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SOURCES OF FLUCTUATIONS (N REAL

EXCHANGE RATE OF SAUDIRIYAL

ABSTRACT

This paper investigates the sources of fluctuations in real exchange rate of Saudi

Arabian currency, riyal, during the current period of flexible exchange rate. The aim

of the study is to determine the extent of real and nominal factors in influencing the

real exchange rate of riyal. The study applies recent techniques such as multivariate

Johansen procedure, variance decomposition, and impulse response functiops in order

to reach robust conclusions. .
The results indicate that nominal factors play a major role in explaining changes in

the real exchange rate of Riyal against the Deutsche Mark, Japanese Yen, Sterling '

Pound, and US dollar. Real factors, in the other hand, contribute much in explaining

changes in real exchange rate of Riyal against both the French Franc and the Italian

Lire. These findings suggest that Saudi Arabian Monetary Agency (Saudi Central

Bank) can play critical role in affecting the real exchange rate of Riyal.

| Furthermore, the study finds no support for the hypothesis of purchasing power

parity. Real exchange rate of Riyal can take any value with no tendency to return to .

the equilibrium level.
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1. Svstem : LRE._SF . MDSF . TBSF . RYSE
1= 0% 0.423 35.73 76.65
r<l* 0.269 20.35 40.92
r<2t 0.175 12.5 20.57
r<3 0.117 8.07 8.07
2. System : LRESG , MDSG, TBSG, RYSG
r=0%* 0.689 75.82 147.67
r<1es 0.431 36.62 71.85
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r<3 0.110 7.59 7.59
3. System : LRESI, MDSI, TBS]. RYSI
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4. tem : LRESJ SJ, TBSJ, RYSJ
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r<3 0.131 9.14 9.14
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r=0% 0.347 25.97 55.46
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6. System : LRESU, MDSU, TBSU, RYSU
r= 0t 0.383 29.48 68.29
r<lt 0.279 19.97 38.81
r<2 0.159 10.55 18.84
r<3 0.127 8.29 8.29
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