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Abstract
This paper examines the validity of both the short-run and long-run purchasing
power parity (PPP) hypotheses in the case of the Yen-Dollar exchange rate using
two estimation methods, namely, a unit root test and an Autoregressive Distributed
Lag (ARDL) cointegration test. Some important findings are obtained from our
analysis. The first test reveals the mean reversion of real exchange rate (RER) in
the long-run. From the second test, we found that there is a strongly robust
long-run PPP relationship but no significant short-run PPP relationship.
Furthermore, unlike the previous literature, we use CUSUM and CUSUMSQ
stability tests and rolling estimations to deal with the problems of structural breaks
and power of the test respectively. Overall, the results suggest that PPP hypothesis
in the case of Yen-Dollar exchange rate strongly holds in the long-run but not in

the short-run.
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