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.SPP 35 3Ly 4 30 59 Spanish Peseta ?L,WY\ L 5!

SWK 303U 4 30 5 Swedish Krone (g sl O 5,531

USD 34 )y &) 30,55 U.S. Dollar S5 31 )Y 5l

DAK 30 3 ) 30 55 Danish Krone (S £a31 O 5,81

SAR s}l 4 34 55 South Atrican Rand & ,3! e INHIN]

SWF 30 3l & 54 55 Swiss Franc (g y gl b4l



s OF B 5 Ll o il ol e Bl 59 U
bl Jla 1 A% b (3 dassedl Log- Likelihood Function Ldlex> Y1 o2 )lLé yll
5 8 ki aB e ST s OF 5l Flat Leiens Ui 0555 3L 123 gl ki
G odon iy all Jiis JUIly elae 5ol 5 a0 Convergence ol 391 e DI
I Y O L Y 435 3 ine O jie @5 51 21 25 el S pie @5
ezl e s 2l Llg Y g Initial Values 5145y @Al e g 0 STy S
Ve 0L e 5. Lo LegdSS 5T do U olualall ey o1 il 5 25 iy Gl
o U ULl saalall LUy L plie @l i J] corliml 1 241 G .
(s AN S Al U8, UL Serdl s,y (g slaadt LI o2 1991m3 3
5515 3 o Lgadine g (g gl 3,005 S 411 05 Sl (6 el 1
s SV s SLLI ol S35l e Lad L SUYT S U el
Lllss ol Lde 2,3 2l celaall ool el (e Lil2 ole pa J) ol
SV odre i 0L sl 3 gatll (3 Lo po] podie i e ez V1 Bty )\ 51
ool e sl s e BN G181 oSG o £ G puall
o Bl L sl Ll ool s W G Lo laze V1 cpn 459
0} (0) Uslag asll Osborn jLzsl aldseraly LaT 5,580 Laad | Oyl &Y dae
B e LMy (V) @) dpdd 3 oy e Lie 3 pdll 1Sl il
sl ialal 2l g Bl dans sl Al Il 9l 54 9 by OFt 5 F ool jlas|
OJ_;,.L-,W“L:("qg:_?j.a_uwa,_@wa.:a?wqfdwy@@qm
LA A g sl Sl Y OLS sy Lied L5 &3l Lasbl (e Joos S|
e sl e LY Al sl O1.(8) Wsladly aall ¥l odd S
op.x.g,\a:g.(\‘)(«_bdyé-L}Wydj.wueuiﬁgullg%;;.a}!m;w;ﬁ}
Jions ST dm gl i Sy Zaall gLl e e ya DLy (ol stdl o



Y e &51,200 8 52 Ul ol Sealys &k

bbst);\?)gs.sG:uqaqz@g_éﬂdm&sruwﬂ\ac.jg\.gz@g_aﬂ
slaze W L1 s oo Lgs o) Lay 1980m1 RUNSEPES PR EFETHIRN
O_a;gu:}wv:i)ujma_sbqj_sla.\_éuu‘:;ubobiwjé,»)ug;
Sl piie 5T il o ot e VI Adliean e Ll bl oda 3 pelae a3
a0 J) (35w 1m0 sl ptis o ol il olblae BLSL 0 & @5 sloo
Nuisance Lzs jo & Melas I aties 4|5 Over- Parameteization &l
UL sdos L) ) Lem V1558 e xSl 4 058, 48 U1 Y| Parameters
S B, Dl s il 55 ,S L1 23las Y1 31,4 sy 385 amd) Cona>
SEPRPRESIRENE PSRN B he SV 0 Jadldl BLaN 7 Jlasly
BLD| J) Ll O (S0 SV 5ty gid! G2 301 L1 e Lad & Ui
sda ) dxls oS5 @) 6V Akl O pall ¥ uae OB ol jazeld J 5V bl
el 3 ladl o 1 @l 5 a3 )l J s dd s Lo 05 BLSY!
Le oLV 050 Y ol Hles Yl i 3 EZ By PRVt e & Lo J pud|
W s (3 ol 01 i 3 5 3y Cinas il G el OV dns ez O 13 g 50
OLS 13) Lah e ol iy ol V1 s (g s eSO e300 5 21 a2 51
;J:_aa_,,m@uﬁ_;,:omjwmuuj.osi@gq&u@wwﬂ;m
R RN SR (U RESES G:L-;,L_';a.bi el i)
5l Dl (3 sl Aol ) s 2 b S8 (A1 Bl o S0 Lz Y15 55
525 oY1 553 Candol AE Y15 o5 O e Llagt 1ay . Sl ) 25 Uy
TR ERPUR P gl plaaal (631 o olE VN O 5oy 5l VI il oS 3 e
o2 A J 8 L S8 Bl w5 Jo oV ez 3 J gl L51S6) ) ook
Vgl gll ) o gm0 g e o Bk Ol s OF i (015 Jetd)

