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Abstract

This paper examines the transmission of external monetary disturbances in a highly dol-
larized small open economy, using the Democratic Republic of Congo (DRC) as a represen-
tative case. We develop a tractable open-economy model featuring partial dollarization,
incomplete price adjustment, and an endogenous risk premium linked to interest rate dif-
ferentials. The framework captures the key mechanisms through which foreign financial
conditions interact with domestic monetary dynamics.

Model simulations indicate that a U.S. interest rate tightening generates an imme-
diate and significant depreciation of the domestic currency, accompanied by rising risk
premia and inflationary pressures. Money supply shocks produce amplified exchange rate
and price level responses due to weakened real money demand under dollarization, while
risk premium shocks generate additional volatility through expectation-driven dynamics.
Across all shock types, domestic monetary policy exhibits limited capacity to counteract
external disturbances.

The results show that dollarization changes how monetary shocks spread by reducing
policy independence and increasing the impact of global financial conditions. The analysis
provides a quantitative foundation for understanding macroeconomic swings in dollarized
economies and indicates that stabilization requires additional tools beyond traditional
interest-rate policies.
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1 Introduction

In an era of deep financial integration, the transmission of monetary policy shocks across bor-
ders poses a significant challenge for small open economies. Global financial cycles, primarily
driven by U.S. monetary policy, influence capital flows, exchange rates, and domestic financial
conditions (Rey, 2015; Obstfeld and Taylor, 2005). In developing countries with fragile insti-
tutions and limited policy credibility, these spillovers often lead to heightened macroeconomic
volatility and constrained policy autonomy. The challenge is particularly acute in highly dol-
larized economies, where the domestic currency coexists with–and is often dominated by–the
U.S. dollar in transactions, savings, and asset pricing (Calvo and Reinhart, 2002; Levy Yeyati,
2006).

In such contexts, conventional monetary policy instruments lose effectiveness. Exchange
rates become tightly linked to foreign monetary decisions, while domestic money supply may
adjust endogenously to external shocks. Dollarization thus transforms monetary policy from an
active stabilization tool into a reactive mechanism constrained by global conditions (Reinhart
and Rogoff, 2014; Edwards and Magendzo, 2001).

The Democratic Republic of Congo (DRC) provides a striking example. With dollarization
exceeding 85% of broad money in some periods (Kovanen, 2011), and an economy heavily reliant
on copper and cobalt exports, U.S. monetary tightening, dollar appreciation, and commodity
price fluctuations interact to shape domestic macroeconomic outcomes. Between 2023 and
2024, the Congolese franc depreciated, with the USD/CDF exchange rate rising from roughly
2,300 to over 2,800 amid Federal Reserve rate hikes, rising global risk aversion, and declining
copper prices. Despite interventions by the Central Bank of Congo (Banque Centrale du Congo,
BCC), the domestic currency continued to weaken, illustrating the limits of monetary policy
autonomy in a highly dollarized environment.

Preliminary empirical patterns underscore the relevance of these dynamics. The USD/CDF
exchange rate is strongly positively correlated with the U.S. policy rate and domestic money
supply (M2), reflecting both external capital flow pressures and domestic liquidity effects. It is
also positively correlated with copper prices, highlighting the role of export revenues in deter-
mining the exchange rate. Additionally, domestic and U.S. policy rates move closely together,
while M2 and foreign reserves exhibit a high correlation, suggesting a tight interconnection
between domestic liquidity and external balance. These patterns motivate the research ques-
tion: How do external monetary shocks, dollarization, and commodity prices jointly influence
exchange rate dynamics in the DRC?

This paper contributes to this debate by developing a dynamic open-economy monetary
model that incorporates dollarization as a structural feature affecting money demand and policy
transmission. The model extends the classical monetary approach to exchange rate determina-
tion by introducing a dollarization parameter that modifies the equilibrium relationships among
money supply, interest rates, and exchange rates. Empirically, we analyze the interactions be-
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tween key macro-financial variables to disentangle the effects of U.S. interest rates, commodity
prices, and domestic liquidity, providing new evidence on the magnitude and persistence of
these channels.

