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Abstract

Purchasing Power Parity (hereafter, PPP) means the purchasing power of two currencies is the same
when one is converted into the other one. According to previous studies on PPP, as the volatility
of the real exchange rate is smaller, PPP may be more likely to hold. Since New Zealand adopted
the inflation targeting policy in December 1989, many countries started to adopt it as their monetary
policy frame. Previous studies on inflation targeting found that inflation targeting policy has positive
effects on not only achieving price stability but also reducing the volatility of nominal/ real exchange
rates. Therefore, in this study, I explored whether inflation targeting policy has positive effects on
purchasing power parity subject to 19 OECD countries, applying an Exponential Smooth Transition
Autoregressive (ESTAR) model during the sample periods, from 1974:Q1 to 2019:Q4. Based on the
ESTAR estimate results, I found limited favorable evidence of PPP for only two countries- England
and Switzerland- among 9 inflation targeters, compared to non-inflation targeters, and also I found
that favorable evidence of PPP only for these two countries among 9 inflation targeters during
post-inflation targeting, but not during pre-inflation targeting. These findings imply that the positive
effects of inflation targeting on PPP may be questionable unlike Ding and Kim (2012) and Kim
(2014)’s study.
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Table 1. The Volatility of Real Exchange Rates (IT targeters vs Non-IT targeters)

IT Targeters REX-Volatility Non-IT Targeters REX-Volatility
New Zealand (1990) 0.18 Austria 1.17
Canada (1991) 0.13 Belgium 1.67
United Kingdom (1992) 0.1 Denmark 0.12
Sweden (1993) 0.19 France 0.81
Finland (1993) 0.75 Germany 0.27
Australia (1993) 0.19 Ireland 0.19
Spain (1994) 2.33 ltaly 3.44
Switzerland (2000) 0.12 Japan 0.18
Norway (2001) 0.14 the Netherland 0.35
Average 0.41 Average 0.82

Note: The figure in the parenthesis indicates the year that IT targeters adopted inflation targeting.
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Table 2. The Change in the Volatility of Real Exchange Rates: pre— vs post- Inflation Targeting

Country pre-IT post-IT F-statistics
New Zealand 0.16 0.18 0.75
Canada 0.08 0.13 0.38 ™
United Kingdom 0.15 0.1 1.977*
Sweden 0.18 0.16 1.32
Finland 0.15 0.10 2.15™
Australia 0.13 0.19 0.46
Spain 0.20 0.08 6.21 "
Switzerland 0.17 0.13 1.82*
Norway 0.13 0.15 0.75
Average 0.14 0.12
Note: **p<0.01, **p<0.05, *p<0.1.
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Michael et al., 1997)& 7]|&¢] PPP H-E0]
HAdE g% HdS 7 ¢, & A8 AAE

(linear time-series) 2¥S Z-83}a], QHAA

A

75 AAsA71el, PP B9
A %ﬂ"ﬂ‘:‘rl’ T3t lch.

E7IRPAEZAZE PPP AR el mlxl gkl
#s A3 Ding & Kim (2012) 18|31l Kim
(2014)9] A= 197) OECD =7He: td o =2,
A9 B2 AR olgIAAT, ol A7

B E T A7} PPP ™o 1)zl oJ3ks

Bole Azel @A St sio w1
BEAE B e ke

lE ‘:?361 =7+ "POl
E WA AR, o]50]
AHE-SE sl %%’4% AAH o] A A= 2l
3, E7RPEIEAE =Ygt =7k 5 4qt
v B2 =71 lali TAHORE ojH F7I=
¥ ppp7} AR3IEA &7) olzigith. Rk
oluz}, o]Eo] ARt dijd whelE HAHL
MEAALD 23 (linear time-series model) 2.
2A, v=3 & OECD Z7hE AlolollA]
o] WHAEsHA| ¢F2 -5 wiAlEHA] 9kaL, o
£ Abole] PPP BH HT-E AT ek
Taylor et al,(2001)*] 38 F<Jo] WAy 7-2-vt

aejste], PP AE & AT, 1
7l OECD Z7HE & B7/RIAEZFEAE =95t
2] ko Z7lEAE PPP Y 2AE AT
+ Sl Feaol AT £E AL Holzk A
st

