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Abstract

Capital flows have been increasing dramatically in the past two decades, while their economic
consequences have been heavily examined. Somewhat surprisingly, there is very little evidence
that capital flows are beneficial in general. More specifically, most economists believe (based on
fairly limited evidence) that long-term capital is better than short-term, and that portfolio/equity is
better than debt. There are two big problems we associate with capital flows: they lead to an
appreciation of the currency (Dutch Disease) and they can easily reverse (the Sudden Stop
syndrome). In an attempt to manage capital flows, controls on capital inflows have been
experiencing a period akin to a renaissance since the beginning of the global financial crisis in
2008. This renaissance has manifested itself both in empirical and theoretical research on the
issue, and most importantly in the decision by many countries to impose controls; Thailand,
Korea, Peru, Indonesia, and Brazil are some of the prominent examples. We first ask whether
capital controls are effective. And if they are, what are their effects?
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