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Nothing is more certain than that the movement of capital funds must be regulated' Keynes, J.M. Already
Keynes warned against a free movement of capital. Those warnings were taken seriously by the international
community and the IMF allowed in its articles the use of capital controls. The attitude towards those controls
changed remarkably during the 1980°s when a general trend towards deregulation occurred. This trend
peaked in an attempt to include the purpose of liberalizing capital movements in the Articles of Agreements of
the IMF. Coinciding with the Asian Crisis, parts of the academic profession heavily opposed this idea and
eventually, some of the fund's representatives revised their general opposition against capital controls.
Nonetheless, in big parts of the academic profession, capital controls carry a negative smack and the ultimate
goal of free capital flows is promoted. With the financial crisis, however, capital controls came into vogue
again. Recently, Brazil introduced a tax on foreign portfolio investment. Also at the G20 level, ways on how to
regulate international capital flows are discussed. Whether this should be seen as a desirable development or
not, boils down to the question if capital controls are a useful instrument of economic policy In general capital
controls are any kind of policy that limits or redirects capital account transactions. So, the above mentioned
question can be answered by looking at the situation of a fully liberalized capital account with its...
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