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In this study, we examined, from a theoretical perspective, the
effectiveness of capital controls, whose policy effectiveness has come under debate (by
international organizations, governments, and researchers) due to the increased capital inflows and
increased risk of capital outflows in emerging economies since the recent global financial crisis.
The analysis, based on a two country DSGE model (Dynamic Stochastic General Equilibrium model) in
which the magnitude of financial market incompleteness is taken into account and a small open
economy DSGE model in which the magnitude of financial frictions is taken into account, yielded some

interesting policy implications for capital controls.
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