Our results show that U.S. monetary tightening exerts a pronounced and persistent depre-
ciating effect on the Congolese franc, primarily through declines in domestic money demand
and commodity prices. These findings highlight the limited effectiveness of conventional mon-
etary policy in highly dollarized economies and underscore the importance of complementary
macroprudential, fiscal, and reserve accumulation strategies to mitigate external vulnerabilities.

Table 1: Pairwise correlations between key variables

Variable Pair Correlation
USD/CDF Exchange Rate–U.S. Policy Rate 0.79
USD/CDF Exchange Rate–M2 0.95
USD/CDF Exchange Rate–Copper Price 0.77
U.S. Policy Rate–Domestic Policy Rate 0.82
M2–Foreign Reserves 0.95

The remainder of this paper is organized as follows. Section 2 reviews the relevant the-
oretical and empirical literature. Section 3 presents the theoretical model of exchange rate
determination under dollarization. Section 4 discusses the results and policy implications, and
Section 5 concludes.

2 Literature Review

The theoretical foundation of this paper is based on the classical monetary approach to exchange
rate determination, pioneered by Frenkel (1976) and Mussa (1976), which emphasizes the roles
of relative money supplies and money demands. Dornbusch (1976) expanded this framework
by introducing price stickiness, leading to the well-known overshooting of exchange rates in
response to monetary shocks. Later contributions added risk premia (Fama, 1984), central
bank interventions (Edison, 1993), and learning processes in expectation formation (Evans
and Lyons, 2002). Collectively, these studies demonstrate that exchange rate dynamics are
influenced not only by money fundamentals but also by market expectations, policy measures,
and the risk environment.

A key feature impacting monetary transmission in many emerging economies is dollarization.
Since the Latin American debt crisis of the 1980s, extensive research has shown how reliance
on foreign currency, whether partial or complete, can limit domestic monetary policy (Calvo
and Végh, 1992; Ize and Levy Yeyati, 2003). Dollarization reduces the effectiveness of standard
policy tools by changing money demand and increasing the sensitivity of domestic financial
conditions to external shocks. Levy Yeyati (2006) see dollarization as a rational response to
macroeconomic instability and weak institutions, while Calvo and Reinhart (2002) highlight the
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fiscal and inflationary impacts of falling domestic money demand. Empirical evidence confirms
that dollarization often remains even after stabilization measures, as seen in Latin America
and sub-Saharan Africa (Levy Yeyati, 2006; De Nicoló and Honohan, 2010). In the Democratic
Republic of the Congo (DRC), Kovanen (2011) reports dollarization ratios exceeding 80% in
the early 2000s, reflecting decades of hyperinflation, political instability, and the central bank’s
limited credibility.

The interaction between domestic monetary constraints and global financial spillovers fur-
ther complicates policy implementation in small open economies. Rey (2015) argues that U.S.
monetary policy drives a global financial cycle that limits the autonomy of national monetary
authorities, challenging the traditional "trilemma" framework of Obstfeld and Taylor (2005).
Empirical evidence shows that U.S. monetary tightening can trigger capital outflows, currency
depreciation, and financial stress in emerging markets (Bruno and Shin, 2015). At the same
time, dollar appreciation tightens global financial conditions by reducing the dollar value of
non-U.S. borrowers’ collateral (Avdjiev et al., 2019). These effects are particularly pronounced
in commodity-exporting economies (Cashin and McDermott, 2004), where external shocks in-
teract with domestic financial structures. In dollarized economies, Edwards and Magendzo
(2001) demonstrate that full dollarization effectively eliminates monetary policy autonomy,
whereas partial dollarization provides limited, conditional policy space. Consistent with this,
Reinhart and Rogoff (2014) document widespread "fear of floating" in emerging markets, where
central banks intervene heavily to stabilize exchange rates despite formally flexible exchange
rate regimes.

