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Exchange Rate Regimes, Capital Flows and Crisis Prevention Oct 11 2020 In this paper I analyze, within the
context of the new 'financial architecture, ' the relationship between exchange rate regimes, capital flows
and currency crises in emerging economies. The paper draws on lessons learned during the 1990s, and deals
with some of the most important policy controversies that emerged after the Mexican, East Asian, Russian
and Brazilian crises. I evaluate some recent proposals for reforming the international financial architecture
that have emphasized exchange rate regimes and capital mobility. I discuss emerging markets' ability to
have floating exchange rate regime, and I analyze issues related to 'dollarization.'
International Capital Flows, Exchange Rate Determination and Persistent Current-account Imbalances Nov 04
2022
Exchange Rate, Equity Prices and Capital Flows Dec 13 2020 We develop an equilibrium model in which
exchange rates, stock prices and capital flows are jointly determined under incomplete forex risk trading.
Incomplete hedging of forex risk, documented for U.S. global mutual funds, has three important implications:
1) exchange rates are almost as volatile as equity prices when the forex liquidity supply is not infinitely price
elastic; 2) higher returns in the home equity market relative to the foreign equity market are associated with
a home currency depreciation; 3) net equity flows into the foreign market are positively correlated with a
foreign currency appreciation. The model predictions are strongly supported at daily, monthly and quarterly
frequencies for 17 OECD countries vis- ...-vis the U.S. Moreover, correlations are strongest after 1990 and for
countries with higher market capitalization relative to GDP, suggesting that the observed exchange rate
dynamics is indeed related to equity market development.
A Modernized Approach to Managing the Risks in Cross-Border Capital Movements Jan 02 2020 This paper
outlines a “modern” approach to managing risks in cross-border capital movements that is consistent with
an environment of increased and liberalized capital flows. Key elements of this approach include: a
consistent monetary and exchange rate policy mix to avoid incentives for volatile capital flows; prudential
management of the specific risks in capital flows; supporting financial sector reforms; and appropriate
sequencing of liberalization. The approach can reduce the potential size of the shocks associated with capital
movements and increase the resilience of the financial system to such shocks when they occur; overtime, it
is expected to reduce the need for recourse to capital controls.
Managing Capital Flows Mar 28 2022 Managing Capital Flows provides analyses that can help policymakers
develop a framework for managing capital flows that is consistent with prudent macroeconomic and financial
sector stability. While capital inflows can provide emerging market economies with invaluable benefits in

pursuing economic development and growth, they can also pose serious policy challenges for macroeconomic
management and financial sector supervision. The expert contributors cover a wide range of issues related
to managing capital flows and analyze the experience of emerging Asian economies in dealing with surges in
capital inflows. They also discuss possible policy measures to manage capital flows while remaining
consistent with the goals of macroeconomic and financial sector stability. Building on this analysis, the book
presents options for workable national policies and regional policy cooperation, particularly in exchange rate
management. Containing chapters that bring in international experiences relevant to Asia and other
emerging market economies, this insightful book will appeal to policymakers in governments and financial
institutions, as well as public and private finance experts. It will also be of great interest to advanced
students and academic researchers in finance.
The Theory of Forward Exchange, and Capital Flows Under Crawling Exchange Rates May 06 2020
International Capital Flow Pressures Aug 09 2020 This paper presents a new measure of capital flow
pressures in the form of a recast Exchange Market Pressure index. The measure captures pressures that
materialize in actual international capital flows as well as pressures that result in exchange rate
adjustments. The formulation is theory-based, relying on balance of payments equilibrium conditions and
international asset portfolio considerations. Based on the modified exchange market pressure index, the
paper also proposes the Global Risk Response Index, which reflects the country-specific sensitivity of capital
flow pressures to measures of global risk aversion. For a large sample of countries over time, we
demonstrate time variation in the effects of global risk on exchange market pressures, the evolving
importance of the global factor across types of countries, and the changing risk-on or risk-off status of
currencies.
Real Exchange Rate Response to Capital Flows in Mexico Jun 06 2020 The International Monetary Fund (IMF)
presents the full text of the June 2000 working paper entitled "Real Exchange Rate Response to Capital Flows
in Mexico: An Empirical Analysis," prepared by Marcelo Dabos and V. Hugo Juan-Ramon. This paper examines
the relationship between the real exchange rate and capital inflows, the external terms of trade, and
productivity in the manufacturing sector. A structural break in 1995 coincides with the change to a floating
exchange rate arrangement.