E 97= Ding & Kim (2012) 28|31 Kim
(2014)¢] Aol ofo], BV =HEA7L PPP
Aol AR S vHEA AR
SHAIEE B AFE V|E] AT g, o9t
22 AEAS 7L Stk AR, id Asot
obd, 7B =7t ARE o2 EA3H
o]+= 197 OECD 51"7]-E Zo|A BURIAHER
Ag =Ygt 271 5 e =7 28 of
W s )= AbololA] PR 4 2718
ul—ﬁﬁl 2= OL‘:_;(] :erﬂ;G [sR=4 01- 0171] ‘O‘PE]—
=4, BAE AAd 28 5 o}‘%‘” Exponential
Smooth Transition Autoregressive (ESTAR) &
Hg AFETeEM, 1] ThE ORCD W15
RolollA] F-elo] WG 9] g, e Weld)
S} ThA wEA, ppp Az o] ZHRold]
o, g o) A ohng ulEo ),

PPP ¥ F7-5 AAsHAH. A, &7k
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Fig. 1. Different Behavior of Real Exchange Rates: No Trade vs Trade
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Obstfeld & Taylor (1997)& Z&3F ofz] A+
A2 PPP AE fF7E ARSI 252
2ol v gg ARG VF A Folg 1}
ERll= A A (threshold point) 02 7}43}S]
oh aElal sht Z2 7 TR oo ARl
we} el AW BF AT ]
Q5led, v]Ad AJA (non-linear time-series)
RESs A8t

B APAE (Obstfeld & Taylor, 1997;
Blavy & Juvenal, 2009; Lim Eun-Son &
Breuer, 2019)2 5 %7} Alolola e £
Aol A s, ARG F o] wAYs)
A gk geloln] wAss Qeles g
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she] Felo] BalAE ojzlat F4ol By
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A% el AF A TAsE
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o, 7t el e, 42 Aelr) el v gL
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T 4R AFE (Obstfeld & Taylor, 1997;
Sarno et al,, 2004)3} vl IR| 2, F =7} A}
olo X 79 AYE FE H FYLE R T
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9} o] dojuh= A, o5 AlololA
A% A% AR Aol §eE 7143l
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> oY ML

11) o5 o|& wkgste], AABA|S]HRE (Threshold
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£ AR

Dumas (1992), Uppal (1993), Sercu et al. (1995)
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H| A ¥ (nonlinear)& VeRfE 29 v A
¥ ZH2A<59 (nonlinear least square
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estimation)<-
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Table 3. Linearity Test Results 1 (1974:Q1~2009:Q4)

IT targeters obs p d tTF-Statistics Non-IT targeters obs p d TF-Statistics
New Zealand 142 2 1 1249 ™ Austria 140 4 1 298 *
Canada 142 2 1 93 o Belgium 4 3 1 24 *
United Kingdom 142 2 2  6.69 e Denmark 143 1 1 393 *
Sweden 142 2 1 719 o France 14 3 1 424 *
Finland % 2 1 275 * Germany 14 3 1 502 o
Australia 142 2 1 8719 - Ireland 143 1 1 846 .
Spain 9 1 1 123 ltaly W 3 1 223 *
Switzerland 1492 2 1 4,08 o Japan 143 1 1 476 *
Norway 143 1 1 814 o the Netherland 142 2 1 455 **

Notes: 1. ™*p<0.01, *p<0.05, *p<0.1.
2. "Hy:0,,=0,=0

=

=
SAZE ok, oAl A, B B fFE
D3R 93, PPP QY §3E AAs
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7Fe s WiAE 4 glok, wEbA B Hox=
ESTAR 28-S o]85}t¢], Ding & Kim (2012)
o] &A% 197§ OECD =7+ g #4]
717 (1974:Q1~2009:Q4)2 oz ErotAg
EXAE =t SUEY 284 X5 SU1E
Atolell A PPP A9 7o) Abol7h &R sh=A]
A H T}

ESTAR 23& AR&317]o] oA, 197] =7}
5 2, 0|5} Lhvlx) OECD 715 Aole] A
A3E(q)e AT Ado] vd3FS el
A A Hofot gt} o]F 13l S o] &
3}e], Luukkonen, Saikkonen & Terdsvirta
(1988)0] ARgg Bz 372 (2](8))< o] &3
o, IR 74 (nonlinearity test,
Hy:0,;,=0y,=0)& A3tk (Table
3yollA ATE F giRo], EV/RIAEREA &
Y oFel Aol 2HdE AL YA
F7hET 0)% Abole] ATE(q) BF Ad

