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Overview
The aim of this paper is to investigate the relationship between Crude Oil Prices and Exchange Rate. The value of the dollar continue to play a key role in the crude oil market both as an international currency that helps to quote the physical and financial contracts and through various macroeconomic channels. These various macroeconomic interactions (Interactions between local petroleum products prices and world oil demand, balance of trade and petrodollar recycling effect...) can explain the variability in the correlation between the real price of crude oil and the dollar during the past decade. As an example the correlation was positive between 2003 and 2004 and negative after 2005. In order to understand the impact of the new energy context characterized by an ever decreasing share of the Us in the world oil demand and an increasing share of emerging counties on the relationship between Crude Oil Prices and Exchange Rates we have built a synthetic exchange rate reflecting the structural changes observed in the crude oil world demand.

We can define our Synthetic Exchange Rate (SER) index as follow:
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where for time t, qj,t represents the real bilateral exchange rate of the currency of country j and wj,t the proportion that country j represents of total oil demand.
The SER retains a weighting that does not represent the share of each country in the US trade, but  the weight of each country in the world oil demand. The countries selected for the SER are either historically large consumers of oil (Japan, US, UK and the Euro Zone area) or emerging countries (Brazil, China & India). In order to examine the relevance of the SER, we test the existence of a long-term relationship between the real oil price and the real effective exchange rate of the dollar over the periods 1995-2010 and 2001-2008, then repeat the test for the real oil price and the synthetic exchange rate over the same periods.
Methods
In order to build the synthetic exchange rate we use monthly data and for Crude Oil prices and oil demand data comes from the US Department of Energy. Our sample covers the period from November 1994 to January 2010. We work with logarithmic series and use series of effective exchange rate of the dollar, the synthetic exchange rate and oil prices deflated by the US consumer price index. We verified the order of integration of our three series using Augmented Dickey-Fuller (ADF) and Philips-Perron (PP) unit root tests, we can conclude that all our series are integrated to order one. We therefore proceed with a trace test using the procedures developed by Johansen (1988) and Johansen and Juselius (1990) to test the long-term relationship between  the series.  Then we build a Vector Error Correction Model (VECM).
Results & Conclusions

The cointegration tests we carried out reveal the existence of a long-term relationship between the Crude Oil Prices and the synthetic exchange rate over the 2001-2008 period. This first result raise the issue of the relevance of the dollar as Currency Benchmark for crude oil. The huge increase of oil demand in emerging countries (most particularly in China) could change the balance of power in the oil market, toppling the hegemony of the dollar as the currency of exchange of crude oil on the world markets.
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