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Large Capital Flows and Capital Controls in East Asia
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Policy Response for the Expanded Capital Inflow and Macroeconomic Instability

. Breakout of Financial and Economic Crisis And Capital Outflow Control
. Toward a Stable Capital Flows

. Among the seriously effected countries, Korea deregulated mainly the capital inflow controls at

the beginning of 1990s, and then relaxed mainly the capital outflow controls from 1994.
Thailand, Malaysia and Indonesia relaxed rapidly inflow of direct investment since mid-1980s,
and then liberalized other investments in order to attract foreign capital and grow up the
domestic financial market. These liberalization policies led to the swings of capital flows
resulted in the crisis. The seriousness of the crisis became far from explicable from the
macroeconomic fundamentals.

. The four Asian countries basically maintained the foreign exchange rate policy of giving

consideration to keep the export competitiveness before crisis. The sterilized interventions
were taken frequently in order to avoid the appreciation of the currencies followed by the
growing capital inflow and tighter monetary policy was basically kept in order to mitigate its
impact on the domestic financial market. In addition, relaxation of capital outflow, tighter
fiscal policy, or strengthening of prudential regulations were also adopted for the purpose of
macroeconomic stability. Still more, capital inflow controls were introduced in some cases.
However, they could not avoid the breakout of the crisis lastly.

. During this crisis some countries restricted temporarily the capital outflows. Malaysia showed

the successful case because of the effective regulatory framework and good timing.

. The lessons from recent crisis are as follows; firstly, the management of short-term capital

