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Abstract

Until now, the argument that "an increase in the overall exchange rate tends to directly
or indirectly lead to an increase in the overall inflation rate" is still widely accepted. Over
the past decades, however, studies have shown that there is not enough evidence to support
this argument. In other words, exchange rate has almost no effect on the inflation rate. A
possible reason for this may be due to the varying results. Therefore, this study applies the
quantile regression approach to examine the relationship between the exchange rate and the
inflation rate. This is a newly developed approach using the analytical data for OECD
countries to investigate whether the relationship between the exchange rate and the
inflation rate will show a new perspective depending on various components and different
periods of time.

Two findings of this study are as follows. First, the pass-through coefficient is
estimated by two approach are smaller in short-term exchange rate pass-through inflation
rate than in long-term. This shows that whether the exchange rate rises or falls during the
short-term, it will never be able to promptly and adequately respond to the inflation rate,

unless it goes through a longer period of accumulation, then the extent of exchange rate



passed on to the rate of inflation may be easily judged. Second, whether short-term or
long-term, when the country is facing a positive shocks (such as boom), most of the
countries in the exchange rate depreciation (appreciation) will lead to rising prices and
inflation (down), then the central bank may adopt exchange rate appreciation or tight
monetary policy to curb domestic prices ; Similarly, when the country is facing a negative
shocks (such as recession), the results show most countries exchange rate depreciation
(appreciation) will lead to rising inflation (down). Hence, our empirical results support that
Japanese Prime Minister Shinzo Abe taken by monetary easing policy, using the

depreciation of yen to increase inflation for the economic recovery.
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