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Summary

Subject

Capital Account Liberalization and Financial Instability: A

Study Based on the Experiences from Developing Economies
Aim of the Study

After the Mexico crisis of 1995 and the Asian crisis of 1997,
many literatures come to pay great attentions to financial instability
in developing countries, and believe that capital account liberaliza-
tion in developing countries is so risky that it needs to be much more
cautious. As far as the relations between capital account liberaliza-
tion and financial instability are concerned, most of the literatures
have focused on the short-term capital flows associated with specula-
tive attacks. However, relatively little research has been done on
whether other forms of capital inflows should be responsible for the

financial instability. Further, few economists have studied the rela-
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tions between capital account liberalization and financial instability
from the perspective of real economy, although it is undoubtedly im-
portant and necessary. This book attempts to fill that gap by pre-
senting a simple theoretical framework, “optimal capital inflow
model”, combined with examining the experiences from developing

countries and policy issues since the late of 1970s.
Main Contents

This book includes five chapters, together with an introduction
and a conclusion. The main contents are as following:

In Chapter one, this book starts with a brief discussion on the
definition of capital account liberalization and the measurement of
the capital mobility. After that, it makes a historical review on the
process of capital account liberalization in developing countries dur-
ing the past three decades (including their early experiences with
capital controls in 1950s and 1960s), focusing on its characteristic,
background, causes and the role of international economic organiza-
tion in promoting this process. In addition, this book examines the
benefits and cost of capital account liberalization in developing coun-
tries.

In Chapter two, this book presents a theoretical analysis frame-
work, “optimal capital inflows model”, in which the determinants
and measurement of optimal capital inflows are discussed. Based on
this model, it illustrates the “capital over-inflow propensity” devel-
oping countries may have in their process of capital account liberal-
ization. Moreover, it probes into this propensity’s causes and conse-
quences in real economy, indicating that financial instability is just

the channel to the consequences of capital over-inflows in real econo-



