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Introduction



Background

• Debate about the relationship between XRR and economic
performance during ongoing global expansion

• Weak economic growth in the advanced economies
following the Great Recession.

• But, with diverse growth experiences across economies.
• Legacies of the global financial crisis?

• Differences in policies, including XRR?

• Scandinavian countries. Economies with fixed XRR
(Finland & Denmark) experienced deeper output drops and
weaker recoveries than those with floating XRR (Norway &
Sweden) (Corsetti et al 2017)
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Scandinavian economies following the Great Recession

Fixed XRR: Denmark & Finland. Floating XRR: Norway & Sweden
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Question

Do economies with fixed XRR perform worse than
economies with non-fixed XRR during global recessions
and recoveries?

Findings:

• There is no robust growth differences between fixers and
non-fixers during a global recession.

• Fixers recover from global recessions at a weaker pace
than non-fixers.

• Results are robust across country groups, exchange rate
classifications, and to the inclusion of other controls
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Review of the literature

Relationship between XRR and growth has long been studied.

• Theory. Traditional open macro models (with price
stickiness)

• Fixers grow faster than floaters if mostly facing nominal
shocks. Adjustment in M.

• Floaters grow faster than fixers if mostly facing real shocks.
Adjustment in XR mitigates changes in quantities.

• Theory. Fixers could enjoy faster growth: low country risk,
stable ToT, and export-led growth. But, they could also face
instability and financial crisis (unsustainable fiscal policy),
high interest rates, and low investment.

• Empirics. There is a lack of robust findings. Inconclusive
theoretical predictions and problems in classifying de facto
XR. Rose (2011).
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Review of the literature II

Some argue that the link between XR and growth is more
meaningful in the short-run.

• Theory: Flexible XR are better external shock absorbers
than fixed XR (Corsetti, et al 2017). A currency
depreciation stabilizes demand for domestically produced
goods and contains external deflationary pressures.

• Empirics: Rose (2014) and Tsangaridis (2012), using
different frameworks, examine the link between XRR and
growth during and after the Great Recession.

• Rose finds no growth differences between fixers and
non-fixers.

• Tsangaridis finds that fixer EMEs recovered at a slower
pace than non-fixer EMEs.
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Methodology and data



Contribution

This paper combines two strands of the literature.

• Exchange rate regime and economic performance
literature. In particular growth.

• Global business cycles and national economic
performance literature.

Paper assesses how global recessions and recoveries affect
the relationship between XRR and economic performance.

• Use dynamic panel regression model. Sample 114
economies during the post-Bretton Woods period.

• Utilize four classifications of de facto XRR.

• Utilize dating of global recessions and recoveries of IMF
(2002) and Kose & Terrones (2015, 19)
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Dynamic Panel Regression Model

• Per-capita output growth, gyit , follows (1) .

gyit = αi + ρ× gyit−1 + β × FXit−1 + γt + εit (1)

Where fixed XRR dummy (FXit−1) . ρ = 0 in previous
studies.

• Include global recessions (Rt ) & recoveries (Ut ) in (1)

gyit = αi + ρ× gyit−1 + β × FXit−1 + θ× Rt + τ × FXit−1 × Rt

+φ× Ut + ν × FXit−1 × Ut + γt + εit (2)

Rt and Ut are interacted with FXit−1.
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Exchange rate classifications

Four de facto XR classifications based on actual XR behavior.

• IRR. (Itlzetzki et. al. 2017). Use parallel exchange rates
and statistical rules to identify anchor country and
construct a measure of XR flexibility.

• IMF. Do observed policies and actions coincide with their
announced ones? Use quantitative/qualitative criteria to
identify exchange rate arrangements.

• BT. (Bleaney & Tian, 2017) Use regression methods to
classify an XR as pegged or float.

• S. (Shambaugh, 2004) Use a band to identify the XR as
pegged or non-pegged.

The Levy-Yeyati & Sturzenegger data is not used because of
gaps.
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Fixers and Non-Fixers

The four XR measures have little in common, often disagree,
and differ in their time-coverage.

To make results comparable let’s collapse the different
exchange rate subcategories of the IRR & IMF classifications
into two classes:

• Fixers. Include regimes without a currency, members of a
currency board, and currency pegs.

• Non-Fixers. Include all other intermediate regimes and
floaters.
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Share of countries with fixed exchange rates

BT identifies more fixers than the other. Time trend differ across measures, IRR and S somewhat similar
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Correlation between exchange rate classifications

Pairwise correlation has increased across the board since 1990
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Global recessions and recoveries

Global cycles identified using statistical and judgmental
methods (IMF 2002 and Kose & Terrones (2015 & 2019))
Four global recessions: 1975, 1982, 1991, 2009.

• Triggered by one or more global shocks (oil price, contrac.
MP, financial & banking )

• Associated with a contraction in global per-capita output
and main indicators of activity.

• The 2009 event was the most severe and synchronized
("Great Recession").

Four Global recoveries: 1976-78, 1983-85, 1992-94, 2010-12.

• Rebound in global economic activity, industrial production,
trade. Labor market remains weak.

• Revival of financial markets.
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Global recessions

World per capita output growth was negative in
only 4 years.

Global recessions are highly synchronized events.
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Global recessions: Some figures

In a global recession, global activity contracts and trade and financial flows fall sharply. More advanced economies
are typically more affected by a global recession than EMEs and developing economies.
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Empirical findings



Baseline. GR: Fixers are hurt more than non-fixers.

GRec: Fixers recover more slowly than non-fixers.
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Robust?. GR: Fixers are hurt more than non-fixers, but no always.

GRec: Fixers recover more slowly than non-fixers.
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Conclusion



Conclusion

Findings

• Fixers tend to be more affected by a global recession than
non-fixers. This finding is, however, non-robust.

• Fixers recover at a slower pace than non-fixers.

Implications

• What are the channels behind these findings?

• What are the implications for the selection of an XRR?

• Do we need to review the relationship btw a country’s
exchange rate and its business cycle characteristics.
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