NPT PRI EX PR ER IOV PRPSEN PR W SR PRV RUIRR



L‘gﬂwcqloqmg?cami A

(V) Ao plisenly 4 1 a1 )y gder yLe Y Al ) (V) oBy J g

(i) O3 el Jaae e 1 8 ) by J t-)l by J t- b F- ylas
AUD 1980M1-2000M12 0.689 -15.7 20.6
AUS 1980M1-1998M12 1.91 -15.7 20.1
BEF 1980M1-1998M12 2.20 -15.4 19.4
CAD 1980M1-2000M12 2.93 -16.5 223
GEM 1980M1-1998M12 1.77 -15.4 19.6
FRF 1980M1-1998M12 1.72 -15.5 19.6
ITL 1980M1-1998M12 1.62 -14.5 17.1
JAY 1980M1-2000M12 1.61 -14.2 16.5
NEG 1980M1-2000M12 1.71 -15.4 19.4
NOK 1980M1-2000M 12 1.05 -15.9 20.7
BRP 1980M1-2000M12 0.101 -14.8 18.4
SPP 1980M1-1998M 12 1.78 -14.4 16.9
SWK 1980M1-2000M12 1.76 -16.0 20.8
UsSD 1980M1-2000M 12 2.54 145 16.9
DAK 1980M1-2000M 12 2.48 -16.8 20.1
SAR 1980M1-2000M12 0.973 -14.4 17.4
SWF 1980M1-2000M12 1.31 -16.1 21.5
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1= -3.43, 7, = -2.87 bx H ol 1 Pyl Syl Al ol (1) oy !

O pall Jans e 18 il ol £ 2AADF )L oY1 O 3ADF yba)

(i) ADF y *(12) ADF y *(12)

AUD *1980M1-2000M12 | -1.06 9.98(0.618) -1.76 10.3(0.592)
*1985M4-2000M12 | -1.72 6.64(0.880) -2.13 7.06(0.853)
AUS 1980M1-2000M12 | -1.46 17.0(0.150) -0.712 14.6(0.266)
*1982M3-2000M12 | -0.983 17.2(0.144)  -1.49 15.7(0.205)

*1985M8-2000M12 | -3.31 15.6(0.209) -3.92 15.5(0.214)
BEF 1980M1-1998M12 | -1.76 16.0(0.189) -0.626 13.6(0.330)
*]985M8-1998M12 | -3.18 12.5(0.404) -3.79 12.2(0.428)

CAD 1980M1-2000M12 | -1.13 20.0(0.068) -2.65 20.7(0.055)
*1980M7-2000M12 | -1.16 21.5(0.044) -2.66 22.4(0.034)
GEM 1980M1-1998M12 | -1.72 15.5(0.215) -0.698 12.7(0.392)
*1984M4-1998M12 | -3.27 16.1(0.186) -4.02 16.2(0.181)
FRF 1980M1-1998M12 | -1.59 10.5(0.574) -0.753 8.65(0.733)
*1984M9-1998M12 | -2.29 10.8(0.543) -3.15 10.8(0.543)

ITL 1980M1-1998M12 | -1.10 19.3(0.082) -0.944 18.0(0115)
*¥1985M3-1998M12 | -3.62 18.6)0.099) -4.47 18.5(0.101)

JAY 1980M1-1998M12 | -1.06 12.8(0.382) -1.62 11.7(0.472)
*1981M9-1998M12 | -1.02 10.8(0.547) -1.70 10.0(0.614)
NEG 1980M1-1998M12 | -1.78 18.0(0.114) -0.753 15.4(0.219)
*1983M11-1998M12 | -1.48 14.7(0258) -2.01 13.8(0.313)

