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PREFACE

The G-24 Discussion Paper Series is a collection of research papers prepared
under the UNCTAD Project of Technical Support to the Intergovernmental Group of
Twenty-Four on International Monetary Affairs (G-24). The G-24 was established in
1971 with aview to increasing the analytical capacity and the negotiating strength of the
developing countries in discussions and negotiations in the international financial
ingtitutions. The G-24 is the only formal developing-country grouping within the IMF
and the World Bank. Its meetings are open to al developing countries.

The G-24 Project, which is administered by UNCTAD’s Macroeconomic and
Development Policies Branch, aims at enhancing the understanding of policy makersin
developing countries of the complex issues in the international monetary and financial
system, and at raising awareness outside devel oping countries of the need to introduce a
development dimension into the discussion of international financial and institutional
reform.

Theresearch carried out under the project is coordinated by Professor Dani Rodrik,
John F. Kennedy School of Government, Harvard University. The research papers are
discussed among expertsand policy makersat the meetings of the G-24 Technical Group,
and provideinputsto the meetings of the G-24 Ministersand Deputiesintheir preparations
for negotiations and discussions in the framework of the IMF's International Monetary
and Financial Committee (formerly Interim Committee) and the Joint IMF/IBRD
Development Committee, aswell asin other forums. Previously, the research papersfor
the G-24 were published by UNCTAD in the collection International Monetary and
Financial Issues for the 1990s. Between 1992 and 1999 more than 80 papers were
publishedin 11 volumesof thiscollection, covering awide range of monetary and financial
issues of mgjor interest to devel oping countries. Since the beginning of 2000 the studies
are published jointly by UNCTAD and the Center for International Development at
Harvard University in the G-24 Discussion Paper Series.

The Project of Technical Support to the G-24 receives generous financial support
from the International Development Research Centre of Canada and the Governments of
Denmark and the Netherlands, as well as contributions from the countries participating
in the meetings of the G-24.
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Abstract

This Report consists principally of recommendations and guidelines. It acknowledges the
threat to the benefits of a liberal global regime for international capital flows posed by their
instability. Concern isexpressed asto risksto stability linked to reliance on short-termborrowing
from banks, the interaction between different financial risks, and faultlines in global financial
mar kets resulting fromfirms' own hedging and risk management that may be difficult to identify
in advance. But, in general, the Report’s recommendations focus mainly on changesin recipient
countries in practices with regard to the monitoring and management of financial risks, rather
than on changes in the main sources of international lending and investment. Those directed at
the latter would require no major deviations fromthe thrust of existing policiesin the countries
concerned. In particular, the Report does not discuss proposals put forward in some quarters
for substantial improvements in transparency regarding operationsin currency markets widely
considered to have contributed to recent episodes of instability. On the subject of controls over
capital movements, the Report limits itself to cautious endorsement of those over inflows.
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COMMENTARY ON THE FINANCIAL STABILITY
FORUM'S REPORT OF THE WORKING GROUP
ON CAPITAL FLOWS

Andrew Cornford

. Introduction

The Report of the Financial Sability Forum's
Working Group on Capital Flows (henceforth the
Report) consists principally of along and carefully
annotated set of recommendations and guidelines. It
begins by acknowledging the threat to the benefits
of alibera globa regime for international capital
flows posed by their instability. The Report is con-
cerned with risks to stability linked to short-term
borrowing, and its recommendations under this head-
ing include a change at the level of the sources of
capital flows in the form of removal in the revised
Basle Capital Accord of the incentive to short-term
bank lending in the 1988 Accord. But in general the
Report’s recommendations focus mainly on changes
in recipient countriesin practices with regard to the

currency marketswidely considered to have contrib-
uted to recent episodes of instability. The subject of
controls over capital movementsis broached but the
Report limits itself to capital inflows, and the case
for these is somewhat cautiously accepted.

II. Theworking group’s mandate and
the Report’s principal focus

To some extent the focus of the Report can be
explained through the Working Group’s terms of
reference. Thesewereasfollows: (i) to evaluate pru-
dential policies, regulations and risk-management
practices in borrowing countries that may help to
reduce systemic risks associated with the build-up
of external indebtedness; (ii) to identify regulatory
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