
Contents

1Introduction.......................................................................................................................7

2 The Currency Substitution Phenomenon ..........................................................................9
2.1 Dollarisation or Currency Substitution.....................................................................10
2.2 Currency Substitutability and Currency Substitution............................................... 11

2.2.1 Currency Substitutability...............................................................................11
2.2.2 Currency Substitution....................................................................................13

3 Currency Substitution in Small Open Transition Economies.......................................... 17
3.1 Macroeconomic Policy and Currency Substitution.................................................. 18
3.2 Quantification of the Degree of Currency Substitution............................................ 19
3.3 Substituting and Substituted Currencies................................................................. 20
3.4 The Czech Koruna - A Substituting Currency or Substituted Currency?................22

4 Empirical Analysis of Currency Substitution under Conditions in the Czech
Republic.............................................................................................................................. 25

4.1 Description of the Data Series Used.......................................................................29
4.2 Empirical Analysis of Currency Substitution in the Czech Republic from the

Demand-for-Money Perspective...............................................................................34
4.2.1 First Stage Model and its Estimates.............................................................. 35
4.2.2 Second Stage Model and its Estimates......................................................... 37

4.3 Empirical Analysis of Currency Substitution in the Czech Republic from the 
Perspective of Demand for Foreign Deposits....................................................40

4.4 Empirical Analysis of Currency Substitution in the Czech Republic from the 
Perspective of Demand for Foreign Assets.......................................................43

4.5 Summary of the Results and their Implications...................................................... 45

5Conclusions....................................................................................................................49

References...........................................................................................................................51

Appendix............................................................................................................................. 55

5