Commodity prices constitute an additional external channel influencing exchange rate dy-
namics in resource-dependent economies. Studies by Chen and Rogoff (2004) and Cashin and
McDermott (2004) show that fluctuations in commodity prices can strongly affect the value
of commodity-linked currencies. In the DRC, where copper exports account for approximately
80% of total exports, global copper price movements interact with foreign monetary policy to
shape domestic exchange rates, highlighting the economy’s vulnerability to external shocks.

Finally, the role of risk premia has increasingly been recognized as critical for understanding
exchange rate behavior. Dahlquist and Pénasse (2022) emphasize the importance of the "missing
risk premium," a latent component of currency risk that often drives exchange rate movements
beyond observable interest rate differentials. Their findings suggest that incorporating these
latent risk factors is essential for accurately modeling exchange rate dynamics, particularly in
highly dollarized and emerging economies where financial markets are prone to sudden shifts
in investor sentiment.

In summary, the literature highlights that domestic monetary constraints, global financial
spillovers, commodity price fluctuations, and risk premiums influence exchange rate behavior
in small, dollarized, and commodity-dependent economies. These findings support developing
a theoretical model based on the DRC’s unique structural features, enabling a comprehensive
analysis of the U.S. monetary transmission amid high dollarization and external vulnerabilities.
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3 Model

We develop a dynamic monetary framework for a small open economy with high dollarization
and significant exposure to external financial conditions. Time is discrete, and the model
embeds five central elements: (i) partial dollarization affecting money demand; (ii) nominal
rigidities through gradual price adjustment; (iii) a modified uncovered interest parity (UIP)
condition featuring a time-varying risk premium; (iv) endogenous monetary policy responses
to foreign interest rates; and (v) persistent AR(1) disturbances to all key variables.

This setup extends the standard small-open-economy monetary model in two important di-
rections. First, explicit currency substitution allows real money balances to depend on both
domestic financial conditions and dollarization dynamics, a crucial feature in economies with
widespread use of foreign currency. Second, the inclusion of a time-varying risk premium ωt

provides a tractable mechanism for persistent deviations from UIP, consistent with forward-
premium evidence (Fama, 1984; Froot and Thaler, 1990). AR(1) disturbances ensure empir-
ically plausible persistence in exogenous shocks and enhance the model’s ability to replicate
observed exchange rate and inflation dynamics.

3.1 Core structural equations

Real money demand is given by:

mt − pt = ϕ yt − λ it − δ θt + εm
t , (1)

where mt denotes nominal money balances, pt the price level, and εm
t a money demand shock.

The dollarization index θt enters negatively, reflecting substitution toward foreign currency for
transactions and savings as dollarization increases. The coefficient δ captures the sensitivity of
real money holdings to currency substitution, consistent with prior work on dollarized economies
(Calvo and Végh, 1992; Ize and Levy Yeyati, 2003).

Dollarization evolves as a stationary AR(1) process:

θt+1 = (1 − ρθ) θ̄ + ρθ θt + εθ
t , (2)

with ρθ ∈ (0, 1) capturing persistence, θ̄ the long-run equilibrium level, and εθ
t = σθu

θ
t , where

uθ
t ∼ N (0, 1).

The exchange rate follows a modified UIP condition with a time-varying risk premium:

et+1 = et + (it − i∗
t ) + ωt + εe

t + εi
t, (3)
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which implies the expected depreciation rate:

Et[et+1 − et] = it − i∗
t + ωt.

The premium ωt compensates investors for bearing exchange rate risk, thereby introducing
persistent, state-dependent deviations from UIP.

