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Background on the Fund’s Institutional View (IV)

 IMF more open to capital flow management measures (CFMs) after 1990s EM 
crises and GFC

 2012: IV adopted when many EMDEs contending with large flows

 Recognizes capital flows can bring significant benefits to recipient countries

 But flows often volatile  macro challenges and financial stability risks that 
CFMs can potentially help address

 Capital flow liberalization should be well-sequenced and planned

The Institutional View
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IV focused on managing volatile capital flows
 How CFMs can help:

 Reduce risk that large inflows overwhelm financial system / cause overheating 

 May limit risks from large outflows in crisis (part of broader package)  

 CFMs only “appropriate” in limited circumstances and should be temporary

 Not a band aid for poor macro policies

 Not for influencing exchange rate for unfair competitive advantage

 Must consider longer-term side effects
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But risks can arise from “stock” vulnerabilities

 Countries can be vulnerable to flow reversals even without a surge

 High stock of unhedged FX debt a salient risk 

 Large enough stock vulnerabilities  flow reversals and currency depreciation could 
generate disruptive balance sheet effects

 Substantial research characterizes these risks:

 From pecuniary externality – so case for “taxing it”

 CFMs, which are also macroprudential measures 
(CFM/MPMs), may be needed if MPMs alone 
can’t contain risks
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The case for preemptive CFM/MPMs

 IMF’s Integrated Policy Framework (IPF) workstream shows using CFM/MPMs 
preemptively can reduce financial stability risks, under certain conditions 

 Models highlight vulnerability to reversals from:

 High unhedged FX debt

 Poorly anchored inflation expectations

 Thin FX markets

 Dominant currency pricing

 Empirical work shows CFMs can re-channel capital flows, make them less risky 
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Key policy change in the 2022 IV Review

 Key change: preemptive CFM/MPMs “appropriate” under certain conditions

 Acknowledges tool can help reduce financial stability risks from high FX debt

 Can use on local currency debt inflows, but under much more restricted 
conditions given wider set of macro policy tools would be available
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Deploying preemptive CFM/MPMs

 Important conditions for use:

 Address elevated financial stability risk associated with FX mismatch

 Be clear a CFM/MPM is needed to contain the risk

 Should not improve competitive position when already excessive

 Keep use as temporary and targeted as possible to contain financial stability risks
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Other policy changes in the IV review
 Special treatment for some CFMs governed by separate international standards 

 Will not assess for appropriateness under IV when:

 MPMs imposed in line with the Basel framework
 Tax measures based on international cooperation 

standards against tax avoidance/evasion
 AML/CFT measures implemented in line with 

FATF

 Similar treatment for national security measures
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Conclusions and ongoing work

 Important IMF policy changes, especially allowing for preemptive CFM/MPMs

 Ongoing IPF work – laid ground for this policy innovation – to consider how using 
multiple tools in concert can further macro and financial stability objectives.

 Substantial progress in developing quantitative & conceptual modeling 
frameworks

 More focus on capital outflow measures, emerging areas such as digitalization,
and investigating spillovers
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