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Capital Controls: What and Why
What

• Differential treatment of residents & non-residents.

• Administrative: Outright prohibitions, Reporting or Licensing 
requirements 

• Market-Based: Taxes (e.g. Tobin Tax, Brazil’s IOF), URR (Chile)

Why

• Macro Prudential: focus on inflow controls, Surges, Asset Price 
Booms, Appreciation (Klein “Gates” vs. “Walls” BPEA 2012)

• Trilemma and Monetary Autonomy (Klein & Shambaugh “Rounding 
the Corners of the Policy Trilemma” AEJ: Macro 2015)



Changing Views on Capital Controls
• Early 1990s: Benefits of capital account liberalization

“Capital Controls: An Idea Whose Time has Passed” Rudi Dornbusch, 1997.

• Late 1990s, early 2000s EMEs began to re-introduce capital controls
Rogoff, “These days, everyone agrees that a more eclectic approach to 

capital account liberalization is required.” Finance and Development, 
Dec. 2002

• Crisis QE2 & EM apprec., inflow controls (Mantega “Currency Wars” 2010)

• Jeanne, Subramanian, Williamson (2012) PIIE “properly designed, they 
might even be a regular instrument of economic policy.”

• IMF Staff Notes (2010, 2011).  Capital Controls as a “Last resort”

• The Economist “The Reformation: A disjointed effort by the IMF to refine 
its thinking on capital controls,” April 7, 2011



Gates vs. Walls (Klein BPEA 2012)
• Distinguish between Long-Standing (e.g. China) & Episodic (e.g. Brazil)

• Gates may be less efficacious than Walls

• Evasion more likely if investment in surveillance, reporting and enforcement.

• Recognition lag; Implementation lag

• Benefits of Gates rather than Walls

• Procyclical

• More narrowly targeted 

• Practical discussion centers on episodic control.  Can be levied, removed.  
Theory more supportive of Gates than Walls. 

• Efficacy Arguments often based on long-standing, not episodic
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Figure 2: Inflow Controls and Exchange Rates Around QE2

Nominal Exchange Rates and Gates 2009 - 2011



Rit = Rbit + %ΔEe



Gates, Walls and Monetary Autonomy



Classifying Countries’ Capital Control Categories
• FKRSU Data (AREAER): 97 Countries, 1995 – 2013. Each 0/1 

• Money Market (mm): Maturity ≤ 1 yr, e.g. certificates of deposit, 
treasury bills, comm. papers, interbank dep., repurchase agreements.

• Bonds (bo): original maturity of more than one year.  

• Equities (eq): Shares, other securities if not DI. 

• Collective Investments (ci): Share certificates, registry entries, other 
collective investment, e.g. mutual funds, investment trusts.

• Financial Credits (fc): Credits other than cc, including banks, e.g. 
Personal or for Financial Investment 

• Commercial Credits (cc): Linked with trade in goods or services

• AGGREGATE FOR EACH COUNTRY: AVERAGE, No. of SWITCHES



How Many Categories?  Dendrogram
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Figure 3: Dendrogram Based on Average and Switches



Placing Countries in Categories: Cluster Analysis
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Figure 4: Categorizing Capital Controls: Gates, Walls, Open







For Partial 
Correlation of 
Characteristics 
with Capital 
Control 
Categories:

• Walls differ 
from Gates 
& Open.

• Gates do 
not differ 
from Open. 



Pecking Order: Most Evident for High Income





Conclusions
•Capital Controls now more widely accepted as a policy tool

• Important difference in efficacy between Gates and Walls

•Classifying into Open / Gates / Walls shows Walls countries
•Walls countries poorer
•Walls countries have higher trade
•Walls countries more likely to peg

•Pecking order holds for High Income countries, less so for 
Upper Middle Income, Not for Lower Middle & Low Income


