
 
 
 
 

DISCUSSION PAPER SERIES 

 
 
 

     ABCD 
 

www.cepr.org 
 
 

Available online at: www.cepr.org/pubs/dps/DP5537.asp
 www.ssrn.com/xxx/xxx/xxx

  

 
 

 
 
 
 

No. 5537 
 

THE INTERACTION BETWEEN 
CAPITAL CONTROLS AND 

EXCHANGE RATE REGIMES: 
EVIDENCE FROM DEVELOPING 

COUNTRIES 
 
 

Jürgen von Hagen and Jizhong Zhou 
 
 

  INTERNATIONAL MACROECONOMICS 
 
 

 



ISSN 0265-8003 

THE INTERACTION BETWEEN  
CAPITAL CONTROLS AND  

EXCHANGE RATE REGIMES:  
EVIDENCE FROM DEVELOPING  

COUNTRIES 

Jürgen von Hagen, ZEI, University of Bonn, Indiana University and CEPR 
Jizhong Zhou, Shanghai University of Finance and Economics, ZEI and University  

of Bonn 
 

Discussion Paper No. 5537 
March 2006 

Centre for Economic Policy Research 
90–98 Goswell Rd, London EC1V 7RR, UK 

Tel: (44 20) 7878 2900, Fax: (44 20) 7878 2999 
Email: cepr@cepr.org, Website: www.cepr.org 

This Discussion Paper is issued under the auspices of the Centre’s research 
programme in  INTERNATIONAL MACROECONOMICS. Any opinions 
expressed here are those of the author(s) and not those of the Centre for 
Economic Policy Research. Research disseminated by CEPR may include 
views on policy, but the Centre itself takes no institutional policy positions. 

The Centre for Economic Policy Research was established in 1983 as a 
private educational charity, to promote independent analysis and public 
discussion of open economies and the relations among them. It is pluralist 
and non-partisan, bringing economic research to bear on the analysis of 
medium- and long-run policy questions. Institutional (core) finance for the 
Centre has been provided through major grants from the Economic and 
Social Research Council, under which an ESRC Resource Centre operates 
within CEPR; the Esmée Fairbairn Charitable Trust; and the Bank of 
England. These organizations do not give prior review to the Centre’s 
publications, nor do they necessarily endorse the views expressed therein. 

These Discussion Papers often represent preliminary or incomplete work, 
circulated to encourage discussion and comment. Citation and use of such a 
paper should take account of its provisional character. 

Copyright: Jürgen von Hagen and Jizhong Zhou 



CEPR Discussion Paper No. 5537 

March 2006 

ABSTRACT 

The Interaction Between Capital Controls and Exchange Rate 
Regimes: Evidence from Developing Countries* 

The choice of the exchange rate regime and the capital account regime are 
among the core macro economic policy decisions for developing countries, 
with important repercussions for a country's macro economic stability, ability to 
attract foreign capital, and international trade. Existing literature has 
considered the determinants of these decisions, taking the capital account 
regime as given when considering the exchange rate regime and vice versa. 
This paper provides an empirical analysis of the interaction between the two 
regime choices treating both as simultaneously endogenous. Using a panel 
data set for developing countries in the 1980s and 1990s, we estimate a 
simultaneous-equations panel mixed logit model for the joint determination of 
both choices. We find strong influences from the official, de jure exchange rate 
regime on capital account policies, but only weak feedback effects. Using de-
facto exchange rate regimes, the influences in both directions are similar to 
each other. 
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