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Appendix A 

Literature Review 

The literature review has been prepared by considering the studies examining the 

relationship between pass-through and exchange rate, monetary policy, and inflation. One can 

observe that there are no studies directly investigating the relationship between pass-through and 

economic uncertainty and risk. Table A exhibits the seminal works on pass-through effects 

regarding different countries with different methodologies.  

Table A Literature review 

Author Country Period Method Result 

Bailliu and Fujii 

(2004) 

11 Industrialized 

countries 
1977-2001 Dynamic GMM 

PT is valid but it decreases in low 

inflation. 

Choudhri and 

Hakura (2006) 
71 Countries 1979-2000 OLS 

There is a strong and positive 

relationship between PT and low 

inflation. 

Junior (2007) 

Brazil, Mexico, 

South Korea, 

Czechia 

1983:01-

2005:12 
ARDL 

PT is valid but it decreases with 

inflation targeting. 

Kara and Öğünç 

(2008) 
Turkey 

1994:01-

2004:12 
VAR 

Implementing an inflation-targeting 

regime might reduce the exchange 

rate pass-through. 

Chang and 

Tsong (2010) 
Taiwan 

1996:10-

2004:12 
LSDV and GMM 

A change in monetary policy 

increases the pass-through effect 

during several initial periods and 

declines to zero over time. 

Molana and 

Osei-Assibey 

(2010) 

Ghana, 

Mozambique, and 

Tanzania 

1990:01-

2009:12 

ARCH, GARCH, 

VAR, Granger 

causality 

Depreciation makes the exchange 

rate more volatile for all but 

volatility does not cause 

depreciation in Tanzania. 

Lin and Wu 

(2012) 
Taiwan 

1981:01-

2008:12 
TAR 

PT is valid but it increases in 

deflation.  

Petreski (2013) 

24 Economies of 

Central and South-

Eastern Europe and 

the CIS 

1993-2011 OLS 

ERPT in transition economies is 

quite high and exchange rate 

depreciation increases inflation. 

Krol (2014) 10 Industrial and 1990:06- OLS EPU increases exchange rate 



emerging countries 2012:02 volatility. 

Balcilar et al. 

(2015) 
The USA  

1999:01-

2012:03 

Nonparametric 

Causality-in-

Quantiles Test 

EPU differentials have predictive 

ability for both exchange rate 

returns. 

Mujica and 

Saens (2015) 
Chile 

1986:01-

2009:12 
OLS 

PT is valid but it is sensitive to 

inflation. 

Kido (2016) The USA 
2000:01-

2014:12 
GARCH 

There is a correlation between the 

EPU and the exchange rate. 

Kurasawa (2016) The USA and Japan 
1994:01-

2016:04 
DCC-GARCH  

There is a DCC (dynamic 

conditional correlation) between 

policy uncertainty and the exchange 

rate. 

Lopez-

Villavicencio 

and Mignon 

(2016) 

15 Emerging 

countries 
1994-2015 GMM 

Transparency of monetary policy 

decisions reduces ERPT. 

Beckmann and 

Czudaj (2017) 
The USA 

1986:08-

2014:12 

VAR, Granger 

Causality 

There is the impact of economic 

policy uncertainty on exchange rate 

expectations and forecast errors for 

all uncertainties. 

Christou et al. 

(2017) 

Australia, Canada, 

China, Japan, Korea, 

and the USA 

1998:01-

2014:12 
Panel VAR 

Stock market returns have been 

negatively affected by the increased 

policy uncertainty. 

Dilla et al. 

(2017) 

19 Countries (8 high 

income and 11 

middle income) 

Different 

periods for 

each country 

ARDL 
After ITF (inflation targeting 

framework), ERPT decreased. 

Tümtürk (2017) Turkey 
1994:01-

2016:09 
OLS 

PT is valid but it decreases with 

inflation targeting. 

Marodin and 

Portugal (2018) 
Brazil 2000-2015 

Markov regime-

switching  

ERPT is valid if the volatility of 

shocks to inflation is also relatively 

higher. 

Roubaud and 

Arouri (2018) 
USA 

1979:05-

2015:01 
MS-VAR 

There is a relation between the 

variables which change from one 

regime to the next, but they are 

stronger during volatile periods. 

Soon et al. 

(2018) 
6 Asian countries 

1980:01-

2014: 03 

Panel Threshold 

regression 

Inflation targeting is an important 

policy instrument on the PT. 

Yazdani (2018) 

4 Asian countries 

(Japan, South Korea, 

Iran, and Turkey) 

1970-2015 SVAR 

ERPT shocks are more effective in 

the countries which benefit from a 

managed floating exchange rate 

regime and inflation targeting 

policy in the short run. 

