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ABSTRACT

The aim of this paper is to examine the relationship between exchange rate
and macroeconomic variables. A variety of time-series methodologies, unit root
test, cointegration test, and causality test, error correction models, are applied to
investigate the relationship. The empirical results of this study are summarized as

follows:

First, the empirical results of Johensen’s cointegration showed that the
cointegration of exchange rate, M2, CPI and interest rate, which implied there is
a long-run equilibrium relationship among these variables. The increasing of
price will make South Africa’s currency appraicate, but the increasing of money

supply and interest rate will make it deprecate.

Second, according to the results of the error correction model it is
unidirectional running from M2 to exchange rate. There is bi-directional
causality between interest rate and exchange rate, but there is no causality

between CPI and exchange rate.
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