Debt, Deficits, and Exchange Rates Feb 01 2020 Debt, Deficits and Exchange Rates presents recent work by
Helmut Reisen on current international monetary problems in East Asia and Latin America. Written over the
last four years, these papers are readily accessible and of immediate policy relevance. The first part is
concerned with the debt problems of developing countries, including the growth of domestic public debt,
means of hedging a country's debt portfolio against key currency fluctuations, evidence on the debt
overhang hypothesis, an evaluation of the Brady Plan, and how to attract foreign direct investment. This is
followed by essays on financial opening which discuss the impact of alternative exchange rate regimes
during financial integration, the degree of financial openness in Korea and Taiwan, an appropriate strategy
for the liberalization of capital flows, and the relationship between financial opening and capital flows. The
final part underlines the need for exchange rate management. Issues considered include New Zealand's
experience with a pure float, the use of the theory of optimal currency areas to assess whether Asian
countries should peg to the Yen, institutional features of macroeconomic management in Asia, and how Latin
America should respond to heavy capital flows. Bringing together under one cover a wealth of analysis,
comment and argument by a leading international scholar, this volume will be welcomed by students,
teachers and policymakers as an important contribution to understanding international monetary problems
in the developing world.
Real Financial Market Exchange Rates and Capital Flows Sep 09 2020
Studies in East Asian Economies Aug 01 2022 "This book presents five theoretical and empirical studies on
growth, capital flows, exchange rates and monetary policy. The empirical parts of three of the studies use
data from the ASEAN-4 countries of Indonesia, Malaysia, Philippines, Thailand, with the remaining two
studies using data on China."--Preface.
Exchange Rates, Capital Flows, and Monetary Policy in a Changing World Economy Oct 23 2021 The dramatic
growth of international capital flow has provided unprecedented opportunities and risks in emerging
markets. This book is the result of a conference exploring this phenomenon, sponsored by the Federal
Reserve Bank of Dallas. The issues explored include direct versus portfolio investment; exchange rates and
economic growth; and optimal exchange rate policy for stabilizing inflation in developing countries. It
concludes with a panel discussion on central bank coordination in the midst of exchange rate instability.
Taming the Tide of Capital Flows Aug 21 2021 A comprehensive examination of policy measures intended to
help emerging markets contend with large and volatile capital flows. While always episodic in nature, capital
flows to emerging market economies have been especially volatile since the global financial crisis. After
peaking at $680 billion in 2007, flows to emerging markets turned negative at the onset of crisis in 2008,
then rebounded only to recede again during the U.S. sovereign debt downgrade in 2011. Since then, flows
have continued to swing wildly, leaving emerging market policy makers wondering whether they can put in
place policies during the inflow phase that will soften the blow when flows subsequently recede. This book

offers the first comprehensive treatment of policy measures intended to help emerging markets contend with
large and volatile capital flows. The authors, all IMF experts, explain that, in the spirit of liberalization and
deregulation in the 1980s and 1990s, many emerging market governments eliminated capital inflow controls
along with outflow controls. By 2012, however, capital inflow controls were again acknowledged as
legitimate policy tools. Focusing on the macroeconomic and financial-stability risks associated with capital
flows, the authors combine theoretical and empirical analysis to consider the interaction between monetary,
exchange rate, macroprudential, and capital control policies to mitigate these risks. They examine the
effectiveness of various policy tools, discuss the practical considerations and multilateral implications of
their use, and provide concrete policy advice for dealing with capital inflows.
