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Capital Account Liberalization, Controls of Capital Flows and the Choice

of Exchange-rate Regimes Evidences from 88 Developing Countries

Abstract: The paper empirically tests the impact of capital account openness on the
choice of exchange-rate regimes with a sample of 88 developing countries (1974-2010).
The paper finds the impact is dependent upon the different estimations of capital
account openness. Developing countries with more de jure open capital accounts are
more likely to be associates with flexible exchange-rate regimes, while those with
higher de facto open capital accounts are more likely to adopt more rigid regimes. The
contrasting evidences lead us to use both de jure and de facto indicators of capital
account openness to create two indices to estimate a country’s de facto controls over
capital flows relative to de jure capital account openness it preannounced ex ante.
Further evidences support our hypothesis that developing countries with more de facto
controls over capital flows relative to what they say ex ante are more likely to alow
more exchange rate flexibility, while those have less de facto controls over capital flows
are lesslikely to increase exchange rate flexibility.

Key Words: Capital Account Liberaization, Exchange-rate Regimes,
Exchange-rate Regime Classification

JEL Classification: F32; F33; F41
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] 0.255%** 0.258*** 0.360*** 0.209* ** 0.325%** 0.348***
ecosize
(0.05) (0.06) (0.04) (0.06) (0.04) (0.05)
0.509 0.279 0.667 -0.315 0.769 0.873
totshk
(0.76) (0.94) (0.72) (0.82) (0.64) (0.73)
-0.482 -5.346* ** -1.459** -3.128*** -1.136** -1.803***
monshk
(0.612) (1.28) (0.64) (1.13) (0.48) (0.53)
- 3.069*** 1.260*** 5.155*** 10.279*** 9.301*** 6.554***
in
(0.54) (0.44) (0.72) (1.65) (1.12) (1.50)
-0.028*** -0.018*** -0.027*** -0.039*** -0.027*** -0.031***
reserve
(0.02) (0.02) (0.01) (0.01) (0.02) (0.00)
debt 0.738*** 0.397* 0.252 0.757*** 0.845%** 0.782***
ex
(0.20) (0.23) (0.18) (0.25) (0.17) (0.19)
d 0.067*** 0.088*** 0.047*** 0.081*** 0.040%** 0.050* **
emo
(0.02) (0.02) (0.01) (0.01) (0.02) (0.01)
i 0.124%** 0.089** 0.025 0.118** -0.096* ** -0.089***
olins
P (0.03) (0.04) (0.03) (0.05) (0.02) (0.02)
Wald Chi2 313.3%** 237.3*** 247.8*** 213.3*** 382.0*** 353.4***
Pseudo R2 0.130 0.169 0.119 0.266 0.123 0.069
N 1280 909 1268 1268 1286 1123
1.
A 10% 5% 1%
3.
4IMF LYS BT SH RR IMF LYS BT SH RR RR_D

RR

21



7 dej_defa

IMF LYS BT SH RR RR D
) 0.399*** 0.309%** 0.499*** 0.623*** 0.183*** 0.223***
dg_defa
(0.06) (0.12) (0.07) (0.09) (0.06) (0.06)
-0.483** -1.014*** 0.322* -1.112%** -0.927*** -0.749***
open
P (0.19) (0.24) (0.17) (0.23) (0.18) (0.19)
-0.048 0.260** -0.190** 0.281** 0.091 0.083
ecodev
(0.09) (0.12) (0.09) (0.12) (0.09) (0.10)
) 0.298*** 0.267%** 0.413*** 0.255*** 0.337%** 0.361***
ecosize
(0.05) (0.06) (0.04) (0.06) (0.04) (0.05)
0.338 0.202 0.412 -0.517 0.692 0.771
totshk
(0.72) (0.94) (0.72) (0.84) (0.59) (0.67)
-0.649 -5.428*** -1.660*** -3.173*** -1.246*** -1.921***
monshk
(0.60) (2.20) (0.612) (1.10) (0.47) (0.52)
- 3.171x** 1.350*** 5.421%** 10.02*** 9.322*** 6.518***
in
(0.53) (0.44) (0.74) (1.61) (2.12) (1.46)
-0.022%** -0.014** -0.021*** -0.031*** -0.025*** -0.029***
reserve
(0.01) (0.02) (0.02) (0.01) (0.02) (0.00)
debt 0.642*** 0.287 0.080 0.582*** 0.784%** 0.714%**
ex
(0.19) (0.22) (0.17) (0.22) (0.16) (0.19)
d 0.067*** 0.090%** 0.046*** 0.075*** 0.042%** 0.050***
lemo
(0.01) (0.02) (0.02) (0.01) (0.02) (0.02)
i 0.123*** 0.078* 0.026 0.120** -0.096* ** -0.089***
olins
P (0.03) (0.04) (0.03) (0.05) (0.02) (0.02)
Wald Chi2 351.1*** 254 1% ** 313.3%** 271.8*** 402.9%** 372.0%**
Pseudo R2 0.140 0.168 0.133 0.295 0.124 0.072
N 1290 914 1279 1279 1134 1134
1.
2% *k K 10% 5% 1%
3.
4IMF LYS BT RR IMF LYS BT SH RR RR_D

RR
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