
  
 

 

Studies in Business and Economics no. 15(1)/2020 

- 223 - 

 
DOI 10.2478/sbe-2020-0017 
SBE no. 15(1) 2020 

 

 

US ECONOMIC POLICY UNCERTAINTY AND GCC STOCK 
MARKET PERFORMANCE 

 

SAEED ABDULLAH 
The University of Arizona, USA 

 
Abstract:  

The study evaluates the effect of economy policy uncertainty of US on gulf cooperation 
council (GCC) countries .  The GCC countries are Saudi Arabia, Qatar, UAE, 
Kuwait, Bahrain and Oman. Granger Causality Tests (GCT) was done primarily to evaluate if 
economy policy uncertainty granger cause on GCC stock market returns. The analysis established 
that oil prices granger cause stock market returns for Saudi Arabia, Kuwait and UAE; the same is not 
true on changes in economic policy uncertainty of US cause on the stock market returns. Changes in 
economy policy uncertainty in US granger causes on stock market returns of Bahrain. On the other 
hand, economy policy uncertainty in US does not cause stock market returns in Qatar, UAE, Kuwait 
and Saudi Arabia. Vector Autoregression (VAR) analysis establishes that economy policy uncertainty 
in US negatively responds to the stock market returns of the GCC countries.  
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1.  Introduction  

 
There has been a booming economic growth among the Gulf Cooperation Council 

countries (GCC). According to institute of international finance (IIF) forecasts, the overall 
economic growth rate in GCC countries is forecasted as 2.3% and 2.7% in 2018 and 2019 
respectively. The positive economic growth is attributed by rise in oil prices and increased 
government spending. According to Duenwald and Tamirisa (2018), increase in oil 
production in the GCC countries the overall economic growth is forecasted at 2.9% in the 
year 2019. The positive economic growth induces strong trade ties between the US and 
GCC countries.  

Furthermore, IIF attests that there is high expectations of nonhydrocarbon growth 
in the GCC countries that will accelerate economic growth to 3.2% by 2020 (Saxena & 

Al Hadrami, 2017). In this case the fiscal positions among the GCC countries are expected 

to incur improvement due to increase in oil production. For this reason, oil prices play a 
significant role in explaining variations in the GCC stock markets. The booming economic 
growth among the GCC countries plays a significant role in enhancing trade ties between 
the US and GCC economies (Aloui, Hammoudeh, & Hamida, 2015). Additionally, 
economic integration among the GCC countries has significantly led to the increase in 
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trade ties with US. According to Boughanmi, Al-Shammakhi & Antimiani, (2016) GCC is 
the most organized and large sub regional trade integration in the MENA region and also 
globally.  The major aim that led to formation of GCC integration in the region was to 
initiate free trade in goods primarily to initiate high levels of cross-national labor and 
mobility in capital.  

Several macroeconomics have documented key roles of spillovers from the US 
economy to the global economy. US economy is the world largest single economy 
(Bjørnland, & Zhulanova, 2018). Evidently, US economy accounts approximately a quarter 
of the global gross domestic product at market exchange rate. Additionally, the US 
economy accounts for a fifth of the global foreign direct investment and more than 33% of 
the market capitalization. According to Gay (2016), confirms that a surge in US growth rate 
substantially affects global economy. The surge can result from application of monetary 
policies to the US economy. In this case, shocks from the US economy are equally 
transmitted to the rest of world economies through three potential ways (Bekaert et al., 
2014). To begin with, fast economy growth in the US economy effectively lifts growth of the 
trading partners through massive import demands and strengthening spillovers embedded 
in the trading acts. Secondly, the act leads to financial market development that in turn has 
positive financial implications to the global markets. US bond and equity markets are 
widely used globally alongside with the US dollar as the globally recognized currency. 
Some of the eminent equity market is between US and UK. According to Ahmed, 
Coulibaly, & Zlate, (2017) provides rich evidence on the contemporaneous spillover effects 
between the USA and UK equity markets. Thirdly, US is the leading gas and oil consumer 
globally. When shocks occur in the US economy ultimately are transmitted to the other 
equity markets.  

Studies confirm that there is a rich history of trading cooperation between US and 
GCC countries. Evidently, the trading relationship dates back to 1700s years when 
Americans seemingly enjoyed commercial activities from the Sultanate of Oman 
(Commins, 2015). The trading activities were sometimes marred with challenges like wars 
in the gulf region. However, formation of international bodies like UN has enabled for the 
restoration. Additionally, formation of gulf council cooperation (GCC) equally enhanced 
trading ties between US and GCC countries.  Oil commodity is another aspect that has led 
to strong trading ties between US and GCC countries. According to Al-Maamary, Kazem, & 
Chaichan, (2017), GCC countries are the greatest oil producers while US is the largest oil 
consumer thus great oil importer from GCC countries. Concomitant to GCC countries 
selling oil and USA purchasing oil, this translates to annual billions of dollars to the both 
parties. This greatly seals the presence of strong economic ties between the US and GCC 
countries.  

