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Abstract

We develop a small open economy, New Keynesian model with and with-
out a financial accelerator. Applying a Ramsey-type analysis, we compare
the welfare implications of optimal monetary policy under flexible exchange
rates and optimal capital control policy under fixed exchange rates. In an
economy without a financial accelerator, the optimal monetary policy un-
der flexible exchange rates is superior to the optimal capital control under
fixed exchange rates. In contrast, in an economy with a financial accelera-
tor, the optimal capital control under fixed exchange rates brings about a
higher welfare level compared to the optimal monetary policy under flexible
exchange rates.
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