Review of Monetary and Financial Studies, Vol.47, March 2024

THE EFFECTS OF MONETARY POLICY ON EXCHANGE RATES
IN THE POST-PANDEMIC PERIOD

By SHIN-ICHI FUKUDA

(SUMMARY)

Focusing on the special role of U.S. monetary policy, this paper investigates why the
U.S. dollar appreciated sharply from February 2021 to October 2010. The U.S. dollar
appreciation was in marked contrast with standard economic theories such as the
interest rate parity and purchasing power parity. We explore what caused the
misalignment of exchange rates, focusing on the role of the U.S. dollar as a global
currency. We find that while U.S. long-term interest rates had a significant impact on the
exchange rates of countries in the face of rising inflation, the monetary policies of each
country were ineffective in reversing the appreciation of the U.S. dollar. We point out
that this peculiar phenomenon was caused by the emergence of a shortage of U.S.
dollars in international financial markets due to unexpected tightening of U.S. monetary
policy in the face of heightened global uncertainty. However, this paper also
demonstrates that the Japanese yen has been an exception among major currencies. The
main reason for the unique behavior of the Japanese yen after the pandemic was the
limited increase in wages and prices in Japan, even as prices soared worldwide. As a
result, even after other countries raised their interest rates, Japan continued to maintain a
negative interest rate policy and yield curve control, which kept long-term interest rates
around zero and made the Japanese yen weak.

(The University of Tokyo)

©Japan Society of Monetary Economics 2024



