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Capital controls and
macroprudential measures: what
are they good for?

Discussion by James Yetman

Conference on “Asia: challenges of stability
and growth”, Seoul, 26-27 September 2013

Disclaimer: the views expressed here are those of the presenter
and are not necessaily shared by the BIS.



Should central banks give up on CFMs?
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1) Because they're successful
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Figure %¢

Average Treatment Effects of CFAls: Financial Vulnerabalities

jest Vs Change in Short-term Debt®
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Because they're successful
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2) Because they DO affect exchange rates
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2) Because they DO affect exchange rates
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Outflows Inflows Total

Table 1

Capital Flow Measures
+

Controls on Controls an

3) The effect on exchange rates is understated
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Notes: The “—" denotes the remonzl or easing of a conmol or macroprdental messure and the “+” denotas the

zidition or dgiening of measure. Comimies inchided in the sample which do not have a CFM event are: Austoalia,

Bahrain, Bosswana, Canada, Denmark Ezypt, Hong Kong, Jordan, Fimwait, Lithuania
Pansms Poland Qatar, Singapore, Sweden, Switzerland Trinidad & Tobago, United Arab Emirates, and Zambis.
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3) The effect on exchange rates is understated

Inflows Crtflows From Capital:
- + - + = + Outflows Inflows Total
Forea (South) 1] 2 1 0 0 & 0 o9 Q

Countries inchaded in the sample which do not have 3 CFM event are;
Mew Zealmd
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4) The matches are the wrong ones for policymakers

" BANK FOR
QF o

Should have Should not
initiated have initiated

Did initiate

Did not initiate




A modest proposal on match-checking...

Variables that affect the decision to impose capital controls

Variables that should affect Variables that shouldn’t affect
the economic consequences the economic consequences

X Y
Banking sector capitalisation Historical use of capital controls
Fiscal position Concurrent use in region
Foreign exchange reserves System of government

Current account

Policy rate differentials
Inflation rate

Global risk ...
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A modest proposal on match-checking...

® Estimate:

P=aX+bY +¢
® Require: good fit of overall equation
® Match economies based on aX
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Other points...

® C(apital controls are introduced for one of two reasons:
To prevent a crisis from getting worse
To reduce overheating due to inflows
Consider each separately?
® Sample period 2009-11: exceptional period
Can the results be generalised?
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