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The Analysis on the Proper Degree of Currency Substitution

HE Gang

(Headquarters of Agricultural Development Bunk of China s Beijing 100045,China)

Abstract: Currency substitution 1s caused by the objective economic demand of people
in the home country. reflecting the economic benefit of the principal party at microeconomic
level. But a too higher degree of monetary substitution will have adverse impact on a nation’
s economy. and weaken the government’s ability of macroeconomic regulation. therefore
there must be the hest degree of monetary substitution called the proper degree of currency
substitution, which can not only meet people’s rational demand of foreign currency. but also
ensure the governments ability of controlling the economy. This paper puts forward the con
cept of the proper degree of currencv substitution for the first time. makes a preliminary a
nalysis on how this degree is decided by different factors. and finally discusses the phenome
non of currency substitution in China.

Key words: currency substitution: the analvsis on the proper degree: macroeconomic
regulation
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