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Can the real oil price explain real exchange rate
movements? Evidence from emerging Asian countries

Wan-Chen PoO*

Abstract

This paper extends the monetary model of Meese and Rogoff (1988) to demonstrate the
role of the real oil price as a determinant of the long-run equilibrium real exchange rate. The
study is based on the dynamic OLS and new heterogeneous panel cointegration techniques
in that it investigates the relationship between the real interest rate differential, the real oil
price and the real exchange rate for emerging Asian countries. The results indicate that real
oil prices have a significant effect on the real exchange rate in the long run. An increase
(decrease) in oil prices will lead to a depreciation in the currencies of the emerging Asian
net oil-importing (net oil-exporting) countries. The results not only explain the failure of real
interest parity in emerging Asian countries but also show that real oil prices may have been
the dominant source of real exchange rate movements.
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