inflow is important in order to prevent the crisis. Capital inflow control can be effective
temporarily given the soundness of the macro-economy and indirect measures may be better
from the point of view of the policy consistency. Secondly, capital outflow control may be
possible choice of crisis management under certain conditions. The effectiveness of the capital
controls depends on the domestic financial system and so on. Thirdly liberalized foreign
exchange and capital transactions require the sound and effective financial system. Lastly, free
capital movement can not go with fixed foreign exchange rate and sterilized intervention.
From now on, East Asian countries should be rebuild the strong financial system and adopt the
pragmatic policy concerning the regulation and deregulation of foreign exchange and capital
transactions with flexible foreign exchange rate system and effective monitoring system.
Japan is required to take the lead of the regional safety network, because extermination of crises
will be impossible.
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1986 | 1987 | 1988 | 1989 [ 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998
4,747] 10,092 14,538] 5387 -1,745] -8.317] -3.944]  990[ -3.867] -8,507]-23,006] -8,167] 40,552
-4,124] -9,173] -4,632] -2.958] 2.535] 6411] 6,587] 2,742 10,296] 16,785] 23,326] -9.803| -8.438
-4010| -8,963| -4279| -2,640| 2.866| 6,741| 6,994| 3217| 10,733| 17.273| 23.924| -9,195| -8438
-725 76| 371|505 -268| -309| -434| -751| -1,651| -1,776| -2,345| -1,605| 617
-1,185]  -540| -643] -613] -1056| -1489| -1,162| -1340| -2461| -3,552| -4,671| -4.449| -4.799
460]  616] 1,014 1,118]  788[ 1,180]  728] 589  810] 1,776] 2.326] 2.844| 5416
2332 -206] -643]  -68] 322 3,055 5.802] 10015] 6,121] 11,591] 15,185] 14,295] -1,879
-37| -66|  240| 717|849 -538| -2,028| -2,284| -5998| 2,008| -1,587
-18|  -46| 70 10 8| -204| -382| -238| -653| -320 42
-19]  -20]  310]  707|  842| -334| -1,646| -2,046| -5346| 2,328| -1,628
=332 -296] 606 -2 82[ 2338 4,953] 10,553] 8.149] 13.875] 21,183] 12,287 -292
39 38 29 30| 380] 200 2482 6.615| 3.614] 4219 5954 2525 3.856
=371 -334]  -635]  -32| -298| 2.138] 2471| 3938 4.534| 9.656| 15229| 9.762| -4,148
-2,953] -8,743] -4,007| -3.077] 2.812[ 3.995| 1,625 -6,047| 6,263 7.459] 11,084[-21,885| -7.175
-738|  -113| -1,958| -1,382| -2,330| -3,006| -3,299| -4,592| -7,369(-13,991|-13,487|-13,568 6,693
-15] 29| 29| -16]  -44|  -31|  -24] 42| -72| 36 -86| 36
-133 14| -344| -213| -625| -296| -156| -543| -149|  -46
=255 -307| -2,007| -253| -2,282| -1,810| -3,291| -3,993| -5,061| -9,199| -8,173| -8336| 6,970
-468| 223 78| -980|  -18| -822| 228 68| -1,940| -4,600| -4.770| -4.996| -194
-2215| -8,630] -2,049| -1,695] 5.142[ 7,001 4,924| -1.455| 13.632| 21.450] 24,571| -8,317|-13.868
13 24 19 9 22 2 7 15 22| -0 -29 23 25
-958| -5,656| -2,769| -1,944| -901| -705| -700| -1,842| -335| -593| -493| 4.671| 4.628
-1477| -2,732| -799|  634| 1980 4247| 1820 720 7.368| 11,389 9,952 -9,785| -6233
207|266 1,500 -394| 4.041| 3458 3,798 -348| 6,600 10,664| 15,142| -3,226|-12,288
-114]  -210] -353] -318] -331] -330] -407] -475] -437] -488] -598] -608] 171
-546] 1,185 -590]  691] -1,998]  758] 1,080 -722[ -1.816] -1,240] 1,095] -5,010] -6356
-77] -2,104] -9.316] -3,120] 1.208] 1,147] -3.724] -3.009] -4.614] -7,039] -1.416] 22,979[-25930
