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ABSTRACT

The aims of this study were to examine the validity of purchasing power parity between
Thailand and trading countries in three forms of purchasing power parity, relative, weak and
strong, are investigated by applying both traditional time series approach and recently developed
panel approach. Real exchange rates were used to test the relative purchasing power parity and
weak or strong purchasing power parity were tested in relations between nominal exchange rates
and price levels in Thailand and two groups of trade partners. Partners were ASEAN (Association
of South East Asian Nations) countries including Indonesia, Malaysia, Myanmar, Philippines and
Singapore, and OECD (Organization for Economic Co-operation and Development) countries
including Australia, Japan, Korea, Switzerland, United Kingdom and United States. Quarterly
data from 1981 to 2009 with a total of 120 quarters were used.

The results of time series unit root tests by the method of ADF tests and PP tests showed
that no evidence of relative purchasing power parity from real exchange rates in Thailand and

another trading countries. In panel unit root tests, the outcomes fail to reject the nonstationarity in



the panel of real exchange rates in OECD countries but the relative purchasing power parity in
ASEAN countries can be accepted from LLC tests, IPS tests and Fisher-Type tests.

The tests for strong and weak purchasing power parity in relation to nominal exchange
by cointegration tests, the Engle-Granger two-step method and Johansen multivariate method
yield little support for the weak purchasing power parity in Japan for OECD countries, and in
Malaysia and the Philippines for ASEAN countries. Results for other countries provide no
credible indicator of purchasing power parity. Panel cointegration tests from the Pedroni tests,
Kao tests and Fisher tests found that a weak purchasing power parity existed in OECD countries
only when the Fisher tests was used. Meanwhile weak purchasing power parity can be found in
ASEAN countries in all methods but there was no evidence in favor of strong purchasing power
parity for all case.

ASEAN countries yield more relative support and weak purchasing power parity than
OECD countries. This is explained by the fact that trading in ASEAN countries is considerable
due to the ASEAN countries institute, ASEAN Free Trade Area (AFTA) who’s main objective is
to reduce trade barriers. However , Australia and some counties were members of OECD and
cooperated with Thailand in free trade Agreement such as TAFTA, There is no evidence in favor
of purchasing power parity because they can not always reduce trade barriers due to many

problems in transaction costs and price indices.