Researches have demonstrated effect of macroeconomic variables stock returns 
and on several financial assets in the global market. According to Mahedi (2012), testifies 
for the both long and short term relationships among the various macroeconomic variables 
and stock returns using Johansen Cointegration tests using stock returns from German 
and UK markets. However, this leaves a room to investigate the casual relationships 
among the macroeconomic variables using simple correlation analysis. An empirical study 
conducted by Mohamed Arouri & Christophe Rault & Frédéric Teulon, (2014) confirm that 
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economic policy uncertainty affects stock markets in USA, Europe, China and GCC 
countries. In the study panel data was equally applied to attest for the effect of economic 
uncertainty on the stock markets. In their research they discovered that increase in EPU 
negatively affects the stock returns. 

The primary aims of the study are to evaluate the effect of variations in economic 
policy uncertainty in USA on the stock markets of gulf cooperation council countries 
(GCC). The GCC countries are Saudi Arabia, Kuwait, UAE, Qatar, Bahrain and Oman. 
Secondly, the study evaluates how the stock market of the GCC countries responds to the 
changes in EPU of USA. Thirdly, the study evaluates whether changes in economic policy 
uncertainty may affect the stock market returns of the six GCC countries using granger 
Casuality test.   
 

2. Method and Data 
 

 for the six GCC 
countries are for the period 1/31/2010-8/31/2018 are sourced from Bloomberg. Data for the 
economy policy uncertainty (EPU) are obtained from the official online site of EPU located 
at http://www.policyuncertainty.com.  

The main analysis methodology is time series OLS regression model. The 
response variable is set as stock market of the GCC countries.  On the other hand, the 
explanatory variables included in the analysis are changes in economic policy uncertainty 
of the US and oil prices (Brent). Equations 1 and 2 are the most preferred models for the 
analysis to respond to the study objectives.  

.......................(1)it it itR EPU
 

.......................(2)it it it itR EPU OP
 

Where; 
Rit is the return on a coun  

EPUit is change in USA economic policy uncertainty index in month t 

OPit is the return on oil price index in month t 

it is the error term in the model  
The s control variable primarily to control the effect of 
Oil price effects on GCC stock markets.  
 

3. Results 
 

stock market and the control variable, Oil Price. Table 2 displays correlation analysis for 
the stock market variables and the control variable. Evidently, there is lack of relationship 
among the variables.  The first aspect in the analysis was to check whether the series are 
indeed stationary using ADF tests shown in the appendix section. It was evaluated that the 
series were indeed non stationary and therefore single differencing was therefore 
necessary to make the series stationary before OLS regression models are evaluated.  
The regression models attest for the effect of US economic policy uncertainty to the stock 
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markets for the GCC countries. The F-statistics in the respective time series OLS models 
are used to test whether the fitted models are of good fit for the data. In this regard, 
hypothesis is set as follows;  

H0 1 2 i  
Against 

H1 1 2 i  
The illustration on table 3 displays OLS regression output for the first equation 

where changes in USEPU index is regressed on the 6 GCC stock markets. The analysis 
establishes that Saudi Arabia-(F(1,103)=0.3595), Kuwait-(F(1,103)=1.416), UAE-
(F(1,103)=0.1564), Qatar-(F(1,103)=0.8938), Bahrain-(F(1,103)=0.0662) are statistically 
insignificant at 0.05 alpha level. However, this does not bar the researcher from evaluating 
the effect of the oil prices and changes in US economic policy uncertainty to the respective 
GCC economies. OLS without control variable shows that results for the 6 GCC countries 
are statistically insignificant at 0.05 alpha level.  

US economic policy uncertainty has negative effect on the stock markets for Saudi 
Arabia, Kuwait, UAE, Qatar, Oman and Bahrain. The illustration on table 3 displays the 
effect of USEPU on the various stock market returns. The analysis establishes that the 
coefficients for the models are Saudi Arabia- -0.9708), Kuwait-( =-1.2298), UAE-
( =-0.2626), Qatar-( =-1.8831), Bahrain-( =-0.0347) and Oman-( =-1.5460). 

To control the effect of Oil Price, the stock markets are regressed on the changes 
in US economic policy uncertainty, and oil price returns using equation 2. The illustration 
on table 4 reveals results for Saudi Arabia. has 
coefficients of -3195 (p-value=0.838)) and 28.5026 (p-value<0.010) respectively. Oil prices 
have significant effects at 0.05 alpha level.  Oil prices (Brent) has positive effect on the 

stock market. Table 10 reveals results for Kuwait. The analysis establishes that variables 
USEPU  has coefficients of -1.1182 and 4.8861 respectively. The variables are 

statistically insignificant at 0.05 alpha level. Only oil prices reveal positive effect on Kuwait 
stock market. Based on table 4, the analysis establishes that the 

-0.1639 and 4.3215 respectively on UAE stock market. Table 4 
illustrates analysis on Qatar stock market. USEPU and 
coefficients of -1.4398 and 19.4040 respectively.  The effect of oil prices is statistically 
significant at 0.05 alpha level (p-value=0.062). 
Br -0.0106 and 1.0550 respectively on Bahrain stock market. 
USEPU and oil prices reveals statistical insignificance at 0.05 alpha level (p-value>0.05). 
Lastly, it is established that the variable USEPU has statistical significant effect of -1.3336 
on Oman stock market (p-value=0.0848) at 10% significance level. On the other 

as a positive coefficient of 9.2990 that is 
statistically significant at 0.05 alpha level (p-value<0.010). Basically, OLS results with oil 
prices as control variable for the stock markets Oman, Qatar and Saudi Arabia are 
statistically significant at 0.05 alpha level. On the other hand, OLS results for UAE, Kuwait 
and Bahrain stock markets are statistically insignificant at 0.05 alpha level.  

