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Abstract The main purpose of this paper is to investigate whether stock prices and exchange rates are related to each
other or not. Both the short term and the long term association between these variables are discovered. The study applies
monthly and quarterly data on two gulf countries, including Kingdom Saudi Arabia (KSA) and United Arab Emirate (UAE)
for the period January 2008 to December 2009. The results of this study in the short term found that the exchange rate
influence positively on the stock market price index for United Arab Emirate and there is no association between them for
Kingdom Saudi Arabia. Moreover the study in the long term found that the exchange rate influence negatively on stock
market price index for the United Arab Emirate. While no association between these variables in Kingdom Saudi Arabia.
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1. Introduction

This article aim to examine the association between
exchange rates and stock market price index whiles at the
same time considered a lot of factors, have an impact on
everyday stock prices such as enterprise performance,
dividends, stock prices of other countries, gross domestic
product, exchange rates, interest rates, current account,
money supply, employment, etc[23]. In particular, the
continuing increases in the world trade and capital
movements have made the exchange rates as one of the main
determinants of business profitability and equity prices[22].
The association among stock prices and exchange rates has
preoccupied the brains of economists for the reason that both
of themplay major roles in influencing the development of a
country’s economy. In the recent years, because of
increasing international diversification, cross-market return
correlations, gradual abolishment of capital inflow barriers
and foreign exchange restrictions or the adoption of more
flexible exchange rate arrangements in emerging and
transition countries, these two markets have become
interdependent. Therefore, the varieties of investment
opportunities have been increased by these changes.

Economic theory postulates the important variables in
understanding the behavior of stock prices and predicting the
trends and movements in exchange, rates include interest
rates, inflation, the price level, and money supply and other
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factors. Traditional economic models argue that balance
sheet items of a firm affect by changes in exchange rates
through its competitiveness as expressed in foreign currency
and ultimately, profits and equity.[9],[ 18],[29], and[42] have
found some association between exchange rates and
macroeconomic variables.

Basically, there are two theories that link exchange rates
and stock prices: The traditional approach argues that
currency depreciation will result in higher exports and
therefore corporate profits resulting in higher stock prices in
the short run. According to this approach, the transmission
mechanism is the competitiveness of the firm’s expertise,
resulting in changes in the value of the firm's assets and
liabilities culminating in higher profits and reflecting its
stock prices. This association is attributed to[39]. He argued
that a bad news for Domestic Corporation is a real currency
appreciation, because it will reduce its competitive ability to
export, while a real depreciation enhances its ability to
export in the short run.

Portfolio adjustment approach is another theoretical
argment in the association amid stock prices and exchange
rates. According to this theory, portfolio adjustments
[movements in the foreign capital- inflows and outflows of
foreign capital] occur whenever there is a change in the stock
prices. More foreign capital will attract, if stock prices are on
the increase. However, a decline in the stock prices will
result in diminished corporate wealth leading to the
reduction in the country’s wealth. This may lead to a fall in
the demand for money and monetary authorities reduce the
interest rates to alleviate this situation. When interest rates
are lower (relatively speaking), capital may flow out of the



180 M ahfoudh Hussein Hussein M gammal:

The Effect of Inflation, Interest Rates and Exchange Rates

on Stock Prices Comparative Study Among Two Gcee Countries

country to take advantage of higher interest rates in another
part of the world resulting in currency depreciation.
Therefore, according to Portfolio adjustment theory, lower
stock prices may lead to currency depreciation.

Finally, in order to examine the impact of exchange rates
in the context of stock market prices index. The specific
objectives are to investigate whether the association between
stocks market prices index and exchange rates of KSA and
UAE in short term (monthly) also, to investigate whether the
association between stocks market prices index and
exchange rates of KSA and UAE in long term (quarterly).
The research questions of this study are raised in order to
provide answers to achieve the above-mentioned research
objectives. This study basically focuses whether the stock
market price index might relate to the exchange rates in KSA
and UAE. Is there an association between stock market price
index and exchange rates in KSA and UAE in short term
(monthly)? and, is there an association between stock market
price index and exchange rates in KSA and UAE in long
term (quarterly)?

2. Literature Review

For the past few decades, the association between
exchange rates and stock markets has been given much
attention in the academic literature. Studies have attempted
to determine how one financial market can predict the others
and vice versa. The first study by Franck and[17] examined
the association among stock prices and exchange rates. They
employ six diverse exchange rates and found no association
among exchange rates and stock prices.[2] discovered the
association between changes in the dollar exchange rates and
change in indices of stock prices. He used monthly U.S.
stock price data and the effective exchange rate forthe period
1974-1978. The consequences based on simple regressions,
showed that stock prices and the value of the U.S. dollar is
positively related and this association is stronger in the short
run than in the long run.