Bartsch (2019) 
The USA and the 

UK 
2001-2015 GARCH  

Non-policy market uncertainty 

increases volatility more than EPU 

does. 

Campos (2019) 
Latin American 

countries 

2003:02-

2015:04. 
SVAR PT is valid, especially in Argentina. 

Noria and Bush Mexico 1999-2018 GMM and OLS Greater uncertainty leads to higher 



(2019) exchange rate volatility. 

Liming et al. 

(2019) 
China 

2001:12-

2018:11 

Quantile 

regression 

EPU impacts positively and 

significantly on all quantiles 

volatilities of exchange rates.  

Notes: EPU: Economic policy uncertainty index; ERPT: Exchange rate pass-through; PT: pass-through effect. 

We might summarize the output of Table A as follows: 

• The papers in the literature mainly preferred to follow various time series such as 

multivariate OLS; autoregressive distributed lag (ARDL), VAR, threshold AR (TAR), 

Markov-switching VAR (MSVAR), structural VAR (SVAR), and panel analyses such as 

dynamic panel and/or generalized method of moments (GMM). In general, it is reached 

that the pass-through effect is valid. 

• There exist no study in the literature that directly deals with the relationship between 

economic policy uncertainty, geopolitical risk, and pass-through effect. Some studies have 

focused on the relationship between economic policy uncertainty and exchange rate as are 

given in Krol (2014), Balcilar et al. (2015), Kido (2016), Kurasawa (2016), Beckmann 

and Czudaj (2017), Christou et al. (2017), Bartsch (2019), Noria and Bush (2019) and 

Liming et al. (2019). 

• Some works on the pass-through effect in the literature have focused on the impacts of 

inflation and monetary policy. The works such as Choudhri and Hakura (2004), Junior 

(2007), Kara and Öğünç (2008), Petreski (2013), Mujica and Saens (2015), Dilla et al. 

(2017), Tümtürk (2017), Marodin and Portugal (2018), Soon et al. (2018) and Yazdani 

(2018) examining the relationship between inflation and the pass-through effect have 

resulted in the existence of a positive relationship between the two variables. Also, Chang 

and Tsong (2010) and Lopez-Villavicencio and Mignon (2016) claimed that there appears 

to have an association between monetary policy and pass-through effect. According to the 

works, the direction of the impact may vary depending on the content of the policy 

implemented. 

One may assert throughout literature reviews, however, that there is no study attempting to 

determine the Markov regime-switching model effects considering simultaneously the demand 

side of the economy, the production side of the economy, economic uncertainty, and geopolitical 

risk on pass-through effect. This model allows us to determine the association between 

independent variables and CPI in different regimes. So, this paper searches the association (if 



exist) throughout the computations of the Markov regime-switching models. Therefore, it is 

expected to contribute to the relevant literature by estimating the impact of relevant parameters 

on pass-through within nonlinear models at different states (regimes). 

 

References 

Bailliu, J., Fujii, E. (2004), Exchange rate pass-through and the inflation environment in 

industrialized countries: An empirical investigation. Bank of Canada Working Paper, 21, 

1-41.  

Balcilar, M., Gupta, R., Kyei, C., Wohar, M. (2015), Does economic policy uncertainty predict 

exchange rate returns and volatility? Evidence from a nonparametric causality-in-

quantiles test. University of Pretoria Department of Economics Working Paper Series. 

Bartsch, Z. (2019), Economic policy uncertainty and dollar-pound exchange rate return volatility. 

Journal of International Money and Finance, 98, 1-17. 

https://doi.org/10.1016/j.jimonfin.2019.102067 

Beckmann, J., Czudaj, R. (2017), Exchange rate expectations and economic policy uncertainty. 

European Journal of Political Economy, 47, 148-162. 

https://doi.org/10.1016/j.ejpoleco.2016.06.003 

Chang, J., Tsong, C. (2010), Exchange rate pass-through and monetary policy: A cross-

commodity analysis, Markets Finance and Trade, 46 (6), 106-120. 

https://doi.org/10.2753/REE1540-496X460607 

Choudhri, E. U., Hakura, D.S. (2006), Exchange rate pass-through to domestic prices: Does the 

inflationary environment matter? Journal of International Money and Finance, 25, 614-

639. https://doi.org/10.1016/j.jimonfin.2005.11.009 

Christoua, C., Cunado, J., Gupta, R., Hassapis, C. (2017), Economic policy uncertainty and stock 

market returns in PacificRim countries: Evidence based on a Bayesian panel VAR model, 

Journal of Multinational Financial Management, 40,92-102. 

https://doi.org/10.1016/j.mulfin.2017.03.001 

https://doi.org/10.1016/j.jimonfin.2019.102067
https://doi.org/10.1016/j.ejpoleco.2016.06.003
https://doi.org/10.2753/REE1540-496X460607
https://doi.org/10.1016/j.jimonfin.2005.11.009
https://www.sciencedirect.com/science/journal/1042444X
https://doi.org/10.1016/j.mulfin.2017.03.001


Dilla, S., Achsani, N. A., Anggraeni, L. (2017), Do inflation targeting really reduced exchange 

rate pass-through? International Journal of Economics and Financial Issues, 7(3), 444-

452. 

