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Abstract

By applying the newly developed nonlinear stationary test advanced by Kapetanios et al. [Journal of

Econometrics 112 (2003) 359] in examining the stationary property of 11 Asian real exchange rates, this paper

rejects unit root in 8 US dollar-based and 6 Japanese yen-based rates, whereas the augmented Dickey–Fuller

(ADF) test has led to no rejection at all.
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1. Introduction

The stationarity of real exchange rate has been the major concern of exchange rate studies as it has

few major implications in the international finance. A nonstationary real exchange rate indicates that

there is no long run relationship between nominal exchange rate, domestic and foreign prices, thereby

invalidating the purchasing power parity (PPP) hypothesis. As such, PPP cannot be used to determine

the equilibrium exchange rate, a position in which most policy makers are interested to know. Invalid

PPP also disqualifies the monetary approach to exchange rate determination, which requires PPP to hold

true.

Another implication of nonstationarity in real exchange rate is that unbounded gains from arbitrage in

traded goods are possible (Kapetanios et al., 2003, henceforth, KSS). In fact, Parikh and Williams (1998)
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