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Analysing the Feasibility of Asian Currency Unit using Real Interest
Rate Differential - Evidence from Unit Root Tests with Structural
Breaks
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Abstract
In recent years, it has been deeply concerned the issue about to implement the Asian currency unit
(ACU).From Optimal Currency Areas Theory and the Maastricht Treaty, we can find the common
and important characteristic that is the consistency of important overall economic model within the

economic areas. Also, there are many important overall economic models, such as Purgfasing

Power Parity(PPP) ~ Real Interest Rate Parity(RIRP), and so on; this research focuséys6n eal

interest rate parity in Asian financial integration can rally work, and the Asian regional economic

structure is consistent; moreover, the possibility of driving ACU-the optig ﬁcy , 1f RIRP

theory is proved.
First of all, we use three kinds of traditional unit root tests to eXinipe the real interest rate

differential. After that, we use structural break unit root test,

in Zivot and Andrews (ZA, 1992) and consider the two
2003). Finally, we compared the traditional unit root jLl'consider structural break unit root test
to analyse the differences.

Empirical results indicate that no Asian cogntry .results in a convergence of their real interest rate
differential under the three traditi % tests.However, by using two structural breaks unit
root test, we find the real integest Qmﬁential of all Asian countries is in stationary series, which

means the real interest rale parity holds, and indirectly prove the consistency of economic factors in

Asian countries. As a resulf| it seems to contribute to feasibility of the optimal currency-ACU.
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