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Exchange Rate Regimes and Economic Growth
Evidence from Developing Asian and
Advanced European Economies
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Abstract The choice of exchange rate regime remains an important issue not only in interna-
tional finance but also in development economics. While both the theoretical and empirical litera-
tures have attempted to identify the most appropriate regime by examining the effect of regime
choice on various macroeconomic and financial variables neither has been able to provide a conclu-
sive answer. In this paper we pay special attention to effects of development level and use the new
classification of de facto exchange rate regime by Reinhart and Rogoff 2004 to empirically inves-
tigate the relationship between the choice of regime and the subsequent economic growth rate for
developing and emerging Asian economies and advanced European countries. We discover two in-
teresting regularities. First for advanced European countries more flexible exchange regimes are
associated with higher growth rates while variability of growth rate does not depend on the choice
of exchange regime. Second for developing and emerging Asian economies more flexible ex-
change regimes are associated with lower growth rates and higher growth variability. Our findings
suggest that an appropriate choice of exchange rate regime depends on development level.
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