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Literature 

• A substantial deviation between the officially 
reported (de jure) and the actually prevailing (de 
facto) exchange rate regimes (Calvo and Reinhart, 
2002) 

• Prominent de facto classifications: 

 - Bubula and Otker-Robe (2002);  

 - Ghosh, Gulde, and Wolf (2003);  

 - Reinhart and Rogoff (2004); 

 - Levy-Yeyati and Sturzenegger (2005)  
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Literature 

• Rigid exchange rates are more susceptible to 
speculative attacks (Fischer, 2000; and Williamson, 
2002) 

• Crises are more likely under floating regimes (Ghosh 
et al., 2003)   

• the likelihood of crises for the intermediate regimes 
is significantly higher than hard pegs and floating 
regimes (Bubula and Ötker-Robe, 2003; Rogoff et al., 
2004, Haile and Pozo, 2006, and Esaka, 2010) 
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Literature 

• Capital account liberalization can contribute to the 
macroeconomic instability and the occurrence of 
crises (Demirgüç-Kunt and Detragiache, 1997 )   

• restrictions on capital flows are unable to efficiently 
protect countries from currency crises (Glick and 
Hutchison, 2005 and 2006) 

• Countries with less restrictive capital controls and 
more liberalized financial markets appear to be less 
vulnerable to speculative pressures (Glick and 
Hutchison, 2010)   
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Methodology 

• Duration models can capture the unobservable 
determinants of currency stability that are embodied 
in the baseline hazard functions.  

• Semi-parametric duration models do not require any 
distribution assumptions about the timing of failures 
and can capably deal with both monotonic and non-
monotonic duration dependence.  

• We test how the different exchange rate regimes 
under the presence and absence of capital controls 
can change the probability of currency.  

7 



Methodology 

• Several robustness checks are applied: 

–  including running the models on two different crisis episodes 
sets that are based on monthly and quarterly-type spells. 

• We use: 

– IMF de jure, and RR (2004), and LYS (2005) de facto 
classifications to categorize exchange rate regimes, 

– and Chinn-Ito (2005) index to measure the capital account 
openness. 

• To deal with the potential endogeneity, we combine the 
aforementioned classifications and index and build six 
different regimes. 
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Empirical Findings 
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Table 2. Unconditional probability of crisis under different Exchange Rate Regime classifications 

 
monthly-type  

 
quarterly-type  

  IMF LYS RR   IMF LYS RR 

Fix (t-1) 9.91 9.57 5.63 
 7.18 5.87 4.03 

Intermediate (t-1) 10.14 7.87 12.11 
 

6.24 4.37 8.3 

Float (t-1)  10.39 12.69 6.10 
 7.79 10.02 4.27 

        
Log-rank test

ᴥ 
1.36 5.81 18.63 

 

1.39 11.70 11.25 

P-value 0.51 0.06 0.00 
 

0.50 0.00 0.00 
Probabilities are calculated by dividing the number of crises under a particular regime to the total number of regime-
quarters. All numbers are in percent, except for the Long-rank test results. 

ᴥThe null hypothesis of log-rank test is whether the hazard functions are equal across different groups. 
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Conclusion 

• There is a meaningful link between the choice 
of exchange rate regimes and the occurrence 
of currency crises. 

• The results are sensitive to the choice of the 
de facto exchange rate classification.  

• In our sample, capital control policies appear 
to be helpful in preventing low duration 
currency crises.  
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