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Abstract 

Purchasing power parity (PPP) is a change rate that equalizes prices between countries. The concept of purchasing 

power parity eliminates price differences between countries and is used in international price and volume 

comparisons. The real exchange rate concept is used in determining the purchasing power parity theory. This 

theory assumes that the real exchange rate is constant in the long term. For this reason, aimed to test purchasing 

power parity (PPP) in EU, G7, and OECD countries. In this study, the testing of purchasing power parity (PPP) 

was investigated in 24 EU countries for the 1997-2021 period, G7 countries for the 1980-2021 period, and 33 

OECD countries for the 1993-2021 period using annual real effective exchange rate data. Purchasing power parity 

was tested as panel data analysis methods with first-generation unit root tests and second-generation unit root tests 

taking into account cross-section dependency.  Findings from the study show that purchasing power parity (PPP) 

is valid for EU, G7, and OECD countries. 

Keywords: unit root tests, real exchange rate, panel data, purchasing power parity 

JEL Codes: F41, F00, C23 

1. Introduction 

Purchasing power parity (PPP) theory clarifies decisively that the exchange rate between the unit of currencies of 

two countries is even with the rate of the price degrees of the countries. The local purchasing power of a country's 

unit of currency is represented in the country's inflation rate. Therefore, the PPP theory assumption estimates that 

a decrease in a domestic unit of currency purchasing power will be correlated with a monetary depreciation in line 

with the foreign exchange market (Krugman and Obstfeld, 2003: 389-390). TURKSTAT shows the PPP, which is 

an exchange rate that even the purchasing power of different currencies, as the rate of the national currency 

amounts required to purchase the identical basket of services and goods in particular countries each other. PPP is 

calculated not for a single product, but also the GDP and expenditure components covering the whole of the 

services and goods in the market (TURKSTAT). 

PPP theory, which is one of the most popular and problematic theories in international macroeconomics, is 

examined in two classes relative and absolute value PPP. Absolute PPP is depending on the idea that consumers 

can shift their demand to where prices are lower without international barriers. Absolute purchasing power parity 

recommends that the prices of the identical basket of goods in two particular countries should be even when 

measured in a widespread currency. Relative purchasing power parity takes into account the possibility of market 

defects, such as tariffs, quotas, and transportation costs. Relative purchasing power parity assumes that, due to 

these market deficiencies, the prices of the identical basket of products in particular countries will not necessarily 

be identical when measured in a widespread currency. Therefore, he states that unless trade barriers and transport 

costs change, the rate of change in basket prices should be somewhat similar when measured in a widespread 

currency (Madura, 2011: 233-234). 

PPP is identified as the theory of determining the exchange rate. He suggests decisively that the exchange rate 

alteration between two units of currencies at any given time is specified by the alteration in the relevant price levels 

of the two countries. The theory of PPP is also called the "inflation theory of exchange rates" since it selects 

alterations in the price level as the most important arbiter of exchange rate motions (Dornbusch, 1985:1). The 

theory of PPP was preliminarily described by the Swedish economist Gustav Cassel (1918). Within the scope of 

the PPP, it is accepted that real exchange rates are constant in the long run. Accordingly, for the inter-country PPP 

theory to be binding, the real exchange rate must turn back to the average. There are different approaches to the 

effectualness of the PPP theory. The most accepted of these approaches is the breakdown of the stability of the 
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real exchange rate (Akçay and Erataş, 2015: 82-83). The calculation of the real exchange rate is grounded on PPP. 

The real exchange rate is estimated as follows (Narayan, 2005: 1064): 

𝑅𝐸𝑅𝑡 = 𝑁𝐸𝑅
𝑃𝑡

𝑓

𝑃𝑡
𝑑                                                                     (1) 

Here, denote 𝑃𝑡
𝑑 domestic price levels and and 𝑃𝑡

𝑓
 foreign price levels, NER denotes the nominal exchange rate. 