NOK 1980M1-2000M12 | -0.831 12.2(0.431) -141 12.1(0.437)
*1980M3-2000M12 | -0.829 12.2(0.434)  -1.39 12.1(0.439)

*1985M1-2000M12 | -3.18 14.0(0.304) -4.14 12.2(0.432)

BRP 1980M1-2000M12 | -1.76 9.99(0.616) -1.09 9.37(0.671)
*1985M3-2000M12 | -4.56 12.5(0.404) -4.79 12.4(0.412)
SPP 1980M1-1998M12 | -1.25.512.5(044) -0.679 10.7(0.556)
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O pall June ige 1 8 ) 0¥ ga ADF st oW1 0y ADF o)
S ADF y ¥(12) ADF y (12)
*1980M3-1998M12 | -1.23 12.4(0.413) -0.687 10.5(0752)
*1985M1-1998M12 | -1.23 12.4(0.413) -3.65 7.42(0.829)
SWK 1980M1-2000M 12 -2.57 7.79(0.802) -1.13 13.7(0317)
*1985M3-2000M12 | -0.81714.1(0.296) -3.83 12.4(0.414)
USD *1980M1-2000M12 | -3.10 12.1(0.441) -3.35 8.76(0.723)
DAK 1980M1-2000M12 -1.80 8.95(0.707) -1.02 15.1(0.236)
*1984M8-2000M12 | -0.89416.4(0.173) -3.50 13.5(0.332)
SAR *1980M1-2000M12 | -1.65 29.5(0.003) -1.84 29.3(0.004)
SWF 1980M1-2000M12 -1.18 13.7(0.322) -1.16 12.5(0.404)
*1985M8-2000M12 | -2.97 11.0(0.525) -3.68 11.0(0.526)
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25l OF e Wb ades . 23 5l Malas il Meote ey S5 5L
GARCH =3 4 e 5.8 21 (6 o Wby UL o gl sl b 58 oo Gl
i i) ol OF AamShe gt Liay (¥ @3, Jpdd 3 i) o5 2 05
5 Jpaht 0B dadnllys - (1) (035 g (3 () 5L slanl) A (o 25 5
Lagadl O all SV e &b iy (611 ol 25 gaddl o Malas 2 5 (1)
Jirs S0 Z3lall (g il g M Ay b alasenly 5,080 (1-4) Dslag aall
i,k eldse b il C_.;a,l\ GARCH Csj_«;s sl oMl dy 8 00
e a2 b S Dl § o8 Jsadl e 3 elaall dlazs Yl
O ewldt LS )Y jLasY Gy =l Durbin-Watson (DW) sLia>| g R* 3. 4
L»A.a-\ o2 Ly e )l 0 Jlass V1 I edaad) B iy il 31 s
L5 oV S ) e LT CleT (3 ey LaS Q Lz 51 Box-Pierce(BP)
Seddt 315 Bl sy & e S

OLS &) pdi(13) 5 (11,8) YWl Salae i ikl gl (1) oy J gt

SMaladl | AUD() | AUD(Q2) AUS(1) AUS(2) BEF CAD
a 0.0172 0.030 -0.007 -0.058 0.112 0.014
(1.78) (2.16) (-0.78) (-3.54) (-3.57) (3.42)

a -0.019 -0.031 -0.009 -0.052 -0.052 -0.013
(-1.76) (-2.13) (-1.33) (-3.92) (-3.74) (3.92)

D, - - - - - -

R’ 0.012 0.024 -0.084 -0.176 0.182 0.180

DW 1.86 1.83 1.90 1.96 2.02 2.10
L-L 536.6 400.8 411.1 336.0 339.8 706.4
BP(1) 1.01 0.666 0.496 0.035 0.037 0.836
(0.316) (0.141) (0.481) (0.852) (0.848) (0.361)

BP(12) 114 6.49 16.1 16.5 12.1 14.8
(0.495) (0.889) (0.185) (0.168) (0.437) (0.253)
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GARCH &) &

el | AUD(I) | AUDR) AUS(1) AUS(2) BEF CAD

a 0019 0.038 -0.009 -0.060 -0.120 0.015
.11 (2.46) (-0.87) (-3.65) (-3.71) (3.50)

a, -0.020 -0.039 -0.010 -0.054 -0.055 -0.013
(-2.08) (-2.48) (-1.24) (-3.98) (-3.86) (3.01)

