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Panel Discussion 
 

This section summarizes the proceedings of the Panel Discussion. The 
panelists’ names and corresponding discourse are presented in sequence.  
 
Maria Socorro Gochoco-Bautista 
 

After the 1997 Asian financial crisis, there was greater openness to using 
capital controls for prudential reasons. The use of capital controls is sometimes 
warranted, especially in light of difficulties in managing a financial crisis, for 
financial stability. The difficulty of implementing policy especially during times 
of crisis was highlighted by Dr. Chalongphob Sussangkarn’s account of 
Thailand’s experience in the run-up to and during the 1997 Asian financial crisis. 
On the other hand, capital controls could also be used as tools for a competitive 
exchange policy stance when a country has a persistently high current account 
surplus.  

Dean Kawai notes that capital controls may be used as prudential measures 
especially if financial markets are underdeveloped. This is supported by empirical 
studies showing that countries with underdeveloped financial markets that 
liberalized their capital account experienced greater volatility in output and 
consumption. 

Dr. Chalongphob and Dr. Remolona also note that capital controls should 
not be used as a last resort, as this will send a signal that the toolbox is empty and 
that conditions are really bad. If the market knows that capital controls are the 
“last card” and it is laid down the table, it could send a signal that economic 
managers have run out of choices, and this could fuel panic. 

On the role of the IMF, Dr. Chalongphob and Dean Kawai raised the need 
for regional cooperation and coordination as regards the use of capital controls. It 
is difficult for countries who want to use capital controls to gather and agree on a 
framework, such that the IMF is the logical body that could drive the effort given 
its emerging paradigm shift on the use of capital controls. The role of the IMF at 
this point is not yet clear, although it should have an institutional role in the use of 
capital controls. Furthermore, although it proposes a framework on the use of 
capital controls, it still lacks guidelines for implementation. 
 
Changyong Rhee 
 

I agree that capital controls may be used by countries with a small current 
account surplus experiencing a surge in capital inflows. However, persistently 
large surplus countries need to have exchange rate adjustments. This 
consideration is part of the G20’s indicative guidelines. 
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It is important to make a distinction between countries with small and large 
current account imbalances as regards the use of capital controls. It is difficult to 
convince trade partners that capital controls are warranted if a country has large 
current account surpluses. 
 
Masahiro Kawai 
 

A distinction must also be made between countries that have liberalized 
their capital accounts and those that have not. There is a need to distinguish these 
differences in initial conditions. There are countries that maintain capital controls 
and never liberalized, countries that used to employ capital controls and are 
liberalizing their capital accounts, and countries with liberal accounts but which 
choose to re-impose capital controls. The direction of policy implementation also 
matters.   
 
Changyong Rhee 
 

I agree that initial conditions should be a consideration and that the 
perspective of discussion with regard to capital controls should be on the status 
quo. Countries with persistent current account surpluses and existing capital 
controls should not, at the very least, introduce new measures.   
 
Maria Socorro Gochoco-Bautista 
 

This is line with the issue of Dr. Chalongphob Sussangkarn’s comment on 
sequencing because there are countries that liberalized their capital accounts in 
the 1990s, like the Republic of Korea, but are currently reintroducing capital 
controls due to the volatility of cross-border capital flows. The PRC, on the other 
hand, is relatively closed and has not yet liberalized its capital account.  

There must also be a clearer distinction between capital controls and 
prudential measures. The Republic of Korea may not be considered as liberalized 
if tighter definitions of capital controls are imposed. 
 
Jonathan Ostry 
 

On the issue of using capital controls as a last resort―this really depends 
on whether a country’s currency is undervalued or not. This is why the first node 
in our proposed flow chart looks at the existence of current imbalances. Whether 
capital controls are used as a last resort or not, there must be a test of 
macroeconomic fundamentals at the early stages even if there are risks to 
financial stability. It is important for macroeconomic policy to be geared toward 
an adjustment if necessary. This is the context by which the process flow is 
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structured. While capital controls are part of the toolkit, they should not be used 
as a substitute to macroeconomic adjustment if such is warranted. 