Prices adjust gradually according to a Phillips curve:

pt+1 = pt + γ (mt − pt − ϕ yt + δ θt) + εp
t , (4)

where γ governs price stickiness, (mt − pt) represents real money balances, ϕyt denotes demand
pressures, δθt captures cost-push effects of dollarization, and εp

t is a cost shock.

The risk premium evolves as:

ωt = ρ ωt−1 + κ (it − i∗
t ) + η εF X

t , (5)

where ρ measures persistence, κ governs the response to interest differentials, and ηεF X
t captures

foreign exchange market disruptions.

Money supply adjusts endogenously according to:

mt+1 = (1 − α) mt + α(ϕ yt + λ it + δ θt) + εm
t + εi

t, (6)

where α controls the speed of monetary adjustment, and εm
t , εi

t denote monetary and interest-
rate shocks, respectively.

For analytical convenience, define the state vector Xt = [ et, pt, mt, ωt ]′, the control vector
Ut = [ yt, i∗

t , θt ]′, and the combined shock vector εt = [ εe
t + εi∗

t , εp
t , εm

t + εi∗
t , η εF X

t ]′. The
system can be represented in state-space form:

Xt+1 = AXt + BUt + εt, (7)

with transition matrices:

A =


1 1

λ
− 1

λ
1

0 1 − γ γ 0
0 0 1 − α 0
0 0 κ

λ
ρ

 , B =



ϕ
λ

−1 − δ
λ

−γϕ 0 γ δ

αϕ αλ αδ
κϕ
λ

−κ −κδ
λ

 ,

where matrix A captures the endogenous dynamics of the state variables, including interactions
between money, prices, the exchange rate, and the risk premium. In contrast, B represents how
the control variables, such as output yt, foreign interest rate i∗

t , and dollarization θt, influence
the state evolution. The vector εt represents the combined shocks affecting the system in each
period.
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Finally, each structural shock follows an AR(1) process:

εx
t = ρx εx

t−1 + σx ux
t , ux

t ∼ N (0, 1),

for x ∈ {m, p, e, FX, i∗}, with persistence ρx ∈ [0, 1) and volatility σx > 0. These disturbances
account for innovations to money demand, price setting, exchange rate movements, foreign
exchange pressures, and external interest rates, respectively.

3.2 Calibration

The calibration of the model parameters is based on a combination of values drawn from
macro-financial literature and qualitative considerations regarding the dynamics of key vari-
ables. Structural parameters such as ϕ, λ, δ, γ, α, ρω, κ, and η were chosen to reflect the
realistic behavior of domestic and foreign interest rates, money supply, risk premia, and prices.

The AR(1) shock parameters (m, ω, i∗) include both a persistence coefficient and a stan-
dard deviation, allowing the model to capture the stochastic dynamics of exogenous variables.
Finally, the values of the constant exogenous variables y, θ, and i∗

base were fixed to stabilize the
model and serve as a reference for the simulations. Table 2 summarizes all the parameters used
in the simulations.

3.3 Steady-state and comparative statics

In the deterministic steady state, all shocks are set to zero, and variables are constant over time.
The equilibrium is characterized by the nominal money stock m∗ = ϕy + λi∗ + δ θ, the price
level p∗ = λi∗ + 2δ θ, the domestic interest rate i = i∗, and a zero risk premium ω∗ = 0. The
steady-state nominal exchange rate is indeterminate in a fully dollarized system, as there is no
domestic nominal anchor. This reflects the fundamental problem of monetary indeterminacy
under complete dollarization.1. In this environment, domestic interest rates align with the
world rate, and the risk premium disappears, reflecting full financial integration and the loss
of monetary policy autonomy. Maintaining stable real balances would require expanding the
nominal money supply by more than the proportionate increase from dollarization, potentially
fueling inflation and undermining the central bank’s credibility.

