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Interest Rate Parity Theory and Its Applicability in China

Yang Dan Qu Ling

Abstract: Employing data from January 2010 to March 2012 at the end of each month
in China and the United States, this paper tests the linear effects of spreads on the forward
rate changes, including interest rate, spot and forward exchange rates markets. The
regression results indicate that the spreads in China and the United States do not affect the
forward rate changes significantly. From our empirical results we found that the interest rate
parity theory is not suitable for China given current Chinese market condition.

Keywords: Interest rate parity Covered interest parity Uncovered interest

rate parity
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