Vector autoregression analysis is performed to attest how the control and 
explanatory variables responds to the stocks of 6 GCC countries. According to Juselius 
(2006), VAR model is a stochastic model that assist in capturing linear interdependencies 
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in various time series. In the analysis, VAR modelling is applied to capture 
interdependencies among the respective stock markets, the control variable and changes 
in US economy policy uncertainty. The control variable is oil prices (Brent). Results for 
VAR analysis results for the 6 GCC countries are displayed in the appendix. The 
illustrations on tables 23, 24, 25, 26, 27 and 28 reveals VAR results for Saudi Arabia, 
Kuwait, UAE, Qatar, Bahrain and Oman respectively. Evidently, the variab

and Granger Casuality test is 

performed to test whether respective variables have predictive power to the GCC stock 
markets (Bai, Cui, & Zhang, 2018).  Granger Casuality analysis technique is applied to test 
the following hypothesis: 

 
Against; 

 
The stated null hypothesis is rejected when p-value is statistically significant (set p-
value=0.05). The illustration on table 5 reveals granger Casuality analysis for Saudi Arabia 

stock market. The p-

insignificant at 0.05 alpha level. In this case, the stated null hypothesis is not rejected thus 

oil prices and EPU granger causes on Saudi Arabia stock market. Secondly, the 

illustration on table 6 reveals granger Casuality test for Kuwait stock market. Evidently, oil 
prices granger causes on the stock market and also USEPU granger cause on Saudi 
Arabia stock market returns. The illustration on table 7 reveals granger Casuality test on 
UAE stock market. Oil prices granger do not granger cause on the stock market (p-

value>0.05) and likewise to USEPU (p-value=0.183) do not cause on UAE stock market. 

The illustration on table 8 reveals Granger Casuality analysis on Qatar stock market. The 
variables oil prices and USEPU do not granger cause on the UAE stock market returns. 

Furthermore, the illustration on table 9 reveals granger Casuality test for Bahrain stock 
market returns. The variables oil prices and USEPU do not granger cause on the Bahrain 
stock market returns. Lastly, illustration on table 10 reveals granger Casuality test analysis 

on Oman stock market returns. The variables oil prices and USEPU do not granger 

cause on the Oman stock market returns. Since the p-values are statistically insignificant 
at 0.05 alpha level.  
 
Table 1: Descriptive Analysis 

Variables Mean Std. Dev. Obs 

Bahrain 1285.845 132.7379 104 

Kuwait 6522.611 733.6524 104 

Oman 5958.577 682.3126 104 

Qatar 9633.359 1684.787 104 

Saudi Arabia 7403.959 1194.965 104 

UAE 3779.906 946.3606 104 

    

Brent 82.5693 26.70555 104 

 128.2324 35.24104 104 
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Table 2: Correlation Analysis 

  Bahrain Kuwait Oman Qatar 
Saudi 
Arabia 

UAE  Brent 

 1.0000         

Bahrain -0.2176 1.0000        

Kuwait -0.2559 0.4928 1.0000       

Oman -0.1401 0.4332 0.5308 1.0000      

Qatar -0.6095 0.1921 0.1173 0.3688 1.0000     

Saudi 
Arabia 

-0.5518 0.3680 0.4852 0.7704 0.7704 1.0000    

UAE -0.7770 0.2125 0.1359 -0.0333 0.7678 0.6249 1.0000   

          

Brent 0.3957 -0.1076 0.3680 0.3532 -0.2163 0.1185 -0.5578  1.0000 

 
 
Each of the GCC stock market monthly return is regressed on US EPU using a time series 
regression model shown below as: 

 
For n=104: 1/31/2010-8/31/2018 
 
Table 3: OLS Regression Analysis 

Country Coefficient Std. Err. t Sig. R2 

Panel: 2010:M7-2018:M8 (n =104)  

Bahrain -0.03468 0.1348 -0.2573 0.7975 0.000655 

Kuwait -1.2298 1.0333 -1.1902 0.2368 0.013831 

Oman -1.5460 0.78700 -1.9645 0.0522 0.03680 

Qatar -1.8831 1.9918 -0.9454 0.3467 0.008772 

Saudi Arabia -0.9708 1.6191 -0.5996 0.5501 0.003547 

UAE -0.2626 0.6641 -0.3955 0.6933 0.001546 

 
In this case, the analysis applies the variables rily to 
have control over the US stock markets. Each GCC stock market is set as response 
variable and regressed on changes in EPU