The comparative statics with respect to dollarization θ are summarized as

∂m∗

∂θ
= δ,

∂p∗

∂θ
= 2δ,

∂(m∗ − p∗)
∂θ

= −δ,

Indicating that higher dollarization increases nominal money and the price level, but reduces
real money balances. While nominal money partially accommodates higher foreign currency

1This arises because the dollarized economy lacks a domestic currency anchor, creating a unit root. Possible
resolutions include: (i) fixing e∗ = ē; (ii) targeting a price level p∗ = p̄ so that e∗ = p̄/P ∗

foreign; or (iii) introducing
a small domestic currency demand to make the system locally determinate.
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use, the stronger price response lowers real liquidity, highlighting the trade-off between accom-
modating dollarization and preserving domestic monetary effectiveness.

4 Results

This section reports the model’s impulse response functions (IRFs) to three persistent AR(1)
shocks: domestic money supply shocks (εm), risk premium shocks (εω), and foreign interest
rate shocks (εi∗). We focus on six key endogenous variables–exchange rate, price level, nom-
inal money stock, domestic interest rate, foreign interest rate, and risk premium–analyzed in
dedicated subsections. These IRFs illustrate the dynamic transmission of monetary policy in
a highly dollarized economy and provide a quantitative assessment of the channels highlighted
in the model.

4.1 Exchange rate dynamics

Figure 1 illustrates the dynamic response of the nominal exchange rate (USD/CDF) to the
three structural shocks. The results reveal apparent asymmetries in transmission mechanisms,
consistent with the modified uncovered interest parity condition that governs external monetary
spillovers.

1 2 3 4 5 6 7 8 9 10 11 12
Period

4

2

0

2

4

Le
ve

l

Response of Exchange Rate e to Different AR(1) Shocks
Shock on m
Shock on prime
Shock on i_star
Shock on theta

Figure 1: Response of Exchange Rate e to Different AR(1) Shocks

A positive money supply shock generates a pronounced and persistent exchange rate depreci-
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ation, with the USD/CDF rate increasing sharply on impact and remaining elevated throughout
the simulation horizon. This finding aligns with the monetary approach to exchange rate deter-
mination (Frenkel, 1976; Mussa, 1976), which holds that expansionary monetary policy erodes
domestic currency purchasing power. In highly dollarized economies, the effect is further am-
plified by the dollarization parameter, which reduces real money demand and accelerates the
pass-through from nominal monetary expansion to exchange rate depreciation.

The response to a positive risk premium shock displays an initial appreciation followed by
a gradual depreciation that converges back toward equilibrium. This non-monotonic pattern
reflects the dual nature of risk-premium dynamics: higher risk premia may require higher do-
mestic returns to compensate investors, thereby temporarily attracting yield-seeking capital
inflows and supporting the domestic currency. As the shock dissipates and the endogenous ad-
justment of the money supply unfolds, the exchange rate begins to depreciate again, ultimately
returning to its long-run path.
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Period

0.5

0.4

0.3

0.2

0.1

0.0

0.1

0.2

Le
ve

l

Response of Price Level p to Different AR(1) Shocks
Shock on m
Shock on prime
Shock on i_star
Shock on theta

(a) Price Level p
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(b) Money Supply m
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(c) Domestic Interest Rate i
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Figure 2: Impulse Response Functions to AR(1) Shocks: Price Level, Money Supply, Domestic
Interest, and Risk Premium

A positive foreign interest rate shock–representing a tightening of U.S. monetary policy–
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produces an immediate and substantial depreciation of the domestic currency. This effect
persists over the forecast horizon and reflects well-documented empirical linkages between U.S.
policy rates and exchange rate movements in emerging and dollarized economies. Transmission
channels include capital outflows, a reduction in domestic money demand due to dollarization,
and limited capacity for domestic monetary authorities to offset the shock (Rey, 2015).