3,320] 3,584] 12,347] 15.214] 14,793] 13,701] 17.121] 20,228] 25,639] 32,678] 34.037] 20368[ 51,975
GDP 37 -66]  -24]  -12] il 23] 23] 10| 28] 38 49] -21] -26
-07| 01| 02| 02| -01 -01| -01| -02| -04| -04| -05 -04| 02
-03|  -02| -04] 00| o1 10 19 30/ 16 25 31| 32| -06
27| -64] -22] -14] 11 14 05| -18] 16 16 23] -49] -22
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1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998
247 -366| -1,654| -2,498| -7,281| -7,571| -6,303| -6,364| -8,085|-13,554|-14,691| -3,024| 14,230
-131| 1,064| 3,840| 6,599| 9,097 11,759 9,475| 10,500 12,167 21,909| 19,486|-16,877|-14,508
-131 1,062 3,840 6,599 9,098 11,759| 9,475| 10,500| 12,167| 21,909| 19,486(-16,877|-14,508
262 182 1,081 1,725 2,304| 1,847 1966| 1,571 873 1,182 1,405 3,356| 6,657
-1 -170 -24 -50 -140 -167 -147 -233 -493 -886 -931 -390 -131
263 352 1,105 1,775| 2,444 2,014| 2,113| 1,804 1,366 2,068 2336| 3,746| 6,788
-29 346 530 1,486 -38 -81 924| 5,455| 2,481 4,081| 3,544| 4,352 -65
-5 -2 -41 -446 -224
-5 -2 -41 -446 =224
-29 346 530 1,486 -38 -81 924| 5,455| 2,486 4,083| 3,585| 4,798 159
96 499 444 1,424 440 37 4551 2,679 -389| 2,123| 1,164| 3,899 355
-126 -153 86 63 -478 -118 469| 2,776| 2,875| 1,960 2,421 899 -196
-363 534 2,229 3,387| 6,832 9,994| 6,583 3,474 8,812| 16,645 14,537|-24,585|-21,090
-150 141 269 -313 -164 352 104| -3,265| -1,027| -2,738| 2,661| -2,404| -3,887
-150 153 250 -337 =220 247
104| -3,265| -1,027| -2,737| 2,741| -2,457| -3,938
-12 19 23 57 105 -1 -80 53 52
-213 393] 1,960 3,700| 6,996| 9,642 6,479 6,739 9,839 19,383| 11,876|-22,181|-17,203
-9,483 702
25 434 =51 -206 -999 9 -611 -464 =705 46 -58 524 100
-563 243 984 700 1,027 213 1,758| 6,589 14,295| 13,218 2,909 -3,522{-11,200
325 -285| 1,027| 3,207| 6,969 9,420 5,333 614| -3,751| 6,118 9,025| -9,700| -6,805
2 -1
598 248 411 928 1,419 431 -142 =230 87| -1,196| -2,627| 1,651| -2,944
-714 -945| -2,596| -5,029| -3,235| -4,618| -3,029| -3,907| -4,169| -7,159| -2,167| 18,250 3,222
2,804| 4,007| 6,097 9,515| 13,305| 17,517| 20,359| 24,473| 29,332| 35,982| 37,731| 26,179| 28,825
GDP -0.3 2.1 6.2 9.1 10.6 12.0 8.5 8.4 8.4 13.0 10.5| -11.3| -13.0
0.6 0.4 1.8 2.4 2.7 1.9 1.8 1.3 0.6 0.7 0.8 2.3 6.0
-0.1 0.7 0.9 2.1 0.0 -0.1 0.8 43 1.7 2.4 1.9 2.9 -0.1
-0.8 1.1 3.6 4.7 8.0 10.2 5.9 2.8 6.1 9.9 79| -16.5| -18.9
IMF, IFS
@
1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998e.
* 2,633 1,876 =212 -918 4,234 -2,207| -3,079| -5,628| -8,644| -4,848| -5,031 9,191
-1,528| -2,387 1,574 1,785 5,624 8,748 10,798 1,210 7,642 9,477 1,699| -2,758
-539| -1,280 997 1,284 3,757 4,054 5,386 4,443 6,632 5,376 6,757 2,772
-962| -1,929 -670| -1,048 -242| -1,129 380 328 2,454 297 1,651 545
-968| -1,181 -291 39| -1,244| -1,218]| -1,815 -652 -866 -598 464
21 =739 -763 -269 153 1,662 2,195 3,102 1,130 2,263 92
-16 -9 6 -11 -37 -64 -52 5 33 -14 -11
423 649 1,668 2,332 3,998 5,183 5,006 4,115 4,178 5,079 5,106 2,227
-989| -1,107 577 501 1,867 4,694 5412 -3,233 1,010 4,101| -5,058| -5,530
44 89 -132 1,116 -144 32 3,640 1,270 =757 -2,147| -1,568 3,836
() -1,148 422 -1,230| -1,983| -1,246| -6,573| -11,359 3,148 1,758| -2,482 3,872| -10,269
7,435 6,527 7,783 9,754| 10,886| 17,228| 27,249| 25,423| 23,774| 27,009 20,788
GDP -4.8 -6.9 4.2 42 11.7 15.0 16.8 1.7 8.8 9.6 1.7
-3.0 -5.6 -1.8 -2.4 -0.5 -1.9 0.6 0.5 2.8 0.3 1.7
1.3 1.9 4.4 54 8.3 8.9 7.8 5.7 4.8 5.1 5.2
-3.1 -3.2 1.5 1.2 3.9 8.0 8.4 -4.5 1.2 4.1 -52

