Capital Account Opening and the Effectiveness of Capital Controls in Columbia

Capital account opening is an important component of Colombia’s Economic Stabilization Plan in early 1990s,which is divided into two phases.The first stage is mainly the liberalization of foreign direct investment and the second one,to deregulate the controls on short-term capital and foreign loan.In the early 1990s,as a result of a large inflow of international capital,the Colombian economy was facing multiple challenges including real exchange rate appreciation, high external vulnerability of financial system and inflation pressures.To meet those challenges,the Colombian monetary authorities followed the Chilean way to take a series of capital control measures from 1993 to 1998 such as the Unremunerated Reserve Requirement and the Tobin tax.These measures succeeded to a certain extent in reducing capital inflows and prolonging the term of capital inflow,but greatly increased the financing cost of domestic enterprises.
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