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(Monetary Approach)
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2.1.1 The Monetary Approach

(money supply)

ppp (Purchasing Power Parity)

PPP

(real factors)

(demand for
money)
Monetary Approach
Purchasing Power Parity (PPP)

Michael R. Rosenberg, Currency forcasting: a guide to fundamental and technical models of

exchange rate determination. (Chicago: Irwin Professional, 1996), pp.138-140.



(Quantity Theory of Money)

Purchasing Power Parity (ppp) Approach

PPp
Law of One Price (LOP)3 1
(traded good) (no barrier to trade)
(no transaction cost) (homogeneous)
PPP
PPP
PPP 4
PPP
PPP
PPP 2
(1) Absolute PPP

3 Kenneth Rogoff, “The purchasing power puzzle,” Journal of Economic Literature 34(1996):
647-668.
4 Rosenberg, Currency forcastina: a guide to fundamental and technical models of exchange

rate determination, pp.10-12.
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(The Flexible Price Monetary Model)
(The Sticky Price Monetary Model)

2.1.2 The Flexible Price Monetary Model

Frenkel(1976) 5 Mussa(1976) Bilson(1978)
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Jeffrey A. Frankel, Tests of monetary and portfolio balance models of exchange rate

determination (Chicago: Chicago University Press, 1984), pp.239-240.



, * log )"
P, P* log
Y, y* log
* log
0 Elasticity to income
X Semi-elasticity to interest rate
(4.1) (42) 3)

= (- -0 0-y)+X(- %) o)

Bond
(Perfect Substitutes)
Uncovered Interest Rate Parity (UIP)6

i-i* = Ase
PPP
Ase = T1-T7I¥
7L 71
® () '

Uncovered Interest Parity : UIP

UIP: +ASe= |
Ase = expected change in the spot exchange rate

10



1

2.1.3 The Sticky Price Monetary Model

Dombusch (1976)

overshoot
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(The Monetary Approach to the Exchange Rate)

' Bilson (1978)7

7 Bilson, J.F.0. (1978a), "The monetary approach to the exchange rate: some empirical
evidence,” IMF staff Papers 25 (Aug.1997): 48-75.
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9 Ronald Macdonald and Mark p. Taylor, " The monetary approach to the exchange rate:
rational expectations, long run equilibrium and forecasting," IMF Working Paper ~ /92/34 (May 1992):
1-18.

0 Nitinant Wisaweisuan, ~ Exchange rate forecasting: error correction model. Master of
Economics (English Language Program), Faculty of Economics, Thammasat University, May 1995.
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2.2.2
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Chinn (1997)13
/ ( ) ()

( ) ( )
() 1970:1-1996:4

Error Correction Model (ECM)

1 Wanda Tseng and Robert Corker, Fnancial liberization. money demand and monetary
policy in Asian countries occasional paper 8 (Washington DC. IVF, 1991).

"2 Robert Dekle and Mahmood Prachan, “Ainancial liberiization and money demand in Asian
countries ; implication for monetary policy,” Paper Presented at Conference “Macroeconomics ISsues
Facing ASEAN “ (Jakarta, Nov. 78, 1996).

BMenzie David Chinn, “ On the Won : and other East Asian currencies,” Pacific Basin
Working Paper Series PB 9707 (1997): 1-33,
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Non-tradable
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- Watson ? 1997
overvalued ?
overvalued ( 1986-1996)
Productivity
PPP 2
undervalued ,

UMezee . Chinn, “Before The fall ; were East Asian currencies overvalued?," NBER Working
Paper No. WeA9L (Apnl 1998).
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B Machushdan Ghosh, “Strucural break and cointegration tests of the monetary exchange
rate modkl,” Keio Economic Studies 3, 1(1999): 67-77.
b Femando Sealra, "Short - 1un exchange raie uncertainty in Latin America,” Applied

Economics 27, (1995): 441-450.
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Peter ¢. Liu, “Purchasing power parity in Latin America: a cointegration analysis,”
Weltwirschaftliches-Archliv 128, 4 (1992): 662-680.
B McNown, R and Wallace, M.S., “National price level purchasing power parity, and
cointegration: a test of four high inflaton economies,” Journal of International Money and Finance 8:

533-545.

9 Richard K. Lyons, “Floating exchange rates in Peru: 1950-54," NBER Working Paper 3775,

(July 1991).



2.2.3

Panel Data

Panel Data
Purchasing Power Parity
Oh (1996)2 PPP 1
Panel Data
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Unit Root
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Keun-Yeob Oh, "Purchasing power parity and unit root tests using panel data,” Journal of
Intenational Money and Finance 15, no.3 (1996): 405-418.
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Unit Root

Frankel and Rose (1996)22 Panel Data 150
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(time series)
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4 PPP 15 %
Panel Data
Frankel (1984 2 Panel Data
5 ( ) ( ) ()
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1974 - 1981 Cochrane - Orcutt
Frankel Pool Data

Ordinary Least Squares

2 Jeffrey A. Frankel and Anrew K. Rose, “ A panel project on purchasing power parity: mean
reversion within and between countries,” Journal of International Economics 40 (1996): 209-224.

2 Jeffrey A. Frankel, Tests of monetary and portfolio balance models of exchange rate
determination (Chicago: Chicago University Press, 1984), pp.239-248.



23

Groen (1998)3 Cointegration Engel & Granger
(1987)
N N Panel
Data 1973- 1994 14 4
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? Cointegration
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“no cointegration” Panel Data
G-10 10 %
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parameter parameter
14 G-10 EMS G-7
Frankel and Rose (1996)  Oh (1996)
Panel Data PPP
Bretton Woods time series
?
?

ZBJan J. J. Groen, The monetary exchange rate model as a long run phenomenon (Tinbergen

Institute, Erasmus University Rotterdam, 1998).
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