After taking the logarithm of the variables, the first equation can be written as: 

𝑙𝑛𝑅𝐸𝑅𝑡 = 𝑙𝑛𝑁𝐸𝑅𝑡 + 𝑙𝑛𝑃𝑡
𝑓

− 𝑙𝑛𝑃𝑡
𝑑                                                    (2) 

If there is a first-order autoregressive process in the real exchange rate, then the operation will be as follows: 

𝑙𝑛𝑅𝐸𝑅𝑡 = 𝑎0 + 𝑎1𝑅𝐸𝑅𝑡−1 + 𝜀𝑡                                                       (3) 

Here; 𝑎0  constant coefficient. and t represents a serially unrelated error process. If �̂�1 = 1, there is a unit root in 

the real exchange rate variables, which indicates that shocks to the real exchange rate are persistent and the long-

term PPP is not valid. For the long-term PPP, the real exchange rate to be a stable duration, it must be �̂�1<1 

(Narayan, 2005: 1064). 

In line with these explanations, the goal of our study is to determine the effectualness of PPP in the EU, G7, and 

OECD countries by testing the stationarity of the real effective exchange rate variables. The stability of the real 

effective exchange rate series will be investigated by LLC and IPS unit root tests, which do not consider the cross-

sectional dependence as a method, and CIPS unit root tests, which consider the cross-section dependency. The 

effectualness of purchasing power parity will be analyzed with annual data for the period 1997-2021 for 24 EU 

countries, 1980-2021 for G7 countries, and 1993-2021 for 33 OECD countries. 

Our study comprises three parts following the introduction part. In the second title, a summary of the literature 

review related to the subject will be offered. In the third title, the methodology and data set used in the analysis 

will be given. In the fourth, that is, the last section, the findings procedure as a result of the analysis will be 

described. 

2. Summary of Literature Examination 

The effectualness of PPP has found a wide field of research in both domestic and foreign literature. When the 

articles in the literature are analyzed, it is seen that the subject is mostly investigating a single country or country 

group. A number of the studies included in the literature can be summarized as follows in Table 1. 

Table 1. Summary of Related Literature 

Author Period Methodology Country/Country 

Group 

Conclusion 

Narayan (2005) January 1973-

September 2003 

Unit Root Test 17 OECD countries  

 

PPP is binding for France, 

Portugal, and Denmark 

Narayan (2008) 1973:01–2002:12 for 

the UK and 1973:01–

2003:09 for the rest 

 

Panel unit root and 

Lagrange multiplier 

(LM) univariate tests 

16 OECD countries As a consequence of the 

panel LM test, one of the 

univariate tests without 

and with structural break, 

the panel LM test is not 

compatible with the PPP 

hypothesis. PPP is binding 

as a result of the panel LM 

unit root test with two 

structural breaks. 

Tatoğlu (2009) 1977-2004 One break panel LM 

test, two break panel 

LM tests, and panel 

ADF test 

25 OECD countries In the unit root tests 

without considering the 

structural break, the PPP 

theory is binding in only 

10 countries, and when the 

breaks are considered, the 

theory is binding in all of 

the countries. 
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Acaravci and Ozturk 

(2010) 

1992:1-2009:1 ADF unit root and 

KPSS unit root tests 

 

8 transit countries 

 

PPP is not binding for 6 

transit countries 

Kalyoncu, Kula and 

Aslan (2010) 

1970-1998 Lagrange Multiplier 

(LM) unit root test 

MENA countries PPP binding in MENA 

countries 

 

Su, Tsangyao and 

Chang (2011) 

December 1994- 

February 2010 

Unit root test with the 

Fourier function  

15 Latin American 

countries 

As a consequence of 

univariate unit root tests, 

PPP is not binding for the 

fifteen countries 

examined. 