Furthermore,[39] examined the impact of numerous
variables (exchange rates, interest rates, and changes in
inflationary expectation) on stock prices. Monthly data used
in this study from nine western markets (U.S., U.K., Japan,
Germany, France, Canada, Netherlands, Switzerland, and
Belgium).the study found depreciation to have a positive but
insignificant influence on the U.S. stock market compared to
change in inflationary expectation and interest rates.[36],
observed the association between exchange rate changes and
price stage modifies in Turkey by employing the Granger
causality tests. While causality examinations are sensitive to
lag selection, as well as, Libly employed three dissimilar
particular methods for optimal lag selection[i.e., an
arbitrarily selected,[20] and the SMAR or subset model auto
regression method of[44]]. He found in the all cases, that
causality runs from price rank modify to exchange rate
changes but there is no feedback causality fromthe exchange
rate to price level changes.

Moreover,[7] found that contemporaneous changes in the
dollar have small authority in explaining abnormal stock
returns. Consequently, they found a lagged modify in the
dollar is negatively connected with abnormal stock returns.
Otherwise, the regression results showed that a lagged
modify in the dollar has explanatory influence with respect
to errors in analysts' forecasts of quarterly earnings.[26]
applied Granger causality tests and impulse answer
occupation for nine Asian countries to inspect the causality
issue. They use daily data for the period January 3, 1986 to
November 14, 1997. The countries included in their study
are Hong Kong, Indonesia, Japan, South Korea, Malaysia,
Philippines, Singapore, Thailand and Taiwan. They found
that exchange rates lead stock prices with positive
correlation in Japan and Thailand. The data from Taiwan
recommends stock prices guides exchange rates with
negative association. No association was found in Singapore
and bi-directional causality was exposed for the remaining
countries.

In line with,[27] look at the association between stock
prices and exchange rates by using Nonlinear Least Square
method. They found that U.S. share price returns comp letely
replicate information conveyed by movements in both the
Japanese yen and the French France following four weeks.
Their consequences, however, recommend a very pathetic
association between the U.S equity market and exchange
rates. They concluded that depreciation in a country's
currency would affect its share market returns to get higher,
whereas an appreciation would have the opposite effect.[6]
engaged cointegration technique to study the long-run
association between stock prices and exchange rates for nine
Asian countries (Malaysia, Japan, Taiwan, Indonesia,
Singapore, Thailand, Korea, Hong Kong, and Philippines).
They utilize monthly data over the period from January 1980
to June 1998. They found the long-run association between
stock prices and exchange rates merely for Singapore and
Philippines. They credited this lack of cointegration between
these two variables to the bias shaped by the “omission of
important variables”. They found cointegration between
stock prices, exchange rates and interest rate for six of the
nine countries when interest rate variable was integrated in
their cointegrating equation.

Although,[33] take the daily close stock market indices
and foreign exchange rates for G-7 countries to examine the
association between stock prices and exchange rates and for
the period from October 1, 1993 to February 15, 1996. They
found that there is no long-run equilibrium connection
between stock prices and exchange rates for each G-7
country. Whereas they found significant relationship one
day’s short-run in certain G-7 countries, there is no
significant correlation in the United States. These results
might be explained by each country’s differences in
economic stage, government policy, expectation pattern,
etc.[30] examine the exchange rates and stock price
relationships for Pakistan, India, Bangladesh and Sri Lanka
using monthly data from 1994 to 2000. The experimental
consequences show that there is a bi-directional long-run
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causality between these variables for only Bangladesh and
Sri Lanka. No associations between exchange rates and stock
prices are found in Pakistan and India.

In the same line,[22] used monthly data for the period
from 1974:01-1998:12 in the United Sates America. The
experimental consequences of the study reveal that S&P’s
common stock price is negatively connected to the exchange
rate.[40] in Cyprus examines the association between stock
prices and macroeconomic factors. He shows by this study
strong association between stock prices and exchange rates.
The cause of this is that Cypriot economy depends on
services (import sector) such as tourism, off shore banking
etc.[21] analyze dynamic connections between stock prices
and four macroeconomic variables for Malaysia and use
monthly data over the period 1977-1998. The empirical
results show that the exchange rate is negatively associated
with the stock prices.

Nevertheless,[15] investigate the dynamic relationship
among stocks and exchange rates for six Asian countries
(Indonesia, Malaysia, Philippines, South Korea, Thailand,
and Taiwan) over the period 1989-2003. According to the
study, these financial variables are not cointegrated. The
result of Granger causality test shows that bidirectional
causality can be detected in Indonesia, Malaysia, Korea, and
Thailand. In addition to, they found that there is an
extensively negative relative between the stock returns and
the contemporaneous change in the exchange rates for all
countries except for Thailand[34] examines the causal
association between stock prices and exchange rates for USA
by using quarterly data over the period from 1960 to 2004.
He found that no causal relationship and no cointegration
among these two financial variab les.

