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Integration Vectors Between Saudi Stock MarketIndex
and the American Dow Jones

Saud Al-Mutair
Abstract

The Research aims to study the behavior of Saudi’s stock price index (TASI) after the start of international
financial crises compared with period before the crises. To achieve the goal of the study, the cointegration
between (TASI) and Dow Jones (DJIA) for the two periods was implemented. The causality between DJIA
and TASI was investigated for the two periods. The study used monthly data for the periods from 01/1999to
03/2014 toinclude the time period before international financial crises and after. The study was supported by
daily data from 1/08/2007 to8/15/2008 for the period before the crises which followed bydaily data from
9/02/2008t012/31/2010 for the period through the international financial crises. The cointegration,Granger
Causality and VECM were implemented to test and to determine the long run equilibrium relationship
and the direction of the causality among variables.The cointegration test indicates no existence of long run
equilibrium among variables except for the period after the beginning of international financial crises. The
result of cointegration, the Granger Causality and VECM in the period after the beginning of international
financial crises indicates that TASI is influenced directly by DJIA. The implication of the study indicates
weak opportunities to achieve the benefits of diversification through investment in the American’s stock
market. The result of daily data reinforce monthly data confirming positive causality running from DJIAto
TASI only through the time period of international financial crises.As a result of this study the effect of DJTA
on the index of the stock market of Saudi Arabia has reduced the market efficiency of Saudi Arabia.
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