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Analysis on China’s Currency Substitution:
Based on the Method of Behavioral Economics
HE Jing-tongl  NAYi1l,

(1.Nankai Institute of Economics, Nankai University, 300071)

Abstract: This paper studies the currency substitution based on the main method of behavioral economics.
In our model, we conclude that the loss aversion is the key factor that determines the existence of currency
substitution. We argue that, high currency substitution could take place in China in future years. Decreasing
the degree of loss aversion is the only way to prevent the arising of high currency substitution.

Key words: Currency Substitution; Behavioral Economics; Loss Aversion
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