 PPP is binding for 

Uruguay, Brazil, Chile, 

and Ecuador as a result of 

a stability test with a 

Fourier function 

Snaith (2012) 1973:03–1998:12 Unit root tests that pay 

regard to cross-

section dependency 

15 OECD countries Depends on the selection 

of PPP digital currency 

and price index  

Yıldırım and Yıldırım 

(2012) 

1990m1-2009m12 ADF, KPSS, PP 

Zivot Andrews (ZA) 

One and two break 

LM test 

Turkiye The consumer-based PPP 

hypothesis is binding 

 

Cuestas and Regis 

(2013) 

January 1972-January 

2010 

Harvey et al. linearity 

test 

Kruse nonlinear unit 

root test   

 

OECD countries 

and Eurozone. 

The purchasing power 

parity theory is binding in 

many countries. 

 

Korkmaz, Çevik and 

Çevik (2013) 

1995:1-2009:1 Traditional 

cointegration and unit 

root tests  

cointegration and unit 

root consider the 

cross-section 

dependence 

Kazakhstan 

Azerbaijan, and 

Kyrgyzstan 

As a consequence of 

traditional unit root and 

cointegration tests, the 

PPP hypothesis is not 

binding; On the other 

hand, the hypothesis is 

binding as a result of the 

tests that consider the 

structural breaks 

Ocal (2013) 1991-2012 Zivot Andrews unit 

root test 

Romania Does not apply to PPP for 

Romania 

Yılancı and Eriş 

(2013) 

1980:1-2011:7 Fourier unit root test 33 African 

countries 

 

Purchasing power parity is 

binding in 20 countries. 

Yıldırım et al. (2013) For Turkey 1960- 

2012, 

1975-2012 for EU-15 

and G-8 countries, 

1990-2012 for EU-27 

countries and 1980-

2012 for OECD 

countries 

Time data and panel 

data analysis 

AB-15, AB-27, G-8 

and OECD 

countries, and 

Turkiye 

PPP is not binding for the 

Turkish economy 

Binding for EU-15, EU-

27, G-8, and OECD 

countries 

He, Chou, and Tang 

(2014) 

December 1994 to 

February 2010 

Panel SURKSS with 

Fourier function 

15 Latin American 

countries 

PPP is not binding as a 

result of panel-based unit 

root tests, PPP is binding 

as a result of panel 

SURKSS test with Fourier 

function, except for 

Honduras 

Akçay and Erataş 

(2015) 

1995-2012 LLC, IPS, and CADF 

unit root tests 

G7 countries PPP is not binding for G7 

countries 
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Jiang et al. (2015) 1994 January - 2013 

August 

 

Panel unit root test 34 OECD countries PPP is binding in half of 

34 OECD countries 

Atasoy (2016) May 1996 – 

December 2013 

 

ADF unit root test Five fragile PPP is binding in India, 

Turkey, Brazil, and South 

Africa change is only 

binding in Indonesia 

Destek and Okumuş 

(2016) 

1990:1-2015:5 Traditional KSS unit 

root test, Fourier KSS 

unit root test, ADF 

unit root test, Fourier 

ADF unit root test 

27 OECD countries PPP binding for 14 OECD 

countries 

 

Vasconcelos and 

Júnior (2016) 

January 1994 until 

April 2014 

nonlinear unit root 

test and Linearity test 

 

Chile, Brazil, 

Venezuela, 

Argentina, 

Colombia, Mexico, 

and Peru  

As a consequence of linear 

unit root tests, a 

consequence of nonlinear 

unit root tests in Chile and 

Peru, PPP is valid in 

Mexico 

Merza (2017) 2006-2015 monthly 

data  

PP and ADF unit root 

tests 

Kuwait Purchasing power parity is 

not binding for Kuwait 

Altiner and Bozkurt 

(2018) 

1994-2017  SURADF and 

PANKPSS unit root 

test 

E-7 countries As regards the SURADF 

test, PPP is binding only in 

Turkey and Russia. As 

regards PANKPSS unit 

root test results, PPP is 

binding in all countries. 