Strategies for Modelling Exchange Rates and Capital Flows in Multi-country Macroeconomic Models Sep 21
2021
Three Essays on Capital Flows, Banking Weakness, and Real Exchange Rates in East Asia and Latin America
Jun 18 2021
International Capital Movements and Foreign Exchange Markets Apr 04 2020
Capital Liberalization, Capital Flows, and Monetary Policy Responses on Exchange Market May 30 2022 This
paper examines some of the most vital aspects of Korea's experience with capital flows, such as the
determinants of capital flows, the monetary policy on exchange market, and the relationships among capital
liberalization, capital flows, domestic credit, and exchange market. I construct indexes of capital
liberalization on controls of capital inflows and outflows based on documented policy changes made by the
Koran government. I use EMP (Exchange Market Pressure) as well as nominal and real exchange rate as
terms of exchange market. The main findings of this paper are as follows. (1) Interest rate differentials as a
variable of portfolio theory do not explain capital flows in Korea. The interest rate differential terms are
often of the wrong sign, so Korea's capital flows are not explained by the portfolio theory. On the other hand,
the changes of domestic credit are generally significant in capital flow. This result suggests that the
monetary approach may be good in explaining capital flows. (2) Using VAR framework, I find that the change
of domestic credit is a good stance of the monetary policy, and the negative shock to the change of domestic
credit affect the appreciation of nominal and real exchange rate. A contractionary monetary policy leads to
continuous appreciation and leads to reduce exchange market pressure. (3) I cannot reject the null
hypothesis that CLI is not Granger-caused by any variables. The capital liberalizations in Korea are
exogeneous. (4) I find that capital inflows increase persistently after shocks to liberalization policy while
capital outflows increase temporally. I also find that shocks to liberalization of capital outflows attract capital
inflows. (5) Domestic credit responds negatively on capital inflows and positively on capital outflows. The
sterilization was effective for one month after capital inflows. (6) The responses of nominal and real
exchange rates to capital inflows are negative and exchange rates are appreciated as in theory and empirical
tests.
Private Information, Capital Flows, and Exchange Rates Feb 12 2021 We demonstrate empirically that not all
capital flows influence exchange rates equally: Capital flows induced by foreign investors’ stock market
transactions have both an economically significant and a permanent impact on exchange rates, whereas
capital flows induced by foreign investors’ transactions in government bond markets do not. We relate these
differences in the price impact of capital flows to differences in the amounts of private information conveyed
by these flows. Our empirical findings are based on novel, daily-frequency datasets on prices and quantities
of all transactions of foreign investors in the stock, bond, and onshore FX markets of Thailand.
Monetary Policy, Capital Flows and Exchange Rates Dec 25 2021 Max Fry was known internationally for his
research on international and domestic financial issues. This book draws together contributions from a range
of academic and policy-making friends and colleagues.
International Capital Flows: Economic Problems and Policy Implications Mar 16 2021 Inhaltsangabe:Abstract:
This paper deals with three highly controversial aspects in the international finance literature: the degree of
international financial integration, the economic impact of capital mobility, and the potential role of capital
controls in the emerging international financial architecture. Regarding the first aspect, many observers
have been influenced by the recent hype about globalisation and in fact take it for granted that capital
markets have become almost fully integrated into a world financial marketplace. This paper, reviews
evidence that challenges this conventional wisdom, though confirming that the degree of international
financial integration is rising. With respect to the second aspect, it is demonstrated that there are
circumstances under which the free flow of international capital could negatively impact upon economic
performance and/or otherwise welfare-enhancing domestic policies. This finding conflicts with traditional
theory and provides an economic rationale for the judicious introduction of capital controls. With this
assertion in mind, the final aspect, the role of capital controls, is investigated. The specific question explored
is how far restrictions on international capital flows are able to avert a costly economic imbalance arising
from fluctuations in the balance of payments. Although the international consensus seems to have shifted in
recent years towards promoting Chilean-style capital controls as a potential new building block in the
international financial landscape, this paper cautions against such a generalisation of the Chilean

experience. Rather, a review of the empirical literature suggests that much of Chile s economic success story
in the last decade can be explained by factors other than its control regime. The rising degree of
international financial integration enhances the need for small countries to resolve their dilemma of being
dependent on external funding and, at the same time, most vulnerable to sudden reversals of international
capital flows. Yet, simple solutions of how to counterbalance the potential threats of capital mobility in a
second-best equilibrium, are not found to be easily forthcoming. In particular, this paper argues that capital
controls are no panacea even less so, if they delay necessary macro- and microeconomic reforms. A worrying
feature of the international financial system, partly due to continued innovations in financial engineering, is
that [...]
Capital Flows, Real Exchange Rates, and Capital Controls Feb 24 2022 This paper deals with some of the
most important aspects of Latin America's experience with capital flows during the last twenty-five years.
The paper begins with a historical analysis. I then deal with the sequencing of reform and discuss issues
related to the relationship between capital flows, real exchange rates, and international competitiveness. I
next concentrate on the role of capital controls as a device for isolating emerging economies from the
volatility of international capital markets. I begin by reviewing the policy issues and the current debate on
the subject. I then present an empirical analysis of Chile's recent experiences with capital controls and make
some comparisons to the recent experiences of Columbia. The analysis of the Chilean experience is
particularly important since its practice of imposing reserves requirements on capital inflows has been
praised by a number of analysts, including senior staff of the multilateral institutions, as an effective and
efficient way of reducing the vulnerability associated with capital flows volatility. The results obtained
suggest that capital controls in Chile have had mixed results: while they have allowed the Central Bank to
have a greater degree of control over short term interest rates, they have failed in avoiding real exchange
rate appreciation. The paper ends with some reflections, based on recent Latin American historical episodes,
on the role of banks in intermediating capital inflows and on financial crises.