According to,[41] empirically, searches the exchange
rates and stock prices nexus for large-cap and small-cap
stocks by using a Granger causality methodology for the era
1987-2005 in the USA. The consequence of the study found
that there is Granger causality from large-cap stocks to the
exchange rate. However there is no causality for small-cap
stocks. Stock prices and exchange rates are affected by the
similar macroeconomic variables and changes in federal
monetary policy in the USA have a significant effect on the
nature of these associations. In other hand, the nature of the
association between stock prices and exchange rate is changing
over time.[23] chooses the period March 2001-September
2005 to investigate the association between macroeconomic
variables and each day stock prices in Japan. He takes
Japanese stock prices, U.S. stock prices, exchange rate
(yen/U.S. dollar), the Japanese interest rate et cetera. The
investigational consequences exemplify that domestic
interest rate does not influence Japanese stock prices.
Nonetheless, the exchange rate and U.S. stock prices affect
Japanese stock prices. Consequently, the quantitative easing
policy implemented in 2001 has influenced Japanese stock
prices.

Further,[35] examine dynamic linkages between exchange
rates and stock prices by taking the data of seven East Asian
countries over the period 1988 to 1998. The result of study

reveals that there is a bidirectional causal relation to Hong
Kong before the 1997 Asian crises. In addition, there is a
unidirectional causal relation from exchange rates and stock
prices in Japan, Malaysia, and Thailand and from stock
prices to exchange rate for Korea and Singapore. During the
Asian crises, there is only a causal relation from exchange
rates to stock prices for all countries except Malaysia.

However,[16] examined exchange ratesstock price
relations for 13 developing economies using a different time
period for each country. The findings provide evidence to
indicate causality relations for eight economies. While there
is a unidirectional causality from stock price to exchange
rates in the five of them, bidirectional causality is being for
remaining three economies. They also found no causality for
these financial variables in Turkey and this finding is not
consistent with our results. The reason of the difference may
be the time period used.[37] analyze energetic linkages
flanked by stock prices and exchange rate for Turkey by
utilizing monthly data from 1986 to 2006. They found
positive and bidirectional causality between these two
financial variables.

Other research by,[28] investigated possibility of
connections between stock prices and exchange rates in the
emerging economy of Bangladesh. They used monthly
nominal exchange rates of US dollar, euro, Japanese yen,
pound sterling and monthly values of Dhaka Stock Exchange
General Index for the period of June 2003 to March 2008.
They found that there is no cointegrating association
between stock prices and exchange rates. Therefore, Granger
causality test shows that stock prices Granger causes
exchange rates of US dollar and Japanese yen but there is no
way causal association between stock prices and exchange
rates of the Euro and pound sterling.

Prior research by,[10] estimated the effect of exchange
rate on the stock market in Ghana. By taking Treasury bill
rates, money supply, foreign exchange rate, inflation and
trade deficit as independent variables, using Exponential
Generalized Autoregressive Conditional Heteroskedascity
(EGARCH) description that there is a positive association
between the stock market and the consumer price index.
They also found that whenever the inflation rate is higher the
volatility of stock returns also high. Overall their result
shows that the relationship between macro variables and
stock returns are significant.[13] examined the interface
among the stock prices and the exchange rates and inspected
whilst the unpredictability of stock returns influences their
correlation. Weekly data for Malaysia, Indonesia,
Philippines, Korea, Taiwan, and Thailand over the era 2000
to 2008 are used in this study. They found that there are
important price spillovers from stock returns to exchange
rate changes for Malaysia, Korea, Indonesia, Thailand and
Taiwan. Furthermore, as the stock return volatility raises,
and then the correlations becomes higher in Asian emerging
countries except the Philippines.

Notwithstanding,[8] examined the market, Interest rate
and Exchange rate risk effect on the financial Stock returns.
To examine this fact they selected three sectors (Banking,
Financial Services and Insurance) of 16 different countries
including some European countries. They used four-variate
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GARCH-M Model. Their variables were short-term debt
(90-Day treasury Bills Rate) and 10-years Government bond
yield for all the countries. Overall results showed that
interest rate and exchange rate effects common in banking
sector and financial services but in insurance sector interest
rate and exchange rate has limited effect.[24] examines the
association between stock prices and exchange rates in
Mexico by using weekly datastarting fromthe first weekof
January 1989 in the last week of December 2006. The
Granger causality test is used in this study shows that stock
prices lead exchange rates in the short run, and there is no
long run relationship between these two variables.

