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ABSTRACT

The aim of this paper is to examine whether the interest rate parity is truth or not,
applying the Australian data from January 1990 to December 2010. A variety of
time-series methodologies, cointegration test, and causality test, error correction models,
are applied to investigate the relationship. The empirical results of the covered interest
rate parity(CIRP) are summarized as follows: (1) The empirical results of Johensen’s
cointegration show that the cointegration of forward premium and interest rate
differential, which implied the CIRP is truth; (2) According to the results of the error
correction model it is bi-directional causality between forward premium and interest
rate differential - As to the uncovered interest rate parity (UIRP), the empirical results
show as follows: (1) The empirical results of Johensen’s cointegration support there is a
cointegration between forward exchange rate and expected futher exchange rate, which
implied the UIRP is truth; (2) According to the results of the error correction model it is
bi-directional causality between forward exchange rate and expected futher exchange

rate o
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