©
2015 2017

Comprehensive Economics Analysis for Currency Substitution in Developing and
Emerging Market Countries

Kumamoto, Hisao

1,800,000

We empirically investigate how currency substitution transmits domestic and
foreign monetary policy shocks to domestic countries and evaluate how the central bank respond to
real exchange rate movements in three inflation-tar?eting Latin American countries and Asian
countries under currency substitution. Our empirical results are as follows: (1) The domestic
monetary policy has a significant impact on the domestic economy, but the foreign monetary policy
does not affect the domestic economy to any great extent except Mexico. (2) The domestic monetary
policy impact in the domestic economy is mainly through the real interest rate channel, on the other

hand, the foreign monetary policy is through the marginal rate of substitution channel. (3) The
central banks in sample countries actively respond to the real exchange rate movements to diminish
the unpleasant results of real exchange rate volatility.
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