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Abstract

In order to determine a major cause of inflation in Saudi Arabia a
monetarist model is develope.d and found to explain little of the observed
pattern of price change. The inadequacy of the monetarist model in
explaining the rate of inflation in Saudi Arabia raises the question as to
whether or not the money supply is an exogenous variable in the country.
If the money supply increases in response to other forces such as industria­
lization, some inflation will be the inevitable result of the structural factors
underlying changes. j

Introduction

One of the most dramatic developments following the OPEC price
increases of 1973-74 has been the balance of payment's position of most
countries. In particular, the balance of payments accounts of Saudi Arabia
.have shown abnormally large surpluses on current account, balanced pri­
marily by a massive accumulation of foreign exchange.

This development has a number of important implications for the
conduct of the government's economic policy, for the balance of payments
in an open economy plays an important role in determining changes in
the stock of domestic money. International reserve inflows, for example,
will increase the domestic stock of money if they are added directly to
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