Moreover,[3] examine the relationship between stock
return, interest rate and exchange rates in Pakistanieconomy.
For this, the data on the short term interest rate, exchange
rate (Rs/US $) and stock market returns (KSE-100) over the
period of 1998-2009 is collected. A multiple regression
model is applied to test the significance of change in interest
rate and exchange on stock returns. The results show that
both the change in interest rate and change in exchange rate
has a significant impact on stock returns over the sample
period.[5] in Pakistan used data from June 1990 to December
2008 to examine the causal association between
macro-economic meters and stock market prices. The
position of macro-economic meters consist of; inflation,
exchange rate, balances of trade and the index of industrial
production, while the stock exchange prices have been
represented through the general price index of the Karachi
Stock Exchange, which is the biggest stock exchange in
Pakistan. The statistical techniques used consist of unit root
Augmented Dickey Fuller test, Johansen’s co-integration
and Granger’s causality test. The study found co-integration
between industrial production index and stock exchange
prices. Nevertheless, no causal association was found among
macro-economic indicators and stock exchange prices in
Pakistan. Which means the performance of macro-economic
indicators cannot be used to forecast stock prices; moreover,
stock prices in Pakistan do not replicate the macro-economic
condition of the country.

Based on the above literature review, the above studies
clearly indicate a strong interest on the association between
the exchange rate and stock prices with the use of different
methodologies and data sets. There is no consensus among
researchers on the empirical validity of the association
between stock prices and exchange rates; however,
suggesting that further research is needed to shed light on
this issue. This interest on whether stock prices and exchange
rates are related has turn out to be additional pronounced
especially after the East Asian crisis. Through what had seen
the crisis-affected countries in turmoil all the stock markets
and currencies. If you are associated with stock prices,
exchange rates and causality run from exchange rates to
stock prices and crises in the stock markets can be prevented
by controlling the exchange rates. In addition, countries can
use this link to attract foreign investment to increase the
portfolio in their own countries. Instead, if the causality runs
from stock prices to exchange rates then the authorities can

focus on national economic policies to achieve stability in
the stock market. If a connection between two years and
market prices, investors can then use this information to
predict market behavior using information from other
market.

3. Hypothesis

3.1. Hypotheses Development

As mentioned above there are two theories that link
exchange rates and stock prices: The traditional approach
argues that currency depreciation will result in higher
exports and therefore corporate profits resulting in higher
stock prices in the short run. In addition, Portfolio
adjustment approach is another theoretical argument in the
association between stock prices and exchange rates.
According to this theory, portfolio adjustments[movements
in the foreign capital- inflows and outflows of foreign
capital] occur whenever there is a change in the stock prices.
Most foreign capital will attract, if stock prices are on the
increase. However, a decline in the stock prices will result in
diminished corporate wealth leading to the reduction in the
country’s wealth. Hence according to these two theories
there are so many studies examine the association between
these two variables and found different results,[2] showed
that stock prices and the value of the U.S. dollar is positively
connected and this association is stronger in the short run
than in the long run[26] found that exchange rates lead stock
prices with positive correlation for Japan and Thailand.[37].
Found positive and bidirectional causality between stock
prices and exchange rate in short run for Turkey.[24] shows
that stock prices lead exchange rates positively in the short
run, and there is no long run relationship between these two
variables. Hence, the following hypotheses are developed.

Hl: There is a positive relationship between stock
market price index and exchange rate in short term.

H2: There is a negative relationship between stock
market price index and exchange rate in long ter m.

3.2. Model and Variables Measurement

The variable's stock market price index as dependent
variable and exchange rate as independent variable used in
this study are derived through a review of literature including:
e.g.[24];[3];[13];[35]; and so many. Therefore some
literature used interest rate and in flation rate as independent
variables and they found relationship between them with
stock market index which including: e.g.[3];[9];[5]; and so
many. Hence, this study will use the interest rate and
inflation rate as control variables. Thus, the following
multiple regression analysis will be used to examine the
association between exchange rate as independent variable
and (interest rate, inflation rate) as control variables with
stock market price index as dependent variable.

SMPI =B0 +B1 ER +B2 ITR + B3 IFR + <.

Where dependent variable is stock market price index
(SMP) that is measured by the average price Weighting. As
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well as exchange rate (ER) in this study used as independent
variable, that is measured by local bilateral spot exchange
rates as domestic currency per US dollar for each time.
Moreover interest rate (ITR) in this study used as one of
control variable that measured by sensitivity of consumer
depositors index. Inflation rate (IFR) is the second control
variables that used in this study this variable measured by
consumer price index. However, in this study will use index
for these markets so the information for these entire variable
was ready in the market.

3.3. Data Analysis

This study will use different statistical tests to examine the
relationship between these two variables. First, the
descriptive statistics will be wused to describe the
characteristics of the sample; these mainly include mean,
median, and standard deviation. Second, linear regression
will be employed to analyze the effect of exchange rates on
stock market index.

3.3.1. Analysis for Short term (Monthly Data)

The analysis ofthis study start by short termdata (monthly)
to investigate whether there is a relationship between stock
market price index and exchange rates over this period and
before using control variables, so the following types of
analysis which used in this study.

