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Abstract

Most of the emerging market economy in 90s faced to grave crisis. After these crises, the monetary policies of emerging market
economies gave up to use exchange rates as an anchor. For such markets inflation targeting became a new policy. Exchange
rates’ overshooting effects in the markets and consequential troubles are important causes of these political changes. The study
aims at comparatively measuring the pass through impacts of exchange rates to the prices in Asia Pacific, Latin (South) America,
and Turkey economies, which implement inflation targeting regime, but have the variable traits in dollarization and inflation
experiences For calculating of pass-through effects from exchange rates to domestic prices, the model that is used in the study
has five variable factors. Analysis of model is base of VAR approach. Due to cross section series are used in addition to time
series, Panel VAR model has been used. Upon obtained findings, it can be said that pass-through effect in Asia Pacific economies
is lower t?an pass-through effect in Latin America and Turkey. This result also complies with the examined pass-through effect
literature.
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1. Introduction

There are two basic forms that are remarkable when crisis in Mexico (1994), South East Asia (1997), Russia
(1998), Brazil (1999), Turkey (2000-2001), and Argentina (2001) are discussed. The first characteristic form is that
exchange rate systems prior to crises are the mixed systems (Malaysia, Thailand) in form of crawling peg exchange
rate system (Brazil, Indonesia, Mexico, Russia, and Turkey) or crawling band exchange rate system (Malaysia and
Thailand). The second characteristic form is that all of these economies have poor control of financial libertiesy.

One of the biggest problems was the dollarization fact for these countries, especially Latin American economies
and Turkey that, implemented mixed exchange rate system pursuant to aforesaid crises after. The inflation that could
not be adjusted in defiance of nominal anchor reduced both the power of central bank and currency value in those
countries. Overshooting effects of exchange rates due to financial crises caused economical and financial turmoil.
Many of the emerging economies due to the problems such as financial credit facility, domestic-foreign borrowing
and foreign trade deficit after this effect, gave up on exchange rate nominal anchoring and changed their policy to
inflation targeting (Devereux, et al., 2006; Reinhart, 2006).

Two basic factors have the impacts on the policies that are carried out by these emerging market economies. The
first factor is that foreign funds, which are used as the financing of economic growth, cause unbalance on assets and
equities depending on possible fluctuations in domestic free interest rates. The “original sin” and “sudden stop”
problems that are mentioned in Eichengreen & Hausmann (2003), Calvo and Reinhart (2002), and Calvo (1999)
cause aforesaid balance sheet vulnerabilities. The second factor is the sensitivity of the prices to the changes in
exchange rates. In the studies of Calvo & Reinhart (2002), Choudhri & Hakura (2003), prices’ upward trend in
emerging markets are higher than industrialized economies’ markets after the exchange rate-oriented shocks. These
findings show that pass-through effects from the exchange rate to the prices in the emerging markets is higher than
developed markets.

On the other side, the existence of dollarization lead to strong pass-through effects, then, raises the vulnerabilities
in economy and also prevents the price stabilizations. In the event of being financial systems not deep and having
got importees high share in total consumption basket, transmission mechanism is indirectly and negatively affected
by pass-through effect (Bhattacharya et al., 2011; Kandil & Morsy, 2009). When it is accepted that a strong and
positive correlation is available between dollarization-pass-through effect and dollarization-inflation§, the success in
inflation may cause to decline in dollarization and accordingly in pass-through effect (Taylor, 2000).

In this study, a comparison is carried out between the countries that have different experience about dollarization
and inflation, represent the emerging market economies. In this way, this study aims at contributing the literature
that analyzes the pass-through effect. Related literature is analyzed in the first part of study. Obtained findings are
examined in third part while the applied model and data set are specified in the second part. The relation of the study
with the literature is specified in the conclusion part where the results of analysis are evaluated.

2. Background

The examination of pass-through effect with regards to developing and developed countries economies has been
carried out for especially nineties. McCarthy (2000) “whether a relation exists between inflation falling and changes
in exchange rate” can be considered as a beginning of such researches in this scope.

* Frankel (1999), Fischer (2001), Calvo & Reinhart (2002), Hausmann and et al. (2002), Calvo et al. (2003), and resultant literature is the basic
promoter of this point of view.
¥ Goldfajn and Werlang (2000), Hausmann et al. (2000), Cabellero et al. (2004), Muinhos (2004) and following literature.
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