Capital Flows and Long-Term Equilibrium Real Exchange Rates in Chile Jan 26 2022
Exchange Rate Volatility, Trade, and Capital Flows Under Alternative Exchange Rate Regimes Dec 01 2019
Sercu and Uppal examine volatility of exchange rates in the context of dynamic general equilibrium models.
International Capital Movements Sep 29 2019 First published in 1988, this study of international capital
movements looks at their historical role in the financing of trade and their dramatically increased role in the
world economy in recent years. It examines the current economic theory and the policy implications of these
changes. Beginning with an analysis of the balance of payments, the authors goes on to discuss international
short-term and long-term capital movements, both historically and with reference to current events. A
further chapter deals with financial deregulation and the progression during the last few years towards the
integration of international capital markets. The author looks forward to two possible futures for
international finance: a gradual federalisation of macro-economic behaviour on a world basis, or a move
towards self-reliance and autarky. The book is based on the author's Marshall Lectures, given in the
University of Cambridge. It will be of interest to those studying international and financial economies,
graduate students and those involved in the formulation of policy.
Macroeconomic Linkage Nov 23 2021 The contributors cover topics such as interactions among exchange
rate movements, trade balances, and capital flows in Japan, Korea, and Taiwan, and the impact of exchange
rates on industrial structure, inventories, and prices of both domestic and exported goods.
Currencies, Capital Flows and Crises Apr 28 2022 Breaking from conventional wisdom, this book provides an
explanation of exchange rates based on the premise that it is financial capital flows and not international
trade that represents the driving force behind currency movements. John T. Harvey combines analyses
rooted in the scholarly traditions of John Maynard Keynes and Thorstein Veblen with that of modern
psychology to produce a set of new theories to explain international monetary economics, including not only
exchange rates but also world financial crises. In the book, the traditional approach is reviewed and critiqued
and the alternative is then built by studying the psychology of the market and balance of payments
questions. The central model has at its core Keynes’ analysis of the macroeconomy and it assumes neither
full employment nor balanced trade over the short or long run. Market participants’ mental model, which
they use to forecast future exchange rate movements, is specified and integrated into the explanation. A
separate but related discussion of currency crises shows that three distinct tension points emerge in
booming economies, any one of which can break and signal the collapse. Each of the models is compared to
post-Bretton Woods history and the reader is shown exactly how various shifts and adjustments on the
graphs can explain the dollar’s ups and downs and the Mexican (1994) and Asian (1987) crises.
Exchange Rates, Capital Flows and Policy Jul 20 2021 Combining thorough scholarship with illuminating realworld examples, this edited collection provides insights on the causes and consequences of movements in
both exchange rates and external assets and has a strong focus on the policy implications of operating in an
open economy, particularly the choice of exchange rate and monetary policy, exchange rate intervention and
policies on capital mobility.
Managing Capital Flows and Exchange Rates Sep 02 2022 The essays in this volume examine the theoretical

and policy issues associated with international capital flows and exchange rates for emerging markets in the
Pacific Basin region. Emerging market countries in both Asia and Latin America offer a wide variety of
examples for the comparative study of the implications of international capital flow surges and appropriate
policy responses. The essays address four broad issues. First, they investigate the determinants of
international capital flows, particularly the relative role of domestic and external factors in driving capital
flows. Second, they inquire how predictable and contagious capital flow reversals and exchange rate crises
are. Third, they explore what the domestic economic effects of capital inflows on emerging economies have
been, and finally seek to suggest what are the appropriate responses by policymakers to capital inflow
surges.
Capital Inflows and the Real Exchange Rate Nov 11 2020 This paper examines the links between capital
inflows and the real exchange rate under pegged exchange rates. The analytical framework is described, and
a near-VAR model linking capital inflows, interest rate differentials, government spending, money base
velocity, and the temporary component of the real exchange rate (TCRER) is estimated for Korea, Mexico, the
Philippines, and Thailand. TCRER movements are associated only weakly with shocks to capital flows.
Negative shocks to U.S. interest rates lead to capital inflows in Asia and a TCRER appreciation in the
Philippines and Thailand. Positive shocks to government spending have a small but statistically significant
effect on the TCRER for Korea.
