced
» Not presumed as appropriate goal for all countries at all times

» Capital Flow Management Measures (CFMs) useful in some circumstances
(part of policy toolkit)

» But should not be used to avoid warranted macroeconomic adjustment



Considerations for Capital Flow Liberalization
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Where conditions are not fully met: any opening up should be gradual and careful



CFMs to Manage Volatile Capital Flows

» How CFMs can help:

» During inflow surges: to reduce macroeconomic risks associated with overvaluation and
overheating and financial stability risks (CFM/MPMs).

» May limit risks from large outflows in crisis or imminent crisis (part of broader package)
» CFMs only appropriate in limited circumstances and should be temporary
» Should not substitute for warranted macroeconomic adjustment

» CFMs during surges should not for be used to influence exchange rate for unfair competitive
advantage

» Should consider longer-term side effects

» Should be removed after surge/after crisis subsides (CFM/MPMs)



Policies to Manage Capital Inflow Surges
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Policies to Manage Disruptive Outflows
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The diagram does not prescribe or
take a view on the appropriate
combination of the three policies-
only on circumstances under which
each might be appropriate.

* In cases of limited policy
flexibility, as represented by the
intersection of the three circles,
alternative options, including official
financing (e.g., UFR) and, in crisis
or imminent crisis, introducing
temporary outflow CFMs and/or
easing existing inflow CFMs can be
useful to support, but not substitute
for, the needed macroeconomic
adjustment.



Other Cases for CFMs

» Pre-emptive CFM/MPMs outside of surges: manage capital flow volatility and prevent buildup
of systemic financial risks in normal times. Conditions:

» Elevated financial stability risk associated with FX mismatch
» CFM/MPMs are needed to contain the risk (i.e., macro adjustment or MPMs not enough)

» CFM/MPMs should not help maintain or exacerbate a stronger-than-warranted external
position

> Keep CFM/MPMs temporary and targeted (remove when risks subside)
» Special Cases

» CFMs governed by separate international standards (Basel, FATF, international tax
cooperation standards)

» CFMs imposed for reasons of national or international security (mainly FDI-related)



Asian Financial Accounts Have Opened Over Time (1)
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Asian Financial Accounts Have Opened Over Time (2)

De Facto Capital Account Openness in Asia (Inpercentof ~ De Facto Capital Account Openness in 2021 (In percent of

GDP) GDP) .
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Capital Flows to Asia Have Been Volatile

Net Capital Inflow to Asia (in billions 2005 USD)
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Source: IMF Balance of Payment data; and Haver Analytics.
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CFMs Have Been Employed Frequently in Asia

Type of CFMs used in Asia 2012-2021* Net use of CFMs in selected Asian economies®
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Takeaways and Key Question
» Capital flows: generally desirable but not under all circumstances or at all times

» Capital flow liberalization: should be carefully planned, timed, and sequenced

» CFMs: can be useful under some circumstances but should not substitute for
necessary macroeconomic adjustment

» Financial account openness in Asia: gradual trend toward more openness
» Degree of openness generally differs with income level
» Asian CFMs: countries have used a broad toolkit of CFMs

» During surges of volatile capital flows but often also outside of surges

Key question: What are the implications of digital assets/central
bank digital currencies for capital flow management?
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