Assuming that the current account imbalance is within bounds, capital 
controls may be used, not necessarily as a last resort but as part of a broader 
toolkit to manage risks arising out of excessive capital flows. However, capital 
controls should not be used as a “first resort” even if there are financial stability 
risks. Capital controls could also be used in conjunction with other measures to 
maximize effectiveness, especially for tools that have significant implementation 
lags like fiscal policy. 

On multilateral issues concerning the “currency wars” debate, the 
externalities across countries could lead to an adverse equilibrium outcome where 
most countries introduce and maintain capital controls to stop flows which could 
otherwise be beneficial. While the multilateral aspects of capital controls need to 
be investigated, the knee-jerk reaction of imposing capital controls in response to 
the actions of other countries must not be encouraged. 
 
Masahiro Kawai 
 

It is very difficult to arrive at an agreement on whether a country’s 
currency is overvalued or undervalued. If capital inflows are large enough, 
exchange market pressure will build up and eventually induce currency 
appreciation. If capital controls are imposed, a country could still be accused of 
intervening to prevent currency appreciation.  

In the PRC’s case, the problem is the persistence of current account 
surpluses. If the international monetary system were still under Bretton Woods, 
then the PRC’s case would be classified as a fundamental disequilibrium 
situation. It could be argued that capital inflows into the PRC are already too 
much, and a macroeconomic response of allowing the yuan to appreciate faster 
may be a better approach to dealing with the surge of inflows. 
 
Changyong Rhee 
 

Even the Chinese government is not talking about capital controls. They 
focus instead on macroeconomic management. Our pragmatic proposal is 
consistent with the call to conduct macroeconomic adjustment first if there are 
large imbalances. Furthermore, the indicative guidelines already agreed on by the 
G20 could be used to be gauge the necessary action since it is difficult to arrive at 
an agreement on currency overvaluation or undervaluation. 
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Michael Hutchison 
 

If every country bans cross-border flows of short-term capital, a gap 
between the private sector’s requirements for short-term capital and supply could 
ensue, and domestic entities would benefit from arbitrage. Banning short-term 
capital flows is not the first-best solution, and that scenario will not occur for as 
long as proper management is done. 

Capital controls are certainly not the right tools for correcting current 
account imbalances, if capital flows constitute a small portion of the country’s 
current account position. Capital controls do not fundamentally affect saving and 
investment, and international capital typically constitutes a relatively small part of 
investment capital. 
 
Eli Remolona 
 

I agree with the position that the use of capital controls should be 
discouraged when there are large current account surpluses. 

Thailand’s situation in the run-up to the 1997 Asian financial crisis, 
however, was just the opposite. It was running large current account deficits that 
were being financed through large amounts of short-term debt inflows. The flow 
reversals in 1997 had devastating effects on the Thai economy. In the Republic of 
Korea’s case, the capital flow reversals could have been managed through a 
drawdown of reserves. The country’s economic managers, however, did not do 
this, probably due to uncertainty with respect to the magnitude of reserves needed 
to compensate for the cash outflows. It is enough to say that if a country has a 
current account surplus, it should not resist currency appreciation. 

The issue of currency valuation is indeed difficult to tackle and achieve 
agreement on. It is simpler to talk about current account balances as an indicator, 
but the volume and flow of short-term debt should likewise be tackled.  
 
Chalongphob Sussangkarn 
 

Exchange rates should adjust when there are current account imbalances, 
but that is not happening in this region. If a country allows its currency to 
appreciate, it should not do it alone since there are spillover effects on other 
countries. The country allowing currency appreciation in the presence of large 
capital inflows could lose competitive edge on its exports. It is probably better for 
all countries in the region to allow for currency adjustments in a coordinated 
manner, and that is the trajectory today. 