3.3.1.1. Descriptive Analysis

This section of this study provides the descriptive results
in which the measure of central tendency and dispersion
appear for each variable. The distributions appear in order to
provide a visual depiction of the distribution of for each
variable. The means provided a measure of central tendency;
the standard deviations provided a measure of variability.

To start with, Table 1 provides the descriptive statistics for
stock market index for both UAE and KSA. The results in
Table 1 indicate that for the meanness of the stock market
indexwas for KSA 6974with minimum and maximum value
about 4414 and 10628, respectively. Whereas the mean of the
stock market of UEA was 4275 with regard to minimumand
maximum, it was 2522 and 6598, respectively. Furthermore,
desperation measured by the standard deviation was 1989 for
KSA and 1625 for UAE. In addition, the descriptive results
indicated exchange rate variable for both countries varied
substantially over the years. The mean of exchange rate for
KSA was 3.74 with minimum and maximum value about
3.73 and 3.77, respectively. While the mean of exchange
rates of UAE was 3.67 with regards minimum and maximum, it
was 3.67 and 3.67, respectively. Moreover, desperation
measured by the standard deviation was .00914 for KSA
and .00121 for UAE.

3.3.1.2. Correlation Analysis

Table 1. Descriptive Statistics for short term

details N Minimum Maximum Mean Std. Deviation
Stock Market
Price for KSA 24 4414.00 10628.00 69748750 1989.99697
Exchange Rate
for KSA 24 373 3.77 3.7462 .00914
Stock market
Price for UAE 24 2522.00 6598.00 4275.0417 1625.89193
Exchange Rate
for UAE 24 3.67 3.67 3.6713 .00121
Valid N (listwise) 24
Table 2. Correlations for UAE in short term
Stock Price UAE Exchange Rate UAE
Pearson Correlation 1 ATA(*)
Stock Market Price index Sig. (2-tailed) . .019
for UAE N 24 24
Pearson Correlation AT4(%) 1
Exchange Rate for UAE Sig (2-ailed) 019 -
N 24 24

* Correlation is significant at the 0.05 level (2-tailed)

Table 3. Correlations for KSA in short term

Stock Price market for KSA Exchange Rate for KSA
Pearson Correlation 1 327
Stock market Price for KSA Sig. (2-tailed) . 118
N 24 24
Pearson Correlation 327 1
Exchange Rate for KSA Sig. (2-tailed) 118 .
N 24 24
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To achieve the study objectives, linear regressions and
Pearson correlation method is used. Linear regressions were
used to indicate the association between variables while
multiple regressions analyze the relationships by allowing
prediction on the relationship between the predictor and the
criterion variable. The next section shows the correlation
analysis then linear regressions are explained.

The Pearson correlation test was conducted to see the
association between the variables. This study attempts to
identify any of the relationships between the stock market
price index with exchange rate, in order to determine the
strength of the relationship between the variables. Moreover,
the Pearson correlation test was conducted to identify the
relationships between the stock market price index with
exchange rate. When the value of the correlation is 0, it
indicates there is no relationship, while a correlation of 1.0
indicates that there is a perfect positive or negative
relationship. In order to, the interpret values between 0 (no
relationship) and 1 (perfect relationship). Furthermore, when
r==0.1to £0.29, the relationship is small, when r==+0.30to
+0.49, the strength is medium while when r is £0.50 and
above, the strength is large.

The results of the relationship between the independent
variables and the dependent variables are shown in table 2.
The result in table 3 indicates that there is a significant
relationship between the stock market price index with
exchange rate for UEA ( r = 0.474, p < 0.05). While the
relationship between Stock market price index and the
exchange rate for KSA was positive but statistically not
significant (r=.32,p =.11).

3.3.1.3. Regression Analysis

In this section, the linear regressions are explained. The
aim of this test is to determine the predictive power of the
independent variables (in this case the exchange rate) toward
the dependent variable (referring to stock market price
index). Linear regression provides the relative contribution
for the independent variable. For example, R? indicates how
well a set of variables is able to predict a particular outcome.
The standard value for R* is 1 which means that there is a
perfect linear relationship between the dependent and
independent variables. On the contrary, R? value equal to 0
indicates that there is no linear relationship between the
dependent and independent variables. Standard multiple
regression also provides an adjusted R?value. “The adjusted R?
statistic ‘corrects’ R? value to provide a better estimate of the
true populations value”.

In this study the adjusted R? for UEA and KSA were 0.189
and 0.067 respectively. To sum up, the result in table below
shows a positive significant relationship between Stock
market price index and exchange rate for UEA (t = 2.522,
p > .01). The result suggests that for each unit increase in
exchange rate, there is an expected increase of Stock market
price index. Moreover, the result in table below shows a
positive relationship between Stock market price index and
exchange rate in KSA (t = 1.625, p > .11).