Bank Negara Malaysia, Monthly Statistical Bulletin, Annual Report.
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1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998
-3911| -2,098| -1,397| -1,108| -2,988| -4,260| -2,780| -2,106| -2,792| -6,431| -7,663| -4,889| 3,972
4,177 3,481 2,217 2918 4,495| 5,697 6,129| 5,632| 3,839| 10,259 10,847 -603(-10,347
4,177) 3,481 2217\ 2918 4,495 5,697 6,129| 5,632| 3,839| 10,259 10,847 -607(-10,347
258 385 576 682 1,093| 1,482 1,777| 1,648 1,500| 3,743| 5,594 4,499 -400
-356 -609 -603 -600 -178 -44
258 385 576 682 1,093| 1,482 1,777| 2,004| 2,109| 4,346 6,194 4,677 -356
268 -88 -98 -173 -93 -12 -88| 1,805 3,877 4,100| 5,005| -2,632| -2,002
268 -88 -98 -173 -93 -12 -88| 1,805 3,877 4,100| 5,005| -2,632| -2,002
1,805| 1,900| 1,493| 1,819| -4,987| -4,495
268 -88 -98 -173 -93 -12 -88 1,977] 2,607| 3,186 2,355| 2,493
3,651 3,184| 1,739| 2,409| 3,495 4,227 4,440[ 2,179| -1,538| 2416 248| -2,470| -4,137
3,651 3,184| 1,739| 2,409| 3,495 4,227 4,440[ 2,179| -1,538| 2416 248| -2,470| -7,945
2,618 2,021 1,908 2,777 4741 1,299 858 552 137 6 -663 =265 4,209
1,357 527 1,953 =758 -276| -2,470
1,033 1,163 -169 -368| 3,021| 2,928| 3,582 270 -2,202 457| 1,669| -1,929| -9,684
-1,269 -753 -933| -1,315 744 91| -1,279| -2,932 -263| -2,255| 1,319| -2,133| 2,724
1,003| -1,233 167 -495| -2,088| -1,528| -2,070 -594 -784| -1,573| -4,503| 7,881| 3,615
4,051 5,592| 5,048 5,454 7,459 9,258 10,449| 11,263| 12,133| 13,708| 18,251| 16,587| 22,713
GDP 5.2 4.6 2.6 3.1 42 4.4 4.4 3.6 2.2 5.1 4.8 -0.3| -11.0
0.3 0.5 0.7 0.7 1.0 1.2 1.3 1.0 0.8 1.9 2.5 2.1 -0.4
0.3 -0.1 -0.1 -0.2 -0.1 0.0 -0.1 1.1 2.2 2.0 2.2 -1.2 2.1
4.6 4.2 2.1 2.6 3.3 33 3.2 1.4 -0.9 1.2 0.1 -1.1 -4.4
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1991 1992 1993 1994 1995 1996 97.1-10
1,663 1,430 1,375 2,904 2,265 2,931 1,621
265 401 868 1,753 2,411 2,592 1,948
1,398 1,079 507 1,151 -147 338 -327
7,034 21,374 67,140 87,283 39,532 52,757 44,956
7,734 18,172 57,814 83,155 38,378 48,547 51,495
-700 3,202 9,326 4,128 1,154 4,210 -6,539
335 437 498 558 674 481 247
129 123 168 260 458 463 269
207 313 330 298 216 18 =22
1,248 2,125 3,192 4,485 4,669 4916 5,891
173 227 490 578 541 454 566
1,075 1,898 2,702 3,907 4,128 4,462 5,324
169 234 259 339 282 335 218
1,762 2,654 2,701 4,431 3,592 5,721 3,921
-1,593 -2,420 -2,442 -4,092 -3310 -5,386 -3,703
1,417 2,358 3,451 4,824 4951 5,251 6,109
-1,420 -2,194 -1,952 -3,513 -2,769 -4,932 -3,137
-518 -522 261 -185 818 -924 1,621
229 316 168 222 196 347 462
374 464 630 281 316 502 653
-145 -148 -462 -59 -120 -156 -191
480 30 42 160 150 157 83
505 54 39 109 122 190 2
-25 -24 2 51 28 -34 81
11,158 25,994 72,674 95,951 47,769 61,923 53,477
10,943 22,095 62,710 90,567 45,819 58,471 58,855
216 3,899 9,964 5,384 1,950 3,452 -5378
Bank Negara Malaysia, Monthly Statistical Bulletin, Dec.1997.
@
1990 1991 1992 1993 1994 1995 1996
83 280 117 57
3,561 3,694 4,142 2,096 -1,818 2,299 191
3,561 3,694 4,142 2,096 856 3,015 191
474 1,299 858 552 137 6 -663
1,357 527 1,953 =758
3,250 2,714 3,445 187 192 1,056 1,612
-2,674 =716
-2,674 =716
-229 214 137

3,495 4227 4,445 2,179 -1,538 2,416 248

IMF, Balance of Payments Statistics
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