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Abstract

Foreign exchange rate remains a subject of controversy between the theories of economic
thoughts, where economic thoughts, which discuss it’s determinant factors that affects on
it, are several. Also, systems of foreign exchange remain as a matter of debate about
preference system for others in the field of applied economics, although many economic
around the world tend to float the exchange rates of their national currencies.



The important of this research emerges from the attempt to apply statistical ways related
to utilizing co-integration and error correction model applied on determinants of the
exchange rate in Sudan, during the period (1978-2010).

This research stems from the premise that “there is a causal and stable relationship, and
that there is a relationship between the integration of joint foreign exchange rate (the
dollar against the Sudanese pound) as a dependent variable and the independent variables
are represented as (money supply, inflation, GDP, government budget and balance of
payments) concerning short and long terms”.

Inductive method was used listing general concepts about the exchange rate and the
factors affecting it. Also, the standard quantitative method has been used to use co-
integration and error correction model, applied on the limits of exchange rate in Sudan
during the period (1978-2010) using econometric analysis program (E. Views).

The research is concluded in several results and recommendations, among which: the
existence of co-integration relationship among independent factors, represented in money
supply, inflation, GDP, government budget and balance of payments, the exchange rate
as the dependent variable. Accordingly, there is a long term balanced relationship among
dependent and independent variables. The causal test, which is based on error correction
model, has explained that there is a causal relationship among dependent variables and
independent ones in short term. Thus the study founded that the inflation, balance of
payment and money supply are the most important determinants of exchange rate.

The most important recommendations are represented in: the importance of making the
official exchange rate for the Sudanese pound closer to the balance rate, and not
exaggerating on it’s actual value. Enhance the productive power for the national
economy, concentrating on the specialized project that introduce non petroleum export, in
addition to the need to consider the possibility of increasing petroleum exports, so as to
strengthen the process of formation of foreign exchange reserves to meet the imports, and
use in the conduct of monetary policy and maintaining the stability of the exchange rate.
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