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Abstract

The purpose of this research is to investigate the existence of a causal relationship
between the stock and foreign exchange markets in Indonesia and Saudi Arabia during
the period of 2002-2016. The main test employed in this research is the test of Granger
causality, which will test the causal relationship between Tadawul stock market TASI
and the foreign exchange market SAR in Saudi Arabia, and will test the causal
relationship between Indonesia stock market JKSE and the foreign exchange market
IDR in Indonesia, The result of causality test were as follow: in Indonesian, markets
show unidirectional causality running form JKSE into IDR, this causality relationship
disappear to show an inverse relationship from the foreign exchange IDR into
Indonesia stock exchange JKSE, as result of the global financial crisis in the period of
2007-2008. For the Saudi’s markets the whole sample didn’t show causality in 5%

confidence level except in the period of 2002-2005, this unidirectional causality was
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running from Tadawul stock market TASI into the foreign exchange SAR, as result of
the stock bubble which exploded in 2006, after that period the market show
unidirectional causality running from the foreign exchange rate SAR toward the

Tadawul stock market TASI but in 10% confidence level.

Keywords: Causality, stock markets, forex market, TASI, SAR, JKSE, IDR



