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Abstract

The aims of this dissertation are twofold: firstly, to study how

Malaysian financial openness has changed over time, and secondly, to

analyse the effects of capital controls on the composition of capital flows

and on macroeconomic variables in Malaysia.

The first part of the study explicitly takes into account the changes

of capital mobility along with the 'stop-go-stop' financial liberalisation in

Malaysia.  Results using nominal market criteria (based on Uncovered

Interest Parity) and real market criteria (based on Saving-Investment

Correlation, Consumption Smoothing and Consumption Correlation)

showed that Malaysia achieved substantial levels of market openness during

the financial liberalisation period.  Two main conclusions are drawn from

the study.  Firstly, financial liberalisation provided sufficient channels

between Malaysia and the world capital market to allow considerable

degrees of capital mobility.  Secondly, the periodic selective capital controls

did not seem to have prevented real integration between Malaysia and the

rest of the world.

In the second part of the thesis, the effects of capital controls on the

composition of capital flows and key macroeconomic variables were

examined.  Overall, capital controls have temporarily decreased total capital

flows, thereby, increasing monetary autonomy in Malaysia.  However, the

controls were not successful in altering the composition of capital flows,
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that is, increase private long-term and reduce short-term capital.  The 1998

selective controls did have some effect on short-term capital flows and some

negative effect on the private long-term capital flows.  In addition, an

important finding is that controls had no effect on the real macroeconomic

variables such as GDP growth and the real exchange rate.  It was concluded

that capital controls have enabled monetary independence in Malaysia,

thereby facilitating economic recovery and providing a breathing space for

the implementation of structural reforms.
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