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Abstract

All industrialized nations relied on capital account controls for significant periods of
their economic development and relaxations of capital account restrictions thought to
be an integral aspect of economic development. Economists long advocated the
removal of capital controls as a stabilizing factor of the development process to
improve efficiency and return economies from distorted factor prices to production
frontiers. Empirically, however, financial liberalizations have become associated with
capital flow reversals, where initial capital inflows at the onset are subsequently offset
by capital outflows resulting in higher levels of accumulated indebtedness. We
investigate how capital flow reversals caused by financial liberalizations affect the
speed of convergence of an economy. We show that financial liberalizations reduce
short run convergence speeds, implying that open economies should experience
significantly less output volatility but also longer transitions. The increased smoothness

in response to initial shocks comes at a cost: as foreign borrowing rises to smooth
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domestic income fluctuations causing an increase in the domestic interest rate OECD

data confirms our findings.

Keywords:

Financial liberalization openness convergence

Related research @

People also read Recommended articles Cited by
2


https://www.tandfonline.com/keyword/Financial+liberalization
https://www.tandfonline.com/keyword/openness
https://www.tandfonline.com/keyword/convergence

Information for Open access

Authors Overview

R&D professionals Open journals

Editors Open Select

Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom

Accelerated publication All journals

Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources
by email

QSignmeup
O"M
i o ¥¢|

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions eTaonr&Francis Group

an informa business

Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

