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Should central banks give up on CFMs? 
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1) Because they’re successful 
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2) Because they DO affect exchange rates 
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3) The effect on exchange rates is understated 
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4) The matches are the wrong ones for policymakers 
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Should have 
initiated 

Should not 
have initiated 

Did initiate Type-II error 

Did not initiate Type-I error 



A modest proposal on match-checking… 
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Variables that affect the decision to impose capital controls 
Variables that should affect 
the economic consequences  

Variables that shouldn’t affect 
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 … 



A modest proposal on match-checking… 

 Estimate: 
𝑃 = 𝑎𝑎 + 𝑏𝑏 + 𝜀 

 Require: good fit of overall equation 
 Match economies based on 𝑎𝑎 
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Other points… 

 Capital 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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