Table 4. Model Summary for UAE in short term

R Adjusted R Std. Error ofthe
Model R .
ode Square Square Estimate
1 A474(a) 224 .189 1464.17315

Predictors: (Constant), exchange rate UAE

Table 5. Model Summary for KSA in short term

R Adjusted R Std. Error ofthe
Model R Square Square Estimate
1 .327(a) .107 .067 1922.54486

Predictors: (Constant), exchange rate Saudi Arabia

3.3.2. Analysis in Short Term with Control Variables

This study mentioned above that will use interest rate and
inflation rate as control variables to show the relationship on
stock market price index with all these variables in the short
term.

The table above provides the descriptive statistics for
stock market index and the other three variables for KSA.
The results indicate that for the meanness of the stock market
index was 6974with minimum and maximum value about
4414 and10628, respectively as well as desperation
measured by the standard deviation was1989. Whereas the
mean of the exchange rate of KSA was 3.75 with regard to
minimum and maximum, it was 3.73 and 3.77, respectively
and the desperation measured by the standard deviation
was .00914.

In addition, the descriptive results indicated interest rate as
a control variable for both countries varied substantially over
the years. The mean of interest rate for KSA was 4.2417 with
minimum and maximum value about 2.00 and 5.50,
respectively, while desperation measured by the standard
deviation was 1.238. Moreover, the descriptive results
indicated inflation rate as another control variable for both
countries varied substantially overthe years. The mean of the
inflation rate for KSA was 7.4767 with minimum and
maximum value about 3.50 and 11.08, respectively; also,
desperation measured by the standard deviation was
2.73295.

The table above provides the descriptive statistics for
stock market index and the other three variables for UAE.
The results indicate that for the meanness of the stock market
index was 4275with minimum and maximum value about
2522 and 6598, respectively, So the desperation measured by
the standard deviation was1626. Whereas the mean of the
exchange rate of UAE was 3.6713 with regard to minimum
and maximum, it was 3.67and 3.67, respectively and the
desperation measured by the standard deviation was .00121.
Furthermore, the descriptive results indicated interest rate as
a control variable for both countries varied substantially over
the years. The mean of interest rate in UAE was 2.6525 with
minimum and maximum value about 148 and 4.60,
respectively, as well as desperation measured by the standard
deviation was .94659.

In addition, the descriptive results indicated inflation rate
as another control variable for both countries varied
substantially over the years. The mean of inflation rate in
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UAE was 8.90 with minimum and maximum value about
1.56 and 12.30, respectively; also, desperation measured by
the standard deviation was 3.03110.

The results of the relationship between the independent
variables and control variables with the dependent variables
for KSA are shown in table 8. The result in this table
indicates that the relationship between Stock market price
index and the exchange rate for KSA was positive but
statistically not significant (r = .32, p = .11). as well as there
is a significant relationship between the stock market price
index with interest rate for the same country (r = .644, p <
0.01). Moreover, there is also a relationship between the
stock market price index with inflation rate (r = .545, p <
0.01). However, the results show a positive relationship
between all these variables with the same hypothesis what
the study's assumption above and with the previous studies.

The results of the relationship between the independent
variables and control variables with the dependent variables
for UAE are shown in table 11. The result in table 11

185

indicates that there is a significant relationship between the
stock market price index with exchange rate for UEA (r =
0.474, p < 0.05). Otherwise, the results show that the
relationship between Stock market price index and the
interest rate was positive but statistically not significant (r
=.051,p = .812). As well as the same thing happened to the
relationship between stock market index and inflation rate
was positive but statistically not significant (r = .253, p
=.232).

From the table above the predictive power of the
independent variables (exchange rate) and the control
variables (interest rate and inflation rate) toward the
dependent variable (referring to stock market price index).
Therefore, in this study the adjusted R*> for KSA was .494
that means there are other factors influences on stock market
price index country.

From the table above show that the adjusted R*> for UAE
was .339 that means there are other factors influences on
stock market price index in this country.

Table 6. Descriptive Satistics for KSA in short term with control variables

N Minimum Maximum Mean De\S/ti:I.ion
stock price KSA 24 4414.00 10628.00 69748750 1989.99697
exchange rate KSA 24 373 377 3.7462 .00914
interest rate KSA 24 2.00 550 42417 123822
inflation KSA 24 3.50 11.08 74767 273295
Valid N (listwise) 24
Table 7. Descriptive Statistics for UAE in short term with control variables
N Minimum Maximum Mean Std. Deviation
stock market price UAE 24 2522.00 6598.00 4275.0417 1625.89193
exchange rate UAE 24 3.67 3.67 3.6713 .00121
interest rate UAE 24 148 4.60 2.6525 94659
inflation rate UAE 24 156 12.30 89017 3.03110
Valid N (listwise) 24

