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Abstract

The study aimed to analyze the relationship between inflation and
the returns of the Saudi stock market index using the NARDL
methodology. The study included the period 2013-2017 using monthly
data. The study found that there is a long-term equilibrium
relationship between inflation and the returns of the Saudi stock
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market index. It was an inverse relationship. It also found that there is
asymmetry effect, the market index is affected only by positive
changes in inflation in the long and short term. Moreover, it resulted
that the Saudi economy has reached high levels of inflation, which
negatively affected the Saudi stock market.
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Pairwise Granger Causality Tests

Date: 09/06/18 Time: 20:19

Sample: 2013M01 2017M12

Lags: 2

Null Hypothesis: Obs F-Statistic Prob.
INF POS does not Granger Cause R 45 6.19952 0.0045
R does not Granger Cause INF_POS 0.91775 0.4077
INF_NEG does not Granger Cause R 45 0.08125 0.9221
R does not Granger Cause INF NEG 0.22131 0.8024
INF NEG does not Granger Cause INF_ POS 51 0.14465 0.8657
INF_POS does not Granger Cause INF_NEG 2.19015 0.1234
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ARDL Cointegrating And Long Run Form
Dependent Variable: R
Selected Model: ARDL(3, 2, 0)
Date: 09/03/18 Time: 21:28
Sample: 2013M01 2017M12
Included observations: 44
Cointegrating Form
Variable Coefficient  Std. Error t-Statistic ~ Prob.
D(R(-1)) 0.485687  0.231272  2.100070  0.0428
D(R(-2)) 0.299348  0.166860  1.794011 0.0812
D(INF_POS) 0.005581 0.032373 0.172379  0.8641
D(INF_POS(-1)) -0.080320  0.032467 -2.751081 0.0092
D(INF_NEG) -0.011285 0.008313 -1.357589  0.1830
CaintEq(=1) -1.398681 0.278995 -5.013273  (0.0000

Cointeq = R - (-0.0185*INF_POS -0.0081*INF_NEG + 0.0081 )

Long Run Coefficients

Variable Coefficient  Std. Error t-Statistic  Prob.

INF_POS -0.018509 0.008768 -2.110926 0.0418

INF_NEG -0.008068 0.005596  -1.441717 0.1580
[o4 0.008100 0.011602  0.698142 0.4896

ARDL Bounds Test

Date: 09/03/18 Time: 23:02

Sample: 2013M11 2017M0E

Included observations: 44

Mull Hypothesis: Mo long-run relationships exist

Test Statistic Value k

F-statistic 8.835928 2

Critical Value Bounds

Significance 10 Bound 11 Bound
10% 347 4.14
5% 379 4.85
25% 4.41 552
1% 515 6.36
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