Junior, R. P. N. (2007), Inflation targeting and exchange rate pass-through, Economia Aplicada, 

11 (2), 189-208. https://doi.org/10.1590/S1413-80502007000200002  

Kara, H., Öğünç, F. (2008),  Exchange rate pass-through in Turkey: It is slow, but is it really 

low? The Central Bank of the Republic of Turkey Research Department Working Paper 

No: 05/10. 

Kido, Y. (2016), On the link between the US economic policy uncertainty and exchange rates, 

Economics Letters, 144, 49–52. https://doi.org/10.1016/j.econlet.2016.04.022 

Krol, R. (2014), Economic policy uncertainty and exchange rate volatility, International Finance, 

17(2), 241–255. https://doi.org/10.1111/infi.12049 

Kurasawa, K. (2016), Policy uncertainty and foreign exchange rates: The DCC-GARCH model 

of the US / Japanese foreign exchange rate, International Journal of Economic Sciences, 

(4), 1-19. 

Liming, C., Ziqing, D., Zhihao, H. (2019), Impact of economic policy uncertainty on exchange 

rate volatility of China, Finance Research Letters, 32, 101266. 

https://doi.org/10.1016/j.frl.2019.08.014 

Lin, P., Wu, C. (2012), Exchange rate pass-through in deflation: The case of Taiwan, 

International Review of Economics and Finance, 22, 101–111. 

https://doi.org/10.1016/j.iref.2011.10.010 

Lopez-Villavicencio, A., Mignon, V. (2016), Exchange rate pass-through in emerging countries: 

Do the inflation environment, monetary policy regime and institutional quality matter? 

CEPII Working Paper. 

Marodin, F. A., Portugal, M. S. (2018), Exchange rate pass-through in Brazil: A Markov 

switching estimation for the inflation targeting period (2000-2015), Banco Central Do 

Brasil Working Papers 473. 

https://doi.org/10.1590/S1413-80502007000200002
https://doi.org/10.1016/j.econlet.2016.04.022
https://doi.org/10.1111/infi.12049
https://doi.org/10.1016/j.frl.2019.08.014
https://doi.org/10.1016/j.iref.2011.10.010


Molana, H., Osei-Assibey, K. (2010), Inflation uncertainty, exchange rate depreciation, and 

volatility: Evidence from Ghana, Mozambique, and Tanzania, Dundee Discussion Papers 

in Economics No 246, University of Dundee. 

Mujica, P., Saens, R. (2015),  Exchange rate pass-through and inflation targets in Chile, Cepal 

Review, 117, 137-146. https://doi.org/10.18356/f89148d5-en 

Noria, G. L., Bush, G. (2019), Uncertainty and exchange rate volatility: The case of Mexico, 

Banco de México Working Papers N° 2019-12. 

Petreski, M. (2013), Exchange rate pass-through under inflation targeting in transition economies, 

Intereconomics: Review of European Economic Policy, 3, 187-190. 

https://doi.org/10.1007/s10272-013-0461-z 

Roubaud, D., Arouri, M. (2018), Oil prices, exchange rates, and stock markets under uncertainty 

and regime-switching, Finance Research Letters, 27, 28–33. 

https://doi.org/10.1016/j.frl.2018.02.032 

Soon, S. V., Baharumshah, A. Z., Wohar, M. E. (2018), Exchange rate pass-through in the Asian 

countries: Does inflation volatility matter?, Applied Economics Letters, 25 (5), 309-312. 

https://doi.org/10.1080/13504851.2017.1319553 

Tümtürk, O. (2017), Türkiye’de döviz kurlarının yurtiçi fiyatlara geçiş etkisi ve enflasyon 

hedeflemesi, Yönetim ve Ekonomi, 24 (3), 837-855. 

Yazdani, M. (2018), Monetary policies, exchange rate pass-through and prices in Asian 

economies: A long and short-run analysis, Iranian Economic Review, 22 (4), 1034–1064. 

https://doi.org/10.22059/IER.2018.67854 

https://www.researchgate.net/deref/http%3A%2F%2Fdx.doi.org%2F10.18356%2Ff89148d5-en
https://ideas.repec.org/s/spr/intere.html
https://doi.org/10.1016/j.frl.2018.02.032
https://doi.org/10.1080/13504851.2017.1319553
https://dx.doi.org/10.22059/ier.2018.67854

