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Test for Uncovered Interest Parity using nonlinear methods

Name of Student : Yung-Chih Sun Advisor : Chih-Hsien Lo

Abstract

This paper tests for uncovered interest parity (UIP) using nonlinear methods, and
the nonlinear methods adopt threshold vector error collection models (TVECM) and ex-
ponential smooth transition error collection models (ESTR ECM). And uses monthly d-
ata of interest rates and exchange rates to test for American ~ Canada ~ Britain ~ Taiwan
and Japan, the sample period spans form January 1999 to December 2008. The parts of
empirical results of TVECM models, Canada ~ Britain and Taiwan respectively exits thr-
eshold cointegrate in different regimes. In Canada, when As as independent variable,
there exit threshold cointegrate in down and up regimes ; When Ai as independent var-
iable, it exits threshold cointegrate in down regimes. In Britain, just when As as indep-
endent variable, it exits threshold cointegrate in down regimes. In Taiwan, just when As
as independent variable, it exits threshold cointegrate in up regimes. The parts of empir-
ical results of ESTR ECM models, the adjusted speed term & are significant different
from zero by asymptotic 97.5% confidence interval In Canada ~ Taiwan and Japan, it a-
Iso means that there exit cointegrate under ESTR ECM models. € are all positive in
Canada ~ Taiwan and Japan, the adjusted speed in Taiwan is the fastest, Japan is next,
and Canada is the slowest. If there exit cointegrate, it mean that uncovered interest parit-

y will recover equilibrium relationship in long term.

Key word : uncovered interest parity ; threshold vector error collection models ;

exponential smooth transition error collection models
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