S YRR 1% Z2 5% o FFolA BAF
o2 FoEHA v PE LS eI
(Table 3) ol AAH AE npgoz 2
A% &(g)2 5 Heo] vd¥gS He I}
5 ez vy HA A<5H(nonlinear
least square)< #-§-3t¢], ESTAR &S F7
3oith. 34 A¥= (Table 4) o] Ax1€ e}
2t E/RMHERAE =93 37tE T A
v}, 29dl a2la 359 A, 5% 7o
oA, G 2920 A 1% o] el
A BAR LR FolsHl, ul=mT PPr7E RS
(Z, B, + 51<0) & JERHITHO, Brlobg =
EAE =dsA ¥e F7HE F s ofd
Ao} ml= Afolor= 5% o] FEolA B
AR FoJstAl prr7t eSS
2|9k, o] & AlQ)dt YA H7HET nl= ARo]
oM PPP7l AR SAE TAEA %3t

e,

16) ESTAR B3 373 ZA¥}, Fo] AstA] ¢b uf,
187l OECD =7}&ol dl3le], 2A%a(q,)e] W%
A S vebdl= 5, SAHCE fFolaHA 03t ok
22X Qgith 2 Aol #AL2 o] A uf,
AAZE(q) o] A AFelr] wiEel, 5,9 #
& 3ol AASHA| WA ol F EE ESTAR 23]
FAATAME TS AAE AWV] Wi, &
A3 6,9 #He el AABHA kit
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Table 4. ESTAR Estimation Results | (1974:Q1~2009:Q4)

IT targeters  obs 61+ ﬁf R? Non- IT targeters obs (3, + ﬂf R?
New Zealand 142 -0.03 0.08 Austria 140 -0.01 0.02
Canada 142 -0.04 0.09 Belgium 141 -0.05 0.02
United Kingdom 142 -0.12** 0.1 Denmark 143 -0.003 0.06
Sweden 142 —0.05™ 0.07 Ireland 143 -0.25™  0.07
Spain 9 N/A France 141 -0.01 0.03
Finland 98 -0.07 0.02 ltaly 141 -0.14 0.02
Australia 142 -0.07 ™ 0.06 Germany 141 -0.02 0.03
Switzerland 142 -0.14 ™ 0.09 Japan 143 -0.32 0.03
Norway 143 -0.60 0.12 the Netherland 142 0.03 0.03
Notes: 1. f**p(0.01, “p{0.05, *p{0.1.
2. 'Hy: 3+ 6,=0
Table 5. Linearity Test Results1I(IT targeters vs Non-IT targeters)
IT targeters obs p d tF-Statistics Non-IT targeters obs p d TF-Statistic
New Zealand 18 2 2 12.26 Austria 19 1 1 3.94™
Canada 18 2 1 497 Belgium 19 1 1 348"
United Kingdom 118 2 2 7.337 Denmark 19 1 1 454
Sweden 18 2 1 731" France 19 1 1 5.32™
Finland 24 2 1 6.75 " Germany 17 3 1 6.47 "
Australia 17 3 1 8.88 ™" Ireland 19 1 1 337"
Spain 20 2 1 2.60 Italy 17 3 2 10.77
Switzerland 19 1 1 8.50 Japan 8 4 3 16.91
Norway 18 2 2 7.26™" the Netherland 117 3 1 522"

Notes: 1. ™*p<0.01, *p<0.05, *p<0.1.
2. "Hy:0,,=0,=0

ESTAR R0 2XE 45 AHE nfgdo
2, Ding & Kim (2012)¥} Kim (2014)°] 5%
3 AA Y, B7MAE B A7} PP Al T3

40l G2 vALS HAY 5 AT

o] B9, prp Y 7 AR F2 AMEEHE

H 5 3 ADF(p)E o83t 24
(g SHAA (stationarity) oS b ESgk
o 24 Ay, AAEE(q) B EdS YER
Atk &, 2917} w5 Alelollx= FuiE st A
2AE HAsA Rk

2. S7IFE=HEA2t PPPT:
=/IRMESEN =¥ =7k vs
=7[E=EN R6HK| B2

s

E7RIAET A7} PPP Aol H]XE 8k
< AuE7] g8, v.1doME e ppp
APATFE] AMES HEHEA T o] F9
ANA, F, 19743 AF e AARES dide
2, PPP A F57-2 ARt 2rlekgE
A 19909 o] F, AlAl oY YetEo] =9
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Table 6. ESTAR Model Estimation Results 11 (IT targeters vs Non-IT targeters)

