
Exit from Exchange Rate Regimes and Length of Economic 
Recovery: Propensity Score Matching Approach 

 
MARIA SIRANOVA  

 

 

5-6 DECEMBER, 2019, TIRANA BOA 13TH SOUTH-EASTERN EER WORKSHOP 

N

                         

Á
R

O
D

O
H

O S P O D Á R S K A
F

A
K

U
L

T
A

EKONOM ICKÁ UNIVERZITA

V    BRATISLAVE  



• Main objective – analysing the effect of ER 
regime switch on length of economic recovery; 
- only handful of papers concern themselves with factors determining 

the length and amplitude of economic recovery; 

- only a limited set of theoretical or empirical papers focuses on effects 
of regime switch;   

- seminal paper by Eichengreen and Sachs (1985); 

- more recent experience with active ER regime management in 
developed and developing countries; 

 

Motivation 



ER regime switch - evidence 

Source: classification by Cushman and De Vita (2017) on Ilzetzki et al. (2017)  



ER regime switch - evidence 

Source: Ilzetzki et al. (2017) for full sample, 194 countries * 77 years (1940)  



Literature review 
• Cushman and De Vita (2017) use PSM in the context of ER 

regime choice and FDI inflows; 

• ER regime -> Krugman (1979) and Flood; Garber (1984); Walti 
(2005) for duration analysis; Fiess and Shankar (2009); 

• determinants of economic recovery -> Takats and Upper 
(2013); Tsangarides (2010); Dao (2017);  

• definition of recovery -> Bijsterbosch and Dahlhaus (2011); 
Francis et al. (2014); Braun and Larrain (2005); Ambrosius 
(2016); 



Propensity Score Matching 



Matching design and data 
• Ilzetzki (2017)’s sample for 195 countries starting in 1950+ (Penn 

World Table 9.0.) -> country/year unit; year dummies as covariates 
(Cushman and de Vita, 2017); 

• only country/year observations for crisis events (independent 
countries); 

• change in the exchange rate regime that occurred one year or later 
after the official outbreak of a crisis (ruling out currency crisis); 

• change in the ER regime as a conscious decision of policy makers to 
use it as a part of the stabilizing policy toolkit; 



Matching design and data (II) 
• The start of the crisis -> year when there is a YoY drop in a 

real GDP; 
• The end of the crisis -> year when the real GDP stops 

declining and reaches its through;  
• The length of the recovery -> the beginning of crisis till the 

point when the real GDP overpasses the pre-crisis levels for 
the first time; 

 
‘Depressions’ - initial drop in economic activity is followed by second or even 
third sub-crisis, hence the overall pattern resembles the W or triple V letter.  



Matching design and data (II) 



Matching design and data (II) 



Matching design and data (III) 
1. all covariates that a affect either treatment probability or outcome, 

2. covariates that affect treatment probability, 

3. covariates that affect outcome (potential confounders) -> 
determinants of length of economic recovery; 

4. covariates that affect both treatment probability and outcome 
(true confounders) -> covariates that simultaneously affect treatment 
probability (ER regime switch) and length of recovery; 

 

Strict exogeneity -> before-crisis observations; 5 (10) nearest 
neighbours & 0.01 (0.05) calipher & logit link function; 



Data description 



Results 



Results 



Results 



Preliminary Results 





Results & Discussion 
1. the active exchange rate management may not necessarily be associated 

with wider economic benefits, except mitigation of ER volatility, that 
would lead to a more speedy recovery; 

2. empirical evidence also shows that countries often use the change in the 
ER regime only as the last-resort tool once all the other options,  
fiscal or monetary policy measures, have been exhausted.  

4. the observed differences in length of recovery between countries with 
active (treated) and passive (control) ER management vary from half a 
year up to one year; 

5. differences have a tendency to be reduced once controlling for 
fundamental characteristics of countries related to their trade openness 
and monetary policy conduct (ER reserves, interest rate policy). 

 



Robustness & Future Research 
1. Ruling out 4 currency unions (EMU, ECCU, WAEMU, CEMAC) –> robust; 

2. Fiscal expenditures excluded from benchmark regression; 

3. Duration analysis (but with IV) -> IV Poisson GMM model (GDP p.c. and GDP 
p.c. squared as good IVs) -> so far robust; 

4. Sensitivity towards ER classification; 

5. Classification by Laeven and Valencia (2012) and others for type of crisis 
event; 

6. More precise calculation of length of recovery (quarterly data), but shortening 
of the sample likely; 

7. Direction of ER regime switch (particular focus on intermediate regimes); 
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Thank you for your attention! 
 

maria.siranova@savba.sk 
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