4.2 Price level, money supply, domestic interest, and risk premium
responses

The combined responses of price level, money supply, domestic interest rate, and risk premium
are displayed in Figure 2. Price-level responses indicate a moderate initial price decline (due
to the mechanism) followed by sustained inflation as the monetary expansion feeds through
to prices via the exchange rate depreciation channel. In contrast, risk premium shocks gener-
ate initial appreciation followed by delayed inflation, and foreign interest rate shocks produce
pronounced and persistent inflation. These dynamics reflect the interaction of exchange rate
movements, slow price adjustment (γ), and balance-sheet effects in a dollarized economy.

Money supply dynamics reveal a substantial immediate increase to domestic shocks and
moderate adjustments to risk premium shocks, with negligible response to foreign rate shocks,
highlighting the limited domestic policy autonomy in highly dollarized economies.

Domestic interest rates show modest negative responses to money supply shocks and sub-
stantial positive responses to risk premium shocks, while remaining unresponsive primarily to
foreign interest rate shocks. This pattern supports the "fear of floating" hypothesis (Calvo
and Reinhart, 2002), which posits that domestic authorities partially accommodate external
pressures to stabilize the currency.

Risk premia amplify these dynamics: shocks to ωt have the most significant immediate
impact on the risk premium and, indirectly, affect both the exchange rate and inflation through
capital flow and money demand channels.

4.3 Discussion

Figures 1 and 2 together illustrate the interplay between domestic monetary conditions, ex-
ternal shocks, and structural features such as dollarization. The analysis shows that in highly
dollarized economies like the DRC, domestic monetary policy has limited capacity to offset
external shocks. At the same time, risk premia and foreign interest rates play a dominant role
in shaping exchange rate and inflation dynamics. These results underscore the need for com-
plementary policy measures–such as macroprudential interventions, reserve accumulation, and
fiscal discipline–to mitigate the adverse effects of global financial cycles on domestic macroeco-
nomic stability.
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4.4 Broader implications

The aggregated evidence from the simulated variables (Figures 1 and 2) illustrates several criti-
cal macro-financial mechanisms that shape monetary transmission in the Democratic Republic
of the Congo (DRC). The results indicate that external monetary shocks–particularly innova-
tions in foreign interest rates–primarily influence domestic dynamics by inducing immediate
depreciation of the exchange rate (Figure 1), sustained increases in domestic prices, money
supply adjustments, domestic interest rate responses, and escalations in the risk premium (Fig-
ure 2). These shocks highlight the central bank’s limited capacity to stabilize macroeconomic
conditions in a highly dollarized environment.

The model also shows that domestic monetary shocks exert relatively limited transmission
effects, suggesting that conventional policy instruments have minimal impact on exchange rates
or inflation. At the same time, the endogenous response of the risk premium amplifies systemic
volatility, emphasizing the importance of central bank credibility and reserve accumulation
to enhance macroeconomic resilience. Commodity-price interactions–particularly relevant for
copper-exporting economies such as the DRC–add further complexity, potentially diminishing
or enhancing the effectiveness of monetary interventions.

Overall, these findings imply that stabilizing a highly dollarized economy relies less on ac-
tive monetary policy and more on strengthening institutional credibility, accumulating adequate
foreign exchange reserves, reinforcing macroprudential frameworks, and ensuring effective co-
ordination between fiscal and monetary authorities.

5 Conclusion

This paper examines how U.S. monetary policy shocks influence the exchange rate in a highly
dollarized, commodity-dependent economy, using the Democratic Republic of Congo (DRC) as
an example. By developing an expanded open-economy monetary model that incorporates par-
tial dollarization, endogenous risk premia, and incomplete price adjustment, the study provides
new insights into how external financial conditions impact domestic macroeconomic outcomes.

The theoretical framework highlights that dollarization fundamentally alters the monetary
transmission mechanism. When a large share of money demand is denominated in foreign cur-
rency, domestic liquidity conditions are susceptible to shifts in foreign interest rates. Meanwhile,
the nominal exchange rate adjusts via an endogenous, persistent risk premium. Consequently,
domestic monetary policy becomes less effective: interest rate changes have a negligible effect
on domestic liquidity and cannot fully offset external shocks. The interaction of dollarization,
risk premia, and sluggish price adjustments magnifies exchange rate volatility and increases the
economy’s vulnerability to global financial cycles.