Table 8. Correlations for KSA in short term with control variables

Sto;kSpArlce exchla(nsg: rate 1ntelr<esstArate Inflation rate KSA
Stock market Pearson Correlation 1 327 .644(**) 545(%%)
price KSA Sig. (2-tailed) 118 .001 .006
N 24 24 24 24
Pearson Correlation 327 1 .686(**) .328
e“hf(nsg; rate Sig. (2-tailed) 118 000 117
N 24 24 24 24
Pearson Correlation .644(**) .686(**) 1 371
interest rate KSA Sig. (2-tailed) .001 .000 .074
N 24 24 24 24
Pearson Correlation 545(%%) 328 371 1
inflation KSA Sig. (2-tailed) 006 117 074
N 24 24 24 24

** Correlation is significant at the 0.01 level (2-tailed)
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Table 9. Correlations for UAE in short term with control variables

“UAE | fcUAE | rteUAp | Mion e UAE
. Pearson Correlation 1 AT4(%) .051 253
stock market price Sig. (2-tailed) . 019 812 232
UAE
N 24 24 24 24
Pearson Correlation ATA(%) 1 -.501(%) -.351
exchange rate UAE Sig. (2-tailed) .019 . .013 .093
N 24 24 24 24
) Pearson Correlation .051 -.501(%) 1 U755(%%)
interest rate UAE Sig. (2-taiked) 812 013 . 1000
N 24 24 24 24
Pearson Correlation 253 -.351 U155(%%) 1
inflation rate UAE Sig. (2-tailed) 232 .093 .000 .
N 24 24 24 24

* Correlation is significant at the 0.05 level (2-tailed)
**Correlation is significant at the 0.01 level (2-tailed)

Table 10. Regression analysis for KSA in short term with control variables

Mode 1 R

R Square

Adjusted R Square

Std. Error ofthe Estimate

749(a)

.560

494

1414.85930

a. Predictors: (Constant), inflation KSA, exchange rate KSA, interest rate KSA

Table 11. Regression analysis for UAE in short term with control variables

Model R R Square Adjusted R Square Std. Error ofthe Estimate
1 .652(a) 425 .339 1321.75550
a. Predictors: (Constant), inflation rate UAE, exchange rate UAE, interest rate UAE
Table 12. Descriptive analysis for KSA in longterm
N Minimum Maximum Mean Std. Deviation
stock price KSA 8 4414.00 9652.00 67492500 2009.90631
exchange rate KSA 8 373 3.77 3.7486 .01281
interest rate KSA 8 275 550 43438 1.07685
inflation KSA 8 425 10.63 74188 273543
Valid N (listwise) 8

3.3.3. Analysis for Long Term (Quarterly Data)

In this, section the study, will analysis the quarterly data
for these two countries KSA and UAE to the same years
2008 and 2009 to show whether the results will be the same
or different.

3.3.3.1. Descriptive Analysis

The table above provides the descriptive statistics for
stock market indexand the other three variables for KSA for
eight quarters of year 2008 and 2009. The results indicate
that for the meanness of the stock market index was 6749
with minimum and maximum value about 4414 and9652,
respectively as well as desperation measured by the standard
deviation was 2009.9. Whereas the mean of the exchange
rate of KSA was 3.748 with regard to minimum and
maximum, it was 3.73 and 3.77, respectively and the
desperation measured by the standard deviation was .01281.
In addition, the mean of interest rate for KSA was 4.3438
with minimum and maximum value about 2.75 and 5.50,
respectively, while desperation measured by the standard

deviation was 1.07685. As well as, the mean of inflation rate
for KSA was 7.4188 with minimum and maximum value
about 425 and 10.63, respectively; also, desperation
measured by the standard deviation was 2.73543.

The table above provides the descriptive statistics for
stock market index and the other three variables for UAE.
The results indicate that for the meanness of the stock market
index was 4113.6 with minimum and maximum value about
2674 and 6596, respectively, So the desperation measured by
the standard deviation was1649. Whereas the mean of the
exchange rate of UAE was 3.6720 with regard to minimum
and maximum, it was 3.67and 3.67, respectively and the
desperation measured by the standard deviation was .00058.
Furthermore, the mean of interest rate in UAE was 2.5375
with minimum and maximum value about 1.56 and 4.32,
respectively, as well as desperation measured by the standard
deviation was .91440. In addition, the mean of in flation rate
for UAE was 8.5113 with minimum and maximum value
about 1.56 and 11.86, respectively; also, desperation
measured by the standard deviation was 3.42231.
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3.3.3.2. Correlation Analysis