Çil and Tiraşoğlu 

(2018) 

1990:Q1-2016:Q2  ADF and Sims 

Bayesian unit root test 

 

Indonesia, Turkey, 

Brazil, South 

Africa, and India 

(Fragile Five 

countries 

PPP only available in 

India 

 

Güriş and Tiraşoğlu 

(2018) 

1993 January- 2015 

March  

Non-linear 

stationarity analysis 

 

BRICS countries PPP is not binding for 

India, China, and Russia 

Kaya and Çelik 

(2018) 

2002:10-2017:12 ARFIMA Turkiye PPP hypothesis is binding 

Mike (2018) 2003Q1-2015Q4 

2003-2015 

panel data and time 

series analysis 

15 emerging market 

economies 

 

Purchasing power parity is 

not binding 

Songur and Songur 

(2018) 

1995:10-2017:12 Fourier unit root and 

Fourier cointegration 

tests 

10 Eurasian 

countries  

Purchasing power parity is 

binding in Kazakhstan, 

Belarus, Moldova, Kyrgyz 

Republic, Turkey, 

Ukraine, and Russian 

Federation 

Aydın (2019) 1992:01-2018:12 Fourier unit root test Turkiye PPP hypothesis is binding 

Köktürk and Ural 

(2019) 

2003M1-2018M12 Fourier stationarity 

test 

Turkiye PPP hypothesis is binding 

Coşkun (2020) 1994:01-2018:11 Ranjbar et al. unit root 

test 

Indonesia, Turkey, 

Brazil, South 

Africa, and India  

 

PPP is binding for South 

Africa, and India, and the 

PPP is not binding for 

Turkey Brazil, and 

Indonesia 

Ay (2021)  2008-2020  CADF unit root test 37 OECD countries PPP is binding in Canada, 

Austria, Iceland, 

Denmark, Israel, Ireland, 

Japan, Italy, Norway, 

Lithuania, Slovenia, 

Poland, and the UK, 

however, is not binding in 

other countries 
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Coşkun and Ballı 

(2021) 

2000-2017 PANKPSS 17 OECD countries 

Eurozone 

PPP is binding 

Ergün Tatar (2021) 1960-2019 Conventional ADF 

tests and Fractional 

Frequency Fourier 

ADF 

AB15, 

MERCOSUR, 

NAFTA, and 

selected OECD 

countries 

Except for MERCOSUR, 

the purchasing power 

parity hypothesis is 

binding. 

Haciimamoglu (2021) 1970-2019 BCIPS unit root test N-11 countries PPP is binding 

İmre (2021) 1980:Q1-2018:Q12 Fourier KPSS 

Unit Root Tests 

 

25 OECD countries PPP is binding in Italy, 

Brazil, France, Ireland, 

Sweden, Spain, Iceland, 

Australia, Canada, 

Austria, Germany, 

Belgium, Japan, Mexico, 

Malaysia, Switzerland, 

USA, Colombia, Chile, 

Luxemburg, Finland, and 

the Netherlands. In the 

countries of New Zealand, 

Norway, and Portugal, the 

PPP hypothesis is not 

binding. 

Kızılkaya and Mike 

(2021) 

1993:1-2018:8 Fourier quantile unit 

root test 

36 OECD countries PPP binding in 24 OECD 

countries 

Karaoğlu (2022) 2000-2021 PANKPSS unit root 

test 

Selected 10 OECD 

countries  

PPP is not binding for 10 

OECD countries 

 

Source: Created by the author 

3. Data & Methodology  

In the study, 24 EU countries1  for the period 1997-2021, the G7 countries 2 for the period 1980-2021, and 33 

OECD countries3 for the 1993-2021 period the effectualness of purchasing power parity is investigated. The real 

effective exchange rate data used in the study (Real effective exchange rate index (2010 = 100)) were obtained 

from the World Bank (2022). The effectualness of purchasing power parity is found by analyzing the stagnation 

of the real effective exchange rate series. In the analysis, the real effective exchange rate data is used in logarithmic 

form. The effectualness of PPP was examined with the help of panel data analysis for EU, G7, and OECD country 

groups. 

