
ADBI Discussion Paper 92  Levy Yeyati, Schmukler, and Van Horen 
 

25 

negative at -0.62. The evidence that the premium resulting from the controls on outflows is 
much higher than the discount characterizing the control on inflows is a direct reflection of 
the type of control: qualitative controls on outflows preventing arbitrage and an implicit tax on 
inflows weakening arbitrage.  

 

To examine further the impact of controls on financial market integration, we estimate AR 
and TAR models for the three different periods (Table 6, lower panel). The AR model is very 
similar to model (4) except that in this case two control dummies are introduced: one to 
capture the impact of controls on outflows on the persistence of a shock and another one to 
capture the impact of controls on inflows. The results, presented in the bottom part of Table 
6 indicate that, as expected, the persistence of a shock is much higher in the control 
period.42  

In addition, we estimate a TAR model to see whether the band of no-arbitrage is affected by 
the introduction of controls. We use the same procedure as highlighted in the pervious 
section. First, the model is estimated for the no-control period. Next, the model is estimated 
for both control periods, where the lower (upper) band is set equal to the value estimated in 
the no-control period in the case of controls on outflows (inflows). The results confirm our 
previous findings: the upper band increases when controls on outflows are in effect, and the 

                                                 
42 Note that the average AR half-life is different than the one presented in Table 5. This is because the sample 

period is different, the number of stocks in the sample is smaller, and the estimated model includes a second 
control dummy.   




