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Abstract

The study aims to determine the nature and type of relationship between the
movements of the exchange rate of the riyal against foreign currencies, especially the
most important trading partners of Saudi Arabia in terms of imports, and its impact on
the inflation rates, and the transfer of this effect to the index of living expenses. It is
also an attempt to highlight the advantages that will accrue to the Kingdom's
economies if there are mechanisms to control the value of the riyal against the most
important exchange rates, as is the case in all neighboring countries. The study
reached several results, the most important of which are: accepting the alternative
hypothesis that there is a relationship between the index of living expenses and the set
of independent variables that explain. Also, there is a statistically significant
relationship between inflation and the exchange rate of the riyal against foreign
currencies for the most important trading partners of the Kingdom. Moreover, the
results approved that exist a relationship between the demand shock (monetary shock),
and the transfer of the impact of movements in foreign exchange rates to price indices.
Finally, there is a statistically significant relationship between the supply shock and
the transfer of the effect of movements in foreign exchange rates to price indices. The
study also recommended the need to take a set of measures to reduce inflation within
the Saudi society. And the need to reconsider the exchange rate of the riyal against the
European euro, as well as oil prices in dollars. The rise in oil prices has a positive
effect on lowering domestic prices. Imports must also be controlled, in terms of
quantity and quality, as well as the size of the money supply, as these are among the
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most important factors that have a direct impact on the rise in domestic prices. As well
as the need to control the quality and quantity of exports, and attention to non-oil
exports as well.

Keywords: Exchange Rates, Foreign Currencies, Dollarization, Inflation, Local

Prices.
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