In the study, IPS (Im, Pesaran, and Shin) and LLC (Levin Lin and Chu) unit root tests, which do not pay regard to 

cross-sectional dependence, and CIPS unit root tests, which do not consider cross-sectional dependency, were 

investigated. 

4. Empirical Results 

4.1. Research on the effectualness of Purchasing Power Parity for EU Countries 

 

In this study, primarily, the effectualness of PPP was searched in EU countries. The findings obtained from the 

first generation unit root test are shown in Table 2. 

 

 

 

 
1 Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, 

Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovak Republic, Spain, Sweden 
2 Canada, France, Germany, Italy, Japan, United Kingdom, USA 
3 Australia, Austria, Belgium, Canada, Chile, Colombia, Czech Republic, Denmark, Finland, France, Germany, Greece, Hungary, Iceland, 

Ireland, Israel, Italy, Japan, Latvia, Luxembourg, Korea Republic, Mexico, Netherlands, New Zealand, Norway, Poland, Portugal, Slovak 
Republic, Spain, Sweden, Switzerland, UK, USA 
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Table 2. First generation unit root test outcomes (EU countries) 

Test Test statistics P-value 

LLC -4.4726         0.0000*** 

IPS -1.9955        0.0230** 

Note: According to the results of both unit root tests, the lag length was chosen according to the AIC information criterion. * %10 significance, 

** %5 significance, *** %1 significance explains. 

As reported in Table 2, the probability value of the t-statistic value calculated for the LLC test was found to be 

less than 0.01. In other words, the calculated test statistic value is significant at the level of 1%, and the null 

hypothesis expressing the asset of a unit root is refused. When the outcomes acquired from the IPS unit root test 

are evaluated, the 𝐻0 hypothesis, which is established as all units contain unit roots at the level of 5% importance, 

is rejected. In other sayings, deduced that the real effective exchange rate series created for the EU is stable. 

In our study, at the same time, the CIPS unit root test enhanced by Pesaran, whose unit root test considers the 

dependence of the cross-section, was applied. Before this test was applied, the cross-sectional dependency test was 

applied first. Table 3 shows the outcomes of the cross-sectional dependency test for the real effective exchange 

rate in the EU countries. 

Table 3. Cross-section dependency test outcomes (EU countries) 

 lnRER  

 Statistic p-value 

BP (1980)  2466.563 0.0000 

Pesaran (2004)  93.23657 0.0000 

Pesaran (2004)  35.53743 0.0000 

 PUY (2008)  92.73657 0.0000 

As in Table 3; since the p values for the lnRER variable in the EU country group are less than 0.01, the 

𝐻0 hypothesis was rejected, and it was decided that there is a cross-sectional dependency in the variable. After 

determining the cross-sectional dependency, the CIPS unit root test was performed on the variable. The evidence 

of the CIPS unit root test is reported in Table 3. 

Table 4. CIPS unit root test outcomes (EU countries) 

 Constant Constant+Trend 

  t-bar Z[t-bar] P-value t-bar Z[t-bar] P-value 

CIPS Statistic    -2.298    -2.739      0.003    -3.709    -7.368      0.000 

Critical Values %10= -2.070 

%5= -2.150 

%1= -2.300 

%10= -2.580 

%5= -2.660 

%1= -2.810 
 

As in table 4, the variable is stationary because the t-bar statistic in the model with constant is greater in absolute 

value than the critical values given at 10% and 5% importance levels. Z[t-bar] is stationary at the serial level value 

according to the probability value of the test statistic. In the fixed and trend model, the t-bar statistic is stationary 

at the serial level because it is greater in absolute value than the critical values given at the 90%, 95%, and 99% 

confidence intervals. Accordingly, the p-value of the z[t-bar] statistic, it is confirmed that the series is at a level 

value. 

