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’ Department of International Trade, Takming University of Science and Technology,
Taiwan, R.O.C.

Abstract

Previously studies discussing the determination of Taiwan/USA exchange rate adopt
quarterly data and base on traditional theories. This study selects monthly data and three
models: sticky price monetary theory, asset portfolio theory and behavior equilibrium theory
to forecast the exchange rate. Model estimation period covers January, 1998 to December
2011 and the forecasting period is from January, 2012 to December, 2013.

To avoid the spurious regression, we have to implement unit root test to test stationarity
of time series data. Co-integration test is adopted to verify the equilibrium relation between
exchange rate and macroeconomic variables. Root mean square error and mean absolute error
are used to compare the forecasting ability of these three models.

The main findings of this study are (1) all the time series data are non-stationary, (2)
there exist co-integration relation between exchange rate and macroeconomic variables, (3)
empirical findings support that theoretical models have better forecasting ability than random
walk model and sticky price monetary theory hashigher prediction performance than other

models and random walk.

Key words: exchange rate, monetary model, behavior equilibrium

Relevance to National Defense: The military department spends lots of money to purchase
weapons from foreign countries, especially from U.S.A. If we can establish an appropriate
exchange forecast model then we may save military budget and this is an important issue in

Taiwan.
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