The simulation results confirm that U.S. monetary policy is the primary driver of exchange
rate fluctuations in the DRC. An increase in the federal funds rate consistently causes the local
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currency to depreciate, driven by interest rate differentials and by global financial conditions’
influence on the endogenous risk premium. Commodity prices–particularly copper–intensify
the transmission of external shocks, as declining export revenues weaken the domestic currency
and worsen external imbalances. The high responsiveness of the exchange rate to movements
in broad money (M2) underscores the fragility of dollarization: increases in domestic liquidity
quickly put pressure on the exchange rate when confidence in the local currency is low.

Overall, the findings suggest that, in a dollarized economy such as the DRC, exchange
rate movements are primarily driven by external financial conditions rather than by domes-
tic policy measures. This severely limits the effectiveness of traditional monetary policy tools.
Consequently, building macroeconomic resilience requires a comprehensive policy approach: in-
creasing international reserve buffers, strengthening fiscal discipline, establishing credibility in
monetary policy, and implementing macroprudential tools to manage vulnerability to foreign
shocks. In the long term, lowering dependence on the U.S. dollar–by deepening domestic finan-
cial markets, promoting local-currency instruments, and reinforcing institutional credibility–is
essential to gradually regain monetary independence and reduce exposure to global financial
instability.
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Appendix: Model parameters for the DRC

Table 2: Model parameters, definitions, and sources for the DRC

Parameter Definition Value Source / Justification
ϕ Effect of output yt on real money de-

mand
1.0 IMF WP 2024: link

λ Effect of domestic interest rate it on
money demand

0.3 Smets & Wouters 2007: link

δ Sensitivity of money demand to dollar-
ization θt

0.1 Calvo 1992; Ize 2003

γ Price adjustment speed in Phillips
curve

0.5 Price stickiness in emerging markets

α Speed of adjustment of nominal money
supply

0.7 Smets & Wouters 2007

ρω Persistence of risk premium ωt 0.8 IMF WP 2024
κ Sensitivity of risk premium to interest

differential
0.4 Empirical DRC estimates

η Impact of FX shocks on risk premium 0.4 IMF WP 2024
θ Dollarization rate (USD share in the

economy)
0.65–0.70 Banking dollarization: deposits 89–92%, loans

97% (BCC 2024, IMF 2025); Plausible range
for modeling: financial 90%, real 65–70%

y Normalized output level 1.0 Normalized for simulation
i∗
base Base foreign interest rate (US) 0.05 Average US interest rate 2020–2024

ρm Persistence of money demand shocks 0.8 Smets & Wouters 2007
σm Volatility of money demand shocks 0.03 Empirical estimates
ρp Persistence of price shocks 0.8 Inflation volatility in DRC
σp Volatility of price shocks 0.05 Inflation data
ρe Persistence of exchange rate shocks 0.7 FX market data
σe Volatility of exchange rate shocks 0.01 FX data
ρF X Persistence of FX market shocks 0.7 External shocks
σF X Volatility of FX shocks 0.02 Historical FX data
ρi∗ Persistence of foreign interest rate

shocks
0.7 US interest rate data

σi∗ Volatility of foreign interest rate
shocks

0.01 US interest rate data

Notes: Each variable is subject to AR(1) shocks. Real money demand, prices, the exchange rate,
the risk premium, and the money supply adjust gradually. θ represents the dollarization rate
(USD share). Banking dollarization is 90% (deposits and loans), while real-economy dollarization
is 65–70% (including the informal economy and currency outside banks). This range is used for
macroeconomic modeling DSGE (Dynamic Stochastic General Equilibrium) or QPM (Quarterly
Projection Model) in the DRC.
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