Table 13. Descriptive analysis for UAE in long term

N Minimum Maximum Mean Std. Deviation
stock price UAE 8 2674.00 6596.00 4113.6250 1649.02317
exchange rate UAE 8 3.67 3.67 3.6720 .00058
interest rate UAE 8 1.56 432 2.5375 .91440
inflation rate UAE 8 1.56 11.86 85113 342231
Valid N (listwise) 8
Table 14. Correlations for KSA in long term
stock price exchange interest rate Inflation
KSA rate KSA KSA Rate KSA
Stock market price index Pearson 1 549 548 650
KSA Correlation
Sig. (2-tailed) ) 158 159 081
N 8 8 8 8
Pearson
exchange rate KSA Correlation 549 ! ~051 137
Sig. (2-tailed) 158 ] .905 746
N 8 8 8 8
. Pearson 548 -.051 1 272
interest rate KSA Correlation
Sig. (2-tailed) .159 .905 . 515
N 8 8 8 8
Pearson
Inflation rate KSA Correlation .650 137 272 1
Sig. (2-tailed) .081 746 515 .
N 8 8 8 8
Table 15. Correlations for UAE in long term
stock price exchangerate | interest rate inflation rate
UAE UAE UAE UAE
Pearson Correlation 1 -.719(*) -.068 .265
stock price UAE Sig. (2-tailed) . .045 .874 .526
N 8 8 8 8
exchange rate Pearson Correlation -.719(*) 1 .406 .103
UAE Sig. (2-tailed) .045 . .319 .808
N 8 8 8 8
interest rate Pearson Correlation -.068 .406 1 .768(*)
UAE Sig. (2-tailed) .874 .319 . .026
N 8 8 8 8
inflation rate Pearson Correlation 265 .103 .768(*) 1
UAE Sig. (2-tailed) .526 .808 026 .
N 8 8 8 8

* Correlation is significant at the 0.05 level (2-tailed)

Table 16. Regression analysis for KSA in longterm

Model R

R Square

Adjusted R Square

Std. Error ofthe Estimate

1 .908(a)

.824

.692

111631791

Predictors: (Constant), inflation KSA, exchange rate KSA, interest rate KSA

Table 17. Regression analysis for UAE in longterm

Model R

R Square

Adjusted R Square

Std. Error ofthe Estimate

1 797(a)

.635

361

1318.24622

The results of the relationship between the independent
variables and control variables with the dependent variables
for KSA are shown in table 14. The result in table 14
indicates that the relationship between Stock market price
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index and the exchange rate for KSA was positive but
statistically not significant (r = .549, p = .158). Also the
relationship between Stock market price index and the
interest rate was positive but statistically not significant (r
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=.548, p=.159). Moreover, the relationship between Stock
market price index and the inflation rate was positive and
statistically significant (r=.650, p <0.1).

The results of the Correlation between the independent
variables and control variables with the dependent variables
for UAE are shown in table 11. The result in table 11
indicates that there is a significant relationship between the
stock market price index with exchange rate but in the
negative direction for UEA (r = -.719, p <0.05). In addition,
the results show that the relationship between Stock market
price index and the interest rate was negative and
statistically not significant (r = -.068, p =.874). As well as
the relationship between stock market index and inflation
rate was positive but statistically not significant (r = .265, p
=.526).

3.3.3.3. Regression Analysis

Fromthe table above the result shows that the adjusted R?
for UAE was .692. That means there are other factors will
influence on stock prices index in this country.

The table shows that the adjusted R? for UAE was .361
that means there are other factors may affect.

4. Conclusions

The main aim ofthis paper is to investigate whether stock
prices and exchange rates are related to each other or not. By
reviewing the literature relating to the implications of stock
prices, whiles at the same time considered a lot of factors,
have an impact on everyday stock prices such as enterprise
performance, dividends, stock prices of other countries,
gross domestic product, exchange rates, interest rates,
current account, money supply, employment, etc. In order
to provide a better understanding of the association between
exchange rates and stock market price index.

Based on that and after reviewing the findings of the study,
it has been found that there is a significant positive
relationship between stock market price indexand exchange
rate for UEA in the short run. This means that the stock is
respond to the exchange rate as a bad signal for the economy;
the result also showed that the variation of the dependent
variable was explained by the independent variable by 19%
and the variance of the dependent variable was explained by
the independent variables and control variable by 34%. This
means that the results are acceptable.

Therefore, in the long run for UA Ethe study found there is
a significant relationship between the stock market price
index with exchange rate but in negative direction and the
other variables there is no relationship between stock market
price and these two variables (interest rate and inflation).
With regard to KSA, the results showed that the relationship
was positive between stock market price indexand exchange
rate but without statistically significant in the short run.
Moreover, there is no relationship between stock market
index and the other control variables that used. While a
significant relationship with inflation rate in long run. Hence
the result of study is in line with the previous studies. To sum

up, the govemment of KSA and UEA should consider the
exchange rate movement due to the positive relationship
between the exchange rate and the stock market price index. In
addition, for further studies, other economic factors should be
considered such performance, dividends and gross domestic
product (GDP) and other gulf countries should be included.
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