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IMF Offers New Assessment of Capital Market Liberalization. The International
Monetary Fund expresses some support for controls on inward movements of capital
in its latest annual report on international capital markets. This is noteworthy,
considering the IMF’s past strong support for open financial markets. The report also
reveals that total net private inflows fell 28 percent in 1997, while inflows to Asia
plummeted by 87 percent—the first decline in those inflows since 1992. (According
to a press report, private capital may now even be flowing out of emerging markets.)
The report draws three broad conclusions about financial liberalization. First, strong
financial sectors are essential, particularly strong and sound banking systems.
Second, despite the large potential benefits derived from global capital makets,

nd the timely availability of accurate information are crucial. One clear lesson
rawn from the Asian crisis is that unique preblems arise when-demestic.banks are
the key intermediaries for volatile capital flows. The report identifies the

~combination of a weak banking system and an open capital acconnt as “an accident”
waiting to happen.” It also recognizes that restrictions on short-term capital flows,
STIch as those established by Chile, might be necessary given that there are limits to
the pace at which financial sectors can be strengthened. As the report notes,
however, it can be difficult differentiating between short- and long-term capital
flows, due to both data and conceptual problems. In addition, controls are no

substitutes for reform of the underlying financial sector. In fact, certain capita

controls might have contributed to the crisis (particularly those that discouraged
foreign purchases of long-term securities) by channeling foreign investment through
domestic banks.

Blair Calls for Overhaul of the International Financial System. In a speech
Monday, British Prime Minister Tony Blair called for “a new Bretton Woods for the
next millennium.” He challenged heads of state, finance ministers, international
financial institutions, and outside experts to develop the necessary reforms within one
year, so that the new institutions would be in place by the year 2000. Blair proposed
several measures to deal immediately with the financial crisis. He called on the
world’s major economies to coordinate macroeconomic policy to ensure that growth
is sustained. He also emphasized the urgent need for fiscal action in Japan to boost
domestic demand. Urging swift action to provide the IMF with resources to support
countries pursuing sound economic policy, he concluded with an exhortation against
short-term measures alone. In his view, the 54-year old Bretton Woods institutions,
built for a world of fixed exchange rates, capital controls, and smaller international
capital flows, are now outdated. Current conditions require greater transparency and
improved information transfers among government, the private sector, and the
international institutions themselves. Finally, Blair said, open world capital markets
require an international lender of last resort, a role that the IMF currently does not
and cannot play.
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