IT targeters obs 3, + ﬂf R? Non- IT targeters obs 3, + ﬂf R?
New Zealand 118 -0.08 0.08 Austria 119 -0.09 0.05
Canada 18 -0.17 0.06 Belgium 19 -0.43 0.05
United Kingdom 118 -0.09* 0.06 Denmark 119 -0.008 0.08
Sweden 118 -0.05 0.25 Ireland 119 -0.18 0.05
Finland 24 -0.14 0.36 France 119 -0.06 0.08
Australia 17 -0.07 0.07 Germany 117 —0.06 0.10
Spain 20 N/A Italy 117 -0.03 0.03
Switzerland 119 -0.27 0.1 Japan 88 —0.58 0.25
Norway 18 -0.13 0.17 the Netherland 117 -0.08 0.09

Notes: 1. **p{0.01, **p<0.05, *p<0.1.
2. +]‘103 ﬁ1+ﬁT:0

317] AlZskc, BrleABEAl =9 o
daglel, Zt =7pE e A Sl wEt, &
7RPERA =9 o] Al7]e] AATE(q)
o] PPP ¥ 5o JFS v 5= 7], &
Holde E7IHEEAZE =4=7) A2k
1990 o] F9] *‘él@r%(qt)e ez, Bt
IFEZAE =dst T/ 23] e
7VE AbolollA] pPp AR f-7-9] ztolg AuR
T}, (Table 5) ol AAJE 4] A2 S,
2991S AQslal, BUIAEEAS =3
I7VEY 28R g2 IUHEY AAFE(q)
gHE 1% 32 5% o] oA B4
el vAE dsoes veRdS
o},

H A& ALl v A 1778550l thaliAl
ESTAR E&-& FH3t A= (Table 6) ol A
AlE wpel Pt} ESTAR B8 4 A%, 27}
I EZAE TY3HA 2 F7FECAAE o]
L Iylele v)ZT PPP Y 2AE WA
%39k, E7RHAEEAIE =93 17159
A, AT 29927) 5% fro] Sl B
Ao g foJstAl nl=3% prr7h AHEE A
AARE, YA Z7HE] tiEiAl= Prp |
AL BASA Kkt

we e

o ;g
i&

o=z
o~
T

Eab]

mlo

0 A

root g

3. S7IH=ZEX|QF PPP I:
S71PH=EEH = 0|1™ vs
= 0|2
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Table 7. Linearity Test Results Il (pre-IT vs post-IT)

IT targeters

re-1T(1974:Q1

post=IT (~2019:Q4)

obs p d  F-Statistics obs p d  F-Statistics

New Zealand 64 2 1 487 120 2 2 12.26

Canada 68 2 1 6.08 116 2 1 497

United Kingdom 75 2 2 436 109 2 2 17147

Sweden 84 2 1 7.30 100 2 2 723"

Finland 76 4 2 16.41 ™ 24 2 1 6.75

Australia 78 2 2 440 106 2 1 5.08 =

Spain 80 2 2 5.02 " 20 2 1 2.60

Switzerland 104 1 1 6.84 80 2 2 6.31™
Norway 108 2 2 7.89 79 11 6.01 ™

Notes: 1. ™*p<0.01, p<0.05, *p<0.1.

2. 'y 0,;=0,=0

Table 8. ESTAR Estimation Results Il (pre=IT vs post-IT)

re-1T(1974:Q1

post=IT (~2019:Q4)

IT targeters obs B, + ﬂ;ﬂ R2 alhs B+ ﬁ»ln R?
New Zealand 64 -0.02 0.14 120 -0.08 0.08
Canada 68 -0.74 0.10 116 -0.16 0.06
United Kingdom 75 -0.21 0.12 109 -0.10 ** 0.09
Sweden 84 0.01 0.36 100 -0.03 0.10
Finland 76 -0.07 0.32 24 -0.14 0.36
Australia 78 -0.45 0.14 106 -0.08 0.06
Spain 80 -0.05 0.12 20 N/A
Switzerland 104 -0.24 0.07 79 -0.28 *** 0.13
Norway 108 -0.30 0.26 76 -0.003 0.13
Notes: 1. **p¢0.01, **p(0.05, "p<0.1.
2. THy: B+ 8,=0
s Gl F A (Table 2)ollX ¥ & 5= Qo] E7IRH=
V.34 ellM AAIgE ESTAR 2F 4 2AE FAE =de vE 7S 9, 459 &
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o] sk B7RHERA =9 =vkee A AAEE(q) AFEE 7HE S 5 A
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