As a consequence of the unit root tests, the data in the real effective exchange rate data set got to be stationary at 

level value. That is to say, PPP is effective for the sample and data set used in the analysis. 

 

4.2. Research on the effectualness of Purchasing Power Parity for OECD Countries 

Secondly, in our study, the effectualness of PPP was investigated in OECD countries. The findings obtained from 

the LLC and IPS unit root tests applied for OECD countries are shown in Table 5. 
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Table 5. First generation unit root test outcomes (OECD countries) 

Test Test statistics P-value 

LLC -4.3806         0.0000*** 

IPS -2.6927         0.0035*** 

Note: According to the results of both unit root tests, the lag length was chosen according to the AIC information criterion. * %10 significance, 

** %5 significance, *** %1 significance explains. 

As reported in table 5, the p values of the t statistical values calculated according to the LLC and IPS unit root test 

outcomes were found to be less than 0.01. In other words, the calculated test statistic values are significant at the 

1% level and the null hypothesis expressing the existence of a unit root is refused. It was found to be stationary at 

the serial level. 

In this study, the CIPS unit root test, which considers the cross-sectional dependence for OECD countries, was 

applied. However, before this test was applied, it was determined whether the variable included cross-section 

dependency. Table 6 indicates the outcomes of the cross-section dependency test applied for OECD countries. 

Table 6. Cross-section dependency test outcomes (OECD countries) 

 lnRER  

 Statistic p-value 

BP (1980)  3124.733 0.0000 

Pesaran (2004)  79.90893 0.0000 

Pesaran (2004)  11.71633 0.0000 

 PUY (2008)  79.31965 0.0000 

As seen in Table 6; Since the probability values of the real effective exchange rate data in OECD countries are 

less than 0.01, the 𝐻0  hypothesis was rejected and a cross-sectional dependency was found in the data. After 

determining the cross-section dependency, the CIPS unit root test was applied. 

 

Table 7. CIPS unit root test outcomes (OECD countries) 

 Constant Constant+Trend 

  t-bar Z[t-bar] P-value t-bar Z[t-bar] P-value 

CIPS Statistic -2.251    -2.910      0.002 -2.724    -2.558      0.005 

Critical Values %10= -2.040 

%5= -2.110 

%1= -2.230 

%10= -2.540 

%5= -2.610 

%1= -2.730 
 

As it can be seen from Table 7, the series is stationary because the t-bar statistic in the model with constant is 

greater in absolute value than the critical values given at 10%, 5%, and 1% importance levels. As a result of the 

constant and trend model, the t-bar statistic is stationary at the serial level because it is larger in absolute value 

than the critical values given at 5% and 10% importance levels. When the outcomes obtained from the Z[t-bar] 

statistic are evaluated, it is found that the series is stationary in both constant and constant and trend-containing 

models. 

As a result of LLC, IPS, and CIPS unit root tests in OECD countries, the real effective exchange rate data set was 

getting to be stationary at the level. That is to say, PPP is effective for the sample and data set used in the analysis. 

Our outcomes revealed the effectualness of PPP in OECD countries. 

 

4.3. Research on the effectualness of Purchasing Power Parity for G7 Countries 

Another country group in which the effectualness of purchasing power parity was investigated in our study is the 

G7 country group. Firstly, unit root tests were in progress with Levin, Liu & Chu (LLC) and Im, Pesaran, and Shin 

(IPS) unit root tests, which are expressed as first-generation unit root tests. 
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Table 8. Outcomes of LLC and IPS unit root tests (G7 countries) 

Test Test statistics P-value 

LLC -2.7237         0.0032*** 

IPS -2.1867         0.0144*** 

Note: According to the results of both unit root tests, the lag length was chosen according to the AIC information criterion. * %10 significance, 

** %5 significance, *** %1 significance explains. 

Table 8 shows the LLC and IPS unit root test outcomes for the real effective exchange rate in G7 countries. As 

can report the table 8, it has been specified that the test statistics values calculated as a consequence of the LLC 

and IPS unit root tests are significant at the 1% level, that is, the series is stationary at the level value. 

