
ii 

 

PREFACE 

 

All Praise is due to Allah SWT for all his blessings for providing me strength and good health 

so that I could accomplish my final project entitled,  

“Test of the Purchasing Power Parity in Indonesia using cointegration approach periods 2005-2012”. 

This mini thesis has made to submitted as  partial fulfillment to achieve bachelor degree 

major of International Business Management Telecommunication and Informatics.  

The process of completing this research has already involved both directly and indirectly, that the 

author would like to show her appreciations and thank to all of them as below: 

 My beloved Parents, Hendi Suarsa and Iis Sumartini and also my big brother, Indra Kurniana 

which are in a beautiful place there. I can feel you all accompany me through this. I love you 

and I miss you so much.  

 My lovely sister and brother, who love and support me. 

 My big family who encourage me, always pray for me, motivate me patient with me and 

taking care of me. Thank you for everything. 

 Dr. Riko Hendrawan, who has both guided and motived me on doing this final project. Thank 

you for all knowledge, times and patience in supervise me. Your suggestion and information 

are really valuable and helpful for me in the process of conducting this research. 

 Mrs. Nora Amelda Rizal, MM, Mrs. Irni Yunita, ST., MM and Mr. Muhammad Azhari, SE., 

MBA as my reviewers who have provided me suggestion and guidance for improving my 

final project into better form. 

 All lectures in Business Management International Class of Telkom University and its entire 

staff, thank you for the service and the knowledge. 

 My entire friend in International Class, Thank you for motivates, togetherness, happiness and 

spirits. Always give the best for the future. 

 Finance Team who struggle and fun together, all of the spirit. Thank you. 

 Friends at Telkom Institute of Management who has to share knowledge, happiness, and 

experience with the author. 

 All of my friend, which I can not mention one by one that has been providing support, 

encouragement, and joy to the author. Thank you. 

 To whom I cannot mention one by one, who involved directly and indirectly, thank you for 

helping me to completing this final project. 



iii 

 

     After all perfection belongs only to God Almighty and I also apologize if there are some errors in 

the writing and content for this statement.  

 

Bandung,October 2013 

  

Tria Ridiantry 

Author 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



iv 

 

Table of Contents 

Foreword .................................................................................................................................................. i 

Validation sheet ...................................................................................................................................... ii 

Statement Sheet ...................................................................................................................................... iii 

Preface ................................................................................................................................................... iv  

Abstract  ................................................................................................................................................. vi 

Table of Contents .................................................................................................................................. vii 

List of Figure........................................................................................................................................... x 

List of  Table .......................................................................................................................................... xi 

 

Chapter I INTRODUCTION .................................................................................................................. 1 

1.1 Background ....................................................................................................................................... 1 

1.2 Problem Statement ............................................................................................................................ 5 

1.3 Research Objective ........................................................................................................................... 5 

1.4 Benefit of The study .......................................................................................................................... 5 

1.5 Research Methods ............................................................................................................................. 5 

1.6 Systematic of Writing ....................................................................................................................... 6 

 

Chapter II REVIEW OF THE LITERATURE ....................................................................................... 7 

2.1 Purchasing Power Parity ................................................................................................................... 7 

    ..................................................................................................................  2.1.1 The Law of One Price 7 

  ...........................................................................................  2.1.2 Theory of Absolute and Relative PPP 8 

    2.2 Consumer Price Indices ................................................................................................................ 9 

    2.3 Exchange Rates ........................................................................................................................... 10 



v 

 

    2.4 Interest Rate ................................................................................................................................ 11 

    2.5 Cointegration Studies of PPP ...................................................................................................... 12 

2.5.1 Stationarity of  Variables ............................................................................................................. 13 

 ........................................................................................................................ 2.5.1 Spurious Regression 14 

2.5.4 Cointegration Test ........................................................................................................................ 15 

2.6 Previous Research ........................................................................................................................... 16 

2.7 Hypothesis....................................................................................................................................... 20 

2.8 Research Method Framework ......................................................................................................... 20 

 

Chapter III RESEARCH METHODOLOGY ....................................................................................... 21 

3.1 Type of Research ............................................................................................................................ 21 