O, - - - - - -

Bo 04E-4 | 04E-4 0.6E -4 0.2E - 4 0.2E -3 0.4E - 4
(3.78) (2.99) (2.97) (8.22) (13.3) (4.80)

i 0.062 0.058 0.051 0.080 0.071 0.024
(1.44) (1.07) (1.24) (1.00) (0.947) (0.533)

¥, 0.902 0.895 0.892 0.756 0.729 0.773
23.1) (19.0) (19.4) (11.8) (10.7) (15.5)

R? 0.012 0.022 -0.084 -0.176 0.182 0.180

DW 1.86 1.81 1.89 1.95 2.01 2.10
L-L 547.7 406.7 401.7 3352 338.5 703.9
BP(1) 1.99 1.73 0.545 0.035 0.003 0.579
(0.159) (0.189) (0.460) (0.853) (0.958) (0.447)

BP(12) 12.2 7.70 12.8 14.8 10.8 14.7
(0.432) (0.808) (0.386) (0.254) (0.550) (0.258)

Wald 5.52 7.92 9.11 14.9 27.1 85.9
(0.019) (0.005) (0.003) (0.000) (0.000) (0.000)
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oMl | GEM FRF ITL(1) ITL(2) JAY NEG
ag 0.042 0.010 -0.036 -0.353 -0.035 0.015
(4.55) (-1.84) (-0.88) (-4.41) (-1.71) (2.52)

a -0.049 -0.032 -0.006 -0.059 -0.011 -0.018
(-4.06) (-3.07) (-0.94) (-4.47) (-1.88) (-1.90)

@, - - - - - -

R? 0.178 0.131 -0.004 -0.109 0.184 0.089

DW 2.01 2.01 1.76 1.73 1.80 1.98
L-L 340.2 351.9 452.6 333.0 467.9 359.0
BP(1) 0.015 0.075 3.22 2.88 2.14 0.0097
(0.903) (0.784) (0.073) (0.090) (0.144) (0.921)

BP(12) 20.5 116 15.5 16.3 17.6 16.2
(0.058) (0.482) (0.127) (0.177) (0.128) (0.181)
GARCH O pd&

<Ml | AUD(1) |  AUD(2) AUS(1) AUS(2) BEF CAD

a 0046 0.017 -0.014 -0.318 -0.039 0.021
4.77) (2.42) (-0.35) (-3.97) (-1.89) (2.53)

a -0.054 -0.045 -0.003 -0.053 -0.012 -0.028
(-4.36) (-3.25) (-0.42) (-4.05) (-2.04) (-2.20)

@, - - - - - -

Bo 0.1E-3 | 02E-3 0.2E-3 0.2E -3 0.4E - 4 0.1E-3
(5.30) (10.3) (20.6) (14.4) (3.84) (8.85)

By 0.075 0.081 0.083 0.123 0.025 0.095
(0.638) (0.964) (1.93) (1.78) (0.714) (0.990)

¥, 0.771 0.758 0.737 0.703 0.933 0.802
(10.1) (11.0) (16.8) (11.0) (35.9) (10.4)

R’ 0.177 0.122 -0.003 0.108 0.184 0.083

DW 1.99 1.96 1.76 1.74 1.80 1.95
L-L 339.5 352.0 454.1 3345 466.4 358.9
BP(1) 0.010 0.00005 2.51 1.89 2.23 0.119
(0.919) (0.982) (0.113) (0.853) (0.135) (0.730)

BP(12) 18.8 11.0 11.7 14.8 18.5 15.8
(0.092) (0.525) (0.473) (0.169) (0.101) (0.202)

Wald 7.42 17.8 436 14.1 33.0 9.73
(0.006) (0.000) (0.000) (0.000) (0.000) (0.002)
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OLS &1 pldi (Y) o8y J 3 aoy

SMalal NOK (1) NOK (2) BRP SPP(1) SPP(2)
ay 0.006 0.032 -0.111 -0.014 -0.140
(1.00) (-3.65) (4.98) (0.59) (3.51)

ay -0.010 -0.053 -0.051 -0.004 -0.040

(-1.39) (-4.14) (-4.79) (-0.69) (-3.65)

