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ABSTRACT

It is more plausible to test evidence of FPE as a long-run phenome-
non, because prices are sticky in the short run. But many empirical
results are subject to finite sample bias. In this article, we suggest an
alternative approach to test FPE in the long run. The panel unit root test
proposed by Pesaran (2007) is used to test the stationary of FPE devia-
tion for 17 OECD members. This panel unit root test has the advantage of
satisfactory size and power even for relatively small values of N and T,
and also permits cross-sectional dependency. The empirical results sup-
port the proposition of factor price equalization in 17 OECD countries
during the 1990-2003 period when common factor is removed from the
data.
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