Capital Flows in Central and Eastern Europe Aug 28 2019 This paper examines the nature and composition of
capital flows in selected countries in Central and Eastern Europe during 1987–93. The data show that there
was a remarkable turnaround in the capital account in 1992–93. This improvement was accompanied by
widening current account deficits, an increase in real consumption, and real exchange rate appreciation. In
light of these developments, the paper discusses the main macroeconomic concerns raised by capital inflows
and lays out the principal policy options relevant for the transition economies.
Capital Mobility in Asia Jul 08 2020 "Asia has benefitted greatly from its integration into the world economy.
But globalization has its challenges, including those that are the subject of this excellent new study: how to
manage the interface with global capital markets, especially in the current, highly unusual monetary policy
settings in the major economies. Dr Juthathip Jongwanich has been researching these issues for several
years. In this volume she writes with great authority, providing a comprehensively, succinct and accessible
examination of the many complex issues. A must-read volume for policymakers and academics alike." -- Hal
Hill, H.W. Arndt Professor of Southeast Asian Economies, Australian National University span, SPAN {
background-color:inherit; text-decoration:inherit; white-space:pre-wrap } "A very timely and excellent book
on capital volatility. Jongwanich provides a superb analysis on the impact of capital flows on home country,
exchange rates and the capital account policies. A very important book, especially for academia and
policymakers." -- Muhamad Chatib Basri, Former Finance Minister of Indonesia "This timely book presents
outstanding research on the determinants and effects of capital flows as well as the effectiveness of capital
control policies in dealing with volatile capital flows in emerging Asian countries. It will be a useful and
valuable reading for researchers and policymakers to understand the nature of cross-border capital
movement and design the policies conducive to more stable and sustainable economic growth." -- Jong-Wha
Lee, Professor of Economics and Director of Asiatic Research Institute, Korea University "This is an important
book. Ever since the East Asian financial crisis, it has been recognized that emerging market economies are
vulnerable to both excessive inflows of capital and sudden outflows. But up until now there have been few
detailed empirical studies of this issue. This book looks at the key factors determining capital mobility,
considers the impact of capital flows, especially on real exchange rates, and examines the possibility of
effective capital controls. Jongwanich draws two key conclusions: shifting the mix of inflows towards FDI is
possible and desirable, and well-functioning domestic financial markets are essential if capital inflows are to
be well used." -- David Vines, Professor of Economics and Fellow of Balliol College, University of Oxford
Balance of Payments, Exchange Rates, and Competitiveness in Transition Economies May 18 2021
Integrating transition economies into the global commercial and trade market system is a prolonged and
risky process. This book is a collection of studies dealing with the different issues related to the liberalization
of external relations in economies moving from a socialist to a market-based system The focus is on external
sector developments, and the topics deal with balance of payments conditions, exchange rate policies and
regimes, international competitiveness, international capital flows, trade, and other matters related to the
integration of transition economies into the world economy. An understanding of the principles involved and
of the experiences of both transition and advanced economies during this process is crucial to ensure its
ultimate success. Written by internationally recognized scholars, the chapters cover these issues in a
systematic manner. The first section treats current account developments, capital flows, and exchange rate
policies in transition countries, the second section deals with specific issues related to international trade,
and the final section consists of six specific country experiences. In this final section, a chapter dealing with
the Russian Federation discusses the collapse of the ruble in August 1998.
The New Architecture of the International Monetary System Jun 26 2019 Of findings of the Guido Carli
Association's Second International Conference, P. Savona; introduction - a new architecture or a new system?

A survey of international monetary reform in the 1990s, F. Saccomanni. Part I Economic contents: capital
flows, exchange rates, and the new international financial architecture - six crises in search of a generic
explanation, R.Z. Aliber; comment to Aliber's "Capital Flows, Exchange Rates, and The New International
Financial Architecture: Six Crises in Search of a Generic Explanation", M. Fratianni; some lessons for bank
regulation from recent crises, D.T. Llewellyn; comment to Llewellyn "Some Lessons for Regulation from
Recent Bank Crisis", J.R. Shafer; international financial architecture and the economic renaissance in Europe,
M.C. Watson; the present international monetary system - problems, complications and reforms, D.
