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ABSTRACT

ABSTRACT As part of the strategies to develop Taiwan as an Asia-Pacific Financial Center and to internationalize financial

market, the forward foreign exchange market was reopened in 1991 and the practice of "foreign currency margin trading" was

granted in 1995. The government's policy to have a well-established foreign exchange market will provide benefits to exporters and

importers to avert foreign exchange risk. A number of studies have examined the theory of foreign exchange market efficiency. Of

which, interest rate parity (IRP) states that in an efficient market with no transaction costs, the short-term interest rate difference

should be equal to the forward premium/discount rate. The purpose of this study is to empirically test the IRP hypothesis on

Taiwan's foreign exchange market. Through the multiple regression analysis, we find that the relationship among 30-day forward

foreign exchange rate, domestic interest rate and foreign interest rate is insignifant, which implies it may be dominated by other

factors. But both 90-day and 180-day forward foreign exchange rate are affected by those rates. With the experiment of IRP theory,

it shows that the ratios of 30-day, 90-day and 180-day forward foreign exchange rate to the spot exchange rate are not equal to the

corresponding ratios of domestic interest rate the foreign interest rate.
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