3.2 Variable Used .................................................................................................................................. 21 

3.3 Definition of Operational Variables ................................................................................................ 22 

3.4 Population and Sample ................................................................................................................... 22 

3.5 Source of Data ................................................................................................................................. 22 

3.6 Spesification Model ........................................................................................................................ 23 

3.7 Method of Analysis ......................................................................................................................... 24 

3.8 Research Steps  ............................................................................................................................... 24 

3.8.1 Stationarity of Variables ..................................................................................................................  24 

3.8.2 Correlogram ................................................................................................................................. 25 

3.8.3 The Unit Root Test ....................................................................................................................... 25 

3.7.4 Cointegration ................................................................................................................................ 27 

 



vi 

 

Chapter IV ANALYSIS RESULT & DISCUSSION ........................................................................... 28 

4.1 Stationarity Test for Variables ........................................................................................................ 28 

4.2 Cointegration Test for Bivariate Approach ..................................................................................... 29 

4.3 Cointegration Test for Multivariate Approach ................................................................................ 31 

4.4 Cointegration Test for Indoensia..................................................................................................... 33 

4.4.1 PPP Indonesia-Malaysia ................................................................................................. 33 

4.4.2 PPP Indonesia-Phillipines ............................................................................................... 34 

4.4.3 PPP Indonesia-Singapore ................................................................................................ 35 

4.4.4 PPP Indonesia-Thailand .................................................................................................. 37 

4.4.5 PPP Indonesia-Vietnam .................................................................................................. 38 

4.5 Comparison Result with The Previous Study ................................................................................. 39 

Chapter V CONCLUSIONS & SUGGESTIONS ................................................................................. 40 

5.1 Conclusion ...................................................................................................................................... 40 

5.2 Suggestion ....................................................................................................................................... 40 

Refference ............................................................................................................................................. 41 

 

 

 

 

 

 

 

 



vii 

 

List of figure 

Figure 1.1 ASEAN Trade with selected trade partner countries/region, in percent share  to total 

ASEAN ................................................................................................................................................... 3 

Figure 1.2 Annual rate growth of GDP at constant price in ASEAN member states ............................. 3 

Figure 1.3 Interest rate of Indonesia, July 2005 – August 2013 ............................................................. 4 

Figure 1.4 Exchange Rates on Transaction (currencies USD) from January 2002-September 2013  .... 4 

Figure 2.1 Indonesian Rupiah, CPI Real Exchange Rate  ....................................................................... 9 

Figure 2.2 Non Stationer Graph ............................................................................................................ 13 

Figure 2.4 Analysis of Cointegration Method ...................................................................................... 20 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



viii 

 

List of Table 

Table 2.3 The State of The Art ............................................................................................................. 18 

Table 3.1 Operational Variables  .......................................................................................................... 22 

Table 4.1 Unit Root Test Statistics for 2005m1 to 20012 m12 ............................................................ 28 

Table 4.2 Unrestricted Cointegration Rank Test ( Maximal eigenvalue and Trace) of Exchange Rate 

(local currencies per US dollar) and Relative Price and Exchange Rate with Linear deterministic trend 

for the whole period 2005m1-2012m12 ................................................................................................ 29 

Table 4.3 Unrestricted Cointegration Rank Test ( Maximal eigenvalue and Trace) of Exchange Rate 

(local currencies per US dollar) and Relative Price and Exchange Rate and Interest Rate with Linear 

deterministic trend for the whole period 2005m1-2012m12 ................................................................. 31 

Table 4.4 Equation PPP Indonesia-Malaysia Cointegration Test with Johansen Procedure ................ 33 

Table 4.5 Equation PPP Indonesia- Philippines Cointegration Test with Johansen Procedure ............ 34 

Table 4.5 Equation PPP Indonesia- Singapore Cointegration Test with Johansen Procedure .............. 36 

Table 4.5 Equation PPP Indonesia- Thailand  Cointegration Test with Johansen Procedure ............... 37 

Table 4.5 Equation PPP Indonesia- Vietnam Cointegration Test with Johansen Procedure ................ 38 

 

 

 

 

 

 


