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LDCs : Private Capital Flows, 1970-98

(in % of GDP)

Top 10 recepients of private capital flows
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LDCs : Net Investment Flows,

1970-2000 (in billion U.S. dollars)
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Financial Restrictions in Domestic Markets

High
restriction ) _
2.5 - Latin America
A
2.0 -
1.5 -
Developed countries
v 10 I I I I I I I I I I I I I I I I I I I I I I I I I
N TN O N SN OO =AY T O XN =AY TN OO
L pa T T e S e G- <N ~B- <Hi- BN cRie <R cRe <R cRINe RN SN AT =2 T =2 T = W = W = ) W = W -}
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L. L I I I T I I T B I B B T T I T T B T T I T R R
restriction
——Developed Countries —o—Asia ——Latin America

Source: Schmukler and Zoido-Lobaton (2001).

Note: The figure displays an index of the liberalization of domestic financial markets. The indexes cover the last 30 years for developed and developing economies. 3=High
restrictions 2= Medium restrictions, and 1=No restrictions. Developed countries include Canada, Denmark, Finland, France, Germany, Ireland, Italy, Japan, Norway, Portugal,
Spain, Sweden, Great Britain, and the United States. Asian economies include Hong Kong, Indonesia, Korea, Malaysia, Philippines, Taiwan, and Thailand. Latin American
economies include Argentina, Brazil, Chile, Colombia, Mexico, Peru, and Venezuela. The variable restrictions on financial markets is the average of five indicators including: 1.
Lending interest rates; 2. Deposit interest rates; 3. Credit controls; 4. Reserve requirements; and 5. Deposits in foreign currency.
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Financial Restrictions on Capital Account

High
restriction 30 -
A Latin America
2.5 -
2.0 -
1.5 -
v
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restriction 2T 2Tz
—— Developed Countries —0— Asia ——Latin America

Source: Schmukler and Zoido-Lobaton (2001).

Note: The figure displays an index of the liberalization of the capital account. The indexes cover the last 30 years for developed and developing economies. 3=High
restrictions 2= Medium restrictions, and 1=No restrictions. Developed countries include Canada, Denmark, Finland, France, Germany, Ireland, Italy, Japan, Norway,
Portugal, Spain, Sweden, Great Britain, and the United States. Asian economies include Hong Kong, Indonesia, Korea, Malaysia, Philippines, Taiwan, and Thailand. Latin
American economies include Argentina, Brazil, Chile, Colombia, Mexico, Peru, and Venezuela. The variable restrictions on the capital account is the average of six
indicators including: 1. Borrowing abroad by banks; 2. Borrowing abroad by corporations; 3. Acquisition by foreign investors; 4. Multiple exchange rates/others; 5.
Repatriation of capital; 6. Repatriation of income.
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/{:: LDCs :Growth Rate of Real GDP

g s S (Annual averages per decade)

1970s 1980s 1990s

® Low Income o Middle Income O Top 10 recepients of private capital flows

Note: Top 10 recipients are Argentina, Brazil, Chile, China, India, Indonesia, Korea, Malaysia,
Mexico, and Thailand.

Source: World Bank, Global Development Finance (2001).

abadill o al) agaal) - lilh daaf 3



-;‘:*.;""-”r

e

""rl ; ﬁFJ .I‘-: |;

3r N -

g . L o O

S ARE S LY

% dusemi i )
Yapie S -
/T

S 3L Ll eg g oV 3o y5 530 T

3| Aniiny L Slabidl (gre o bl L LS ) -
Lol b iy slasVl sae e W Q0L LML olel 2N
.C')\.A;Y\ B

3 sl 5l e seles il byl LI ekt r\;m -
el Jo Wl J5 0000

abadill o al) agaal) - lilh daaf 3



é&ﬂﬁ

e
b A
FE s

Jo O = N .
= o I"w ° ot
R o A \ y \ \)
e S "\

4 "‘---,.--'“"t::
s > .

