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Abstract

Te145922

This study has two objectives:  Firstly, to review theoretical and empirical
work on capital flows on the following issues namely, the reasons to manage capital
flows, causes and consequences of capital flows and the determinants of capital flows.
Secondly, to investigate the impacts of underlying shocks causing capital flows.  In
order to achieve the second objective, the vector autoregressive (VAR) method s

applied.

After reviewing empirical studies, they show that there 1s no clear evidence that
capital controls are an effective policy to deal with the capital flows. However, most
studies admit that externalities exist in the mternational financial markets and cause
market failures in these markets.  The “degree” of market failures tends to be higher in
emerging markets and developing countries than that in the developed markets. This is
due to the smaller size of markets as well as the lower level of financial development in
these markets. Therefore, a number of studies conclude that capital control is the

secoiid best policy.

Based on the impulse response functions and quarterly data of net private capital
flows during the period of 1990 and 2001, the empirical results show that shocks of
determinants of capital flows cause a volatility in capital movement. The degree of such
a volatility 1s relatively high especially in the short run and gradually diminishes in the
long run . This findings support the hypothesis of asymmetric information, which is one
of the factors causing market failure in the international financial markets. For the
variance decomposition analysis, the results show that, among factors determining capital
movement, difference in interest rates is a major factor that explains a variation in capital
flows, accounting for 27 percent of total variation, comparing to other determinants:
Thailand ‘s stock exchange index, ratio of international reserve to short term external

debt, and manufacturing production index, which account for 20.4, 10.8 and 4.4

percent, respectively.