Salvatore; on monetary analysis of derivatives, P. Savona, et al; comment to Savona, Maccario and Oldani's
"On Monetary Analysis of Derivatives", P.M. Oppenheimer; concluding remarks - some challenges for
reformers and architects, A.K. Swoboda. Part II Legal aspects: new financial architectures and legal
infrastructures towards a corrected and compensated international monetary system, A. Predieri; financial
derivatives and private international law - some remarks, S.M. Carbone. (Part contents).
The Globalization of Markets Oct 03 2022 With the integration of Europe, there are free movements in
goods, services, short and long term capital, and direct investment. The German mark is the key currency in
Europe and its value will affect the equilibrium bilateral exchange rates of the other currencies in the EU. It is
important to examine the following issues. What determined the trends in the value of the mark? How do we
evaluate whether exchange rates are misaligned? Should term capital flows be taxed? What are the effects of
regional trading blocs upon trade liberalization? What are the causes of direct foreign investment by
multinationals? There is a unity to this book. The authors are senior scholars who approach the subject from
the theoretical, policy oriented and econometric points of view.
Essays on International Capital Flows, Exchange Rates, and Monetary Policy Jun 30 2022
Capital Flows and Long-term Equilibrium Real Exchange Rates in Chile Jan 14 2021
Exchange Rate Regimes in Selected Advanced Transition Economies Jul 28 2019 Since beginning economic
transition, the Czech Republic, Estonia, Hungary, Poland, and Slovenia have—with much success—employed
diverse exchange rate regimes. As these countries approach EU accession, they will need to avoid the perils
of too much or too little exchange rate variability when capital flows are likely to be large and volatile;
narrow band arrangements in particular could be problematic. The exception is Estonia, where there are
good arguments for retaining the currency board arrangement. Countries wishing to join the euro area at an
early stage should not leave the removal of remaining capital controls to the last minute.
Capital Flows and Exchange Rate Determination Oct 30 2019
International Capital Flows: Economic Impact and Policy Implications Mar 04 2020 Diploma Thesis from the
year 2000 in the subject Economics - Finance, grade: 1, Christian-Albrechts-University of Kiel, language:
English, abstract: This paper deals with three highly controversial aspects in the international finance
literature: the degree of international financial integration, the economic impact of capital mobility, and the
potential role of capital controls in the emerging international financial architecture. Regarding the first
aspect, many observers have been influenced by the recent hype about “globalisation” and in fact take it for
granted that capital markets have become almost fully integrated into a world financial marketplace. This
paper, reviews evidence that challenges this conventional wisdom, though confirming that the degree of
international financial integration is rising. With respect to the second aspect, it is demonstrated that there
are circumstances under which the free flow of international capital could negatively impact upon economic
performance and/or otherwise welfare-enhancing domestic policies. This finding conflicts with traditional
theory and provides an economic rationale for the judicious introduction of capital controls. With this
assertion in mind, the final aspect, the role of capital controls, is investigated. The specific question explored
is how far restrictions on international capital flows are able to avert a costly economic imbalance arising
from fluctuations in the balance of payments. Although the international consensus seems to have shifted in
recent years towards promoting Chilean-style capital controls as a potential new building block in the
international financial landscape, this paper cautions against such a generalisation of the Chilean
experience. Rather, a review of the empirical literature suggests that much of Chile‘s economic success story
in the last decade can be explained by factors other than its control regime. The rising degree of
international financial integration enhances the need for small countries to resolve their dilemma of being
dependent on external funding and, at the same time, most vulnerable to sudden reversals of international
capital flows. Yet, simple solutions of how to counterbalance the potential threats of capital mobility in a
second-best equilibrium, are not found to be easily forthcoming. In particular, this paper argues that capital
controls are no panacea – even less so, if they delay necessary macro- and microeconomic reforms.
Exchange Rate Policy and the Management of Official and Private Capital Flows in Africa Apr 16 2021 We
focus on the management of highly persistent shocks to aid flows, including PRSPrelated increases in net
inflows, in three "post-stabilization." African economies with de jure flexible exchange rates. Such shocks
have beneficent long-run effects, but when currency substitution is high they can produce dramatic
macroeconomic management problems in the short run. What is the appropriate mix of money and exchange
rate targeting in such cases, and what is the role of temporary sterilization? We analyze these issues in an
intertemporal optimizing model that allows a portion of aid to be devoted to reducing the government's

seigniorage requirement. This creates a strong link between official aid flows and private capital flows. When
the credibility of policymakers' commitment to low inflation is firm, some degree of dirty floating, with little
or no sterilization of increases in the monetary base, is the most attractive approach in the short run.
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