In our study, was specified whether the real effective exchange rate variable in G7 countries included a cross-

section dependency. 

Table 9. Cross-section dependency test outcomes (G7 countries) 

 lnRER  

 Statistic p-value 

BP (1980)  115.3967 0.0000 

Pesaran (2004)  14.56572 0.0000 

Pesaran (2004)  6.277252 0.0000 

 PUY (2008)  14.48036 0.0000 

 

Table 9 indicates the cross-sectional dependency outcomes for the real exchange rate variable in the G7 countries. 

In compliance with the outcomes of the cross-section dependency test, the 𝐻0 hypothesis was rejected, and it was 

deduced that there was a correlation between the units. In other words, the variable cross-section contains 

dependency. 

Table 10. CIPS unit root test outcomes (G7 countries) 

 Constant Constant+Trend 

  t-bar Z[t-bar] P-value t-bar Z[t-bar] P-value 

CIPS Statistic    -2.883    -3.105      0.001    -2.802    -1.389      0.082 

Critical Values %10= -2.210 

%5= -2.330  

%1= -2.550 

%10= -2.730  

%5= -2.840  

%1= -3.060 
 

Table 10 shows the findings regarding the CIPS unit root test enhanced by Pesaran. As reported in Table 10, the 

series is stationary because the t-bar statistic in the model with constant is greater in absolute value than the critical 

values given at 10%, 5%, and 1% importance levels. As a consequence of the constant and trend model, the t-bar 

statistic is stationary at the serial level since it is greater in absolute value than the critical values given at the 10% 

importance level. 

 

As a result of Levin, Liu, and Ciu (LLC), Im, Pesaran, and Shin (IPS), and CIPS unit root tests in G7 countries, 

the real effective exchange rate is stable in value, that is, purchasing power parity is effectualness in G7 countries. 

 

5. Conclusion 

By investigating the effectualness of purchasing power parity, it is also researched whether the exchange rate has 

a stable structure in the examined period in the countries examined. Accordingly, the effectualness of purchasing 

power parity in the study was analyzed with the annual data of 1997-2021 for 24 EU countries, 1980-2021 for G7 

countries, and 1993-2021 for 33 OECD countries. The effectualness of PPP is analyzed by researching the 
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stationarity of the real effective exchange rate (RER) series. The study aims to research the effectualness of PPP 

in EU, G7, and OECD countries. 

Within the scope of the analysis, LLC and IPS unit root tests were firstly tested, which did not consider the cross-

sectional dependence. As regards the LLC and IPS unit root test outcomes, has been specified that the real effective 

exchange rate variable does not contain unit root in all country groups (EU, G7, and OECD), that is, it is stationary 

at the level value. That is, according to the LLC and IPS unit root test outcomes, PPP is binding in EU, G7, and 

OECD countries. 

Secondly, the cross-section dependency test was performed within the scope of the analysis. It has been specified 

that the data has cross-section dependency in EU, G7, and OECD countries. The CIPS unit root test, which is one 

of the second-generation unit root tests that consider the cross-sectional dependency, was performed. As a 

consequence of the CIPS unit root test, it has been found that the series is stable at the level value in EU, G7, and 

OECD countries. In other words, the discovery procured by the CIPS unit root test supports the findings obtained 

from the LLC and IPS unit root tests. PPP is binding in EU, G7, and OECD countries. That is, shocks to the real 

exchange rate are provisional. Long-term PPP is valid. 

The limitation of the study is the period under consideration, other countries, and other country groups. Testing 

the real effective exchange rate data and PPP of the countries involved in these integrations will make significant 

contributions to the literature. 

The limitation of the study is that the period under consideration constitutes other countries and other groups of 

countries. Testing the PPP with the real effective exchange rate data of the countries participating in these 

integrations will provide important contributions to the literature. 
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