@, - - - - -

R’ 0.008 0.083 -0.109 -0.002 0.0074
DW 1.96 2.08 1.96 1.83 1.96
L-L 522.4 397.2 381.1 446.2 327.7

BP(1) 0.016 0.445 1.47 1.14 0.049
(0.898) (0.505) (0.225) (0.286) (0.824)
BP(12) 12.1 13.2 13.0 10.6 6.76
(0.438) (0.355) (0.373) (0.560) (0.873)
GARCH & gy
oMalall NOK (1) NOK (2) BRP SPP(1) SPP(2)
ag 0.0009 -0.035 0.088 0.0003 -0.142
(0.151) (-3.80) (-3.76) (-0.011) (-3.54)
a, -0.001 -0.059 -0.048 -0.0005 -0.041
(-0.15) (-4.21) (-3.66) (-0.08) (-3.69)
D, - - - - -
Bo 0.1E-3 02E-3 03E-4 0.3E-3 0.2E-3
(6.76) (2.86) (2.60) (5.89) (6.08)
B 0.101 0.131 0.097 0.151 0.163
(1.26) (1.77) (2.31) (2.10) (1.96)
WV, 0.773 0.675 0.870 0.603 0.651
(15.2) (10.1) (24.9) (7.54) (8.24)
R’ 0.002 0.082 -0.104 0.0005 0.074
DW 197 2.07 1.77 1.83 1.96
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ol NOK(l) NOK (2) BRP SPP()) SPP(2)
L-L 5295 3899 396.0 4524 3299
BP(1) 0.046 0.106 0.074 1.64 0.331
(0.831) (0.744) (0.786) (0.200) (0.565)
BP(12) 7.87 16.7 9.34 9.15 5.06
(0.795) (0.560) (0.674) (0.690) (0.956)
Wald 5.17 277 4.45 15.7 10.9
(0.023) (0.000) (0.035) (0.000) (0.001)
OLS & gl .(¥) o8y gl ol
Ml SWK(l) SWK(2) USD DAK SAR SWF
a0 -0.007 0.036 -0.010 -0.015 -0.004 0.050
(-0.96) (-3.45) (5.44) (-2.48) (-1.23) (3.67)
ai 109 -0.053 -0.006 -0.032 -0.023 -0.052
(-3.83) (-4.09) (-3.41) (-1.84) (-3.55)
Oi - 0.143 - 0.100 -
; ; (3.09) - (1.58) -
R’ 0.005 0.072 0.505 -0.111 0.023 0.209
DW 1.94 1.92 1.88 1.99 2.01 1.89
L-L 487.5 368.2 974.8 402.4 525 363.7
BP(1) 0.149 0.217 0.785 0.012 0.012 3.396
(0.700) (0.645) (0.376) (0.913) (0.914) (0.529)
BP(12) 119 10.6 249 16.9 28.7 10.6
(0.450) (0.565) (0.016) (0.154) (0.004) (0.568)
GARCH & i
SSatall SWK(l) SWK(2) UsSDh DAK SAR SWF
a0 0.003 0.034 -0.011 -0.019 -0.002 00.52
(-0.49) (-3.40) (5.00) (-2.69) (-0.86) (3.78)
ai -0.006 -0.050 -0.007 -0.037 -0.015 -0.054
(-0.74) (-3.95) (-4.10) (-3.32) (-1.47) (-3.63)
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Malll | SWK(1) SWK(2) USD DAK SAR SWF
@, - - 0.117 - 0.122 -
- - (2.94) - (1.85) -
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Modelling the Dynamics of Purchasing Power
Parity (PPP): The Case of the Real Exchange
Rates of the Saudi Riyal
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Abstract. The study examines the behaviour of the bilateral real exchange rates between Saudi Arabia and
seventeen major economies. The period for the econometric examination starts in January-1980 and ends in
December 2000, with the exception of some European countries where it ends in December-1998. While the
unit root hypothesis can not be rejected in all cases for the whole sample, the study demonstrates that by
truncating the sample period from the top the acceptance of the mean reversion hypothesis becomes pervasive.
The study provides evidence on the existence of significant GARCH in the behaviour of these exchange rates
for the periods that convergence of the Log-Likelihood function is possible and shows the absence of any
significant risk premia. The study also takes into consideration the dynamic responses to shocks in some

exchange rates and identifies the nominal and the real sources of the shocks.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