ULy 3 S et s

Al il Jomo comdaol 3] Aol AU ol Ol sl -

13 Laygs pis
LB Sl sty Olagall Slily A30d s baxd <

AW W ] Bl il o3l

abadill o al) agaal) - lilh daaf 3



B Foreign control, Dec. 1994 2/ 1 Foreign control, Dec. 1999 2/

Central Europe Latin America Asia and Turkey

Venezuela

Thailand

Hungary Colombia

Malaysia

Czech Republic

Argentina

20 40 60

Source: IMF, World Capital Markets Report 2000 (p.153).

1/ Ownership data reflect changes up to December 1999 while balance sheet data are the most recent available in Fitch IBCA's
BankScope.

2/ Ratio of assets of banks where foreigners own more than 50% of total equity to total bank assets.
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(in percentage of GDP, regional median values)
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Correlations and partial correlations between per capita average
growth rates and private capital flows volatility, 1970-98

(in percent)
Before controlling for fundamentals After controlling for fundamentals

Per capita growth rate Per capita growth rate, unexplained part

0 5 10 15 20 25

Standard deviation of capital flows Standard deviation of capital flows, unexplained part

Note: The partial correlation between the growth rate and capital flows volatility is the correlation between the residual growth rate and
residual volatility in capital flows, after controlling for various fundamentals (initial GDP, initial schooling, population growth rates, investment

policy, openness).
Source: World Bank, Global Development Finance (2001).
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Mexico, '93-95
Korea, '96-97
Mexico, '81-83
Thailand, '96-97
Venezuela, '87-90
Turkey, '93-94
Venezuela, '92-94
Argentina, '88-89
Malaysia, '86-89
Indonesia, '84-85
Argentina, '82-83

Reversals in Net Private Capital Movements |

12% of GDP

9% of GDP
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15% of GDP
11% of GDP

6% of GDP

10% of GDP

B o ofcoP
B 10% of GDP

5% of GDP

B 2% ofcop

0 10 20 30 40 50 60

Billion dollars

Source: Finance and Development, September 1999.
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z._...../s Reversals in Net Private Capital Movements II

Short-term debt inflows turned into outflows in 1998
(billion dollars)

1997 1998

All developing countries 43.5 -85.0
East Asia and Pacific 0.8 —68.0
Korea —-8.0 —-29.9
Thailand —6.9 -15.1
Indonesia 1.1 -11.8
Malaysia 3.4 -5.3
Latin America and Caribbean 24.1 —5.7

Source: Bank for International Settlements.
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Purpose of Capital Controls

Purpose of Method Direction of
Control Control
Generate revenue Controls on capital outflows permit a country to run higher inflation with a Outflows

given fixed-exchange rate and also hold down domestic interest rates.
Financial Repression/ Governments that use the financial system to reward favored industries Outflows
Credit Allocation or to raise revenue, may use capital controls to prevent capital from

going abroad to seek higher returns.
Correct a Balance of Controls on outflows reduce demand for foreign assets without Outflows
Payments Deficit contractionary monetary policy or devaluation. This allows a higher rate

of inflation than otherwise would be possible.
Prevent potentially Restricting inflows enhances macroeconomic stability by reducing the Inflows
Volatile Inflows pool of capital that can leave a country during a crisis (example: Chilean

encaje).
Prevent Financial Capital controls can restrict or change the composition of international Inflows
Destabilization capital flows that can exacerbate distorted incentives in the domestic

financial system (example: Chilean encaje).
Prevent Real Restricting inflows prevents the necessity of monetary expansion and Inflows
Appreciation greater domestic inflation that would cause a real appreciation of the

currency.
Restrict Foreign Foreign ownership of certain domestic assets—especially natural Inflows
Ownership of resources—can generate resentment (example: Article 27 of the
Domestic Assets Mexican constitution).
Preserve Savings for The benefits of investing in the domestic economy may be fully accrue to Outflows
Domestic Use savers so the economy, as a whole, can be made better off by restricting

the outflow of capital.
Protect Domestic Controls that temporarily segregate domestic financial sectors from the Inflows and
Financial Firms rest of the world may permit domestic firms to attain economies of scale QOutflows

to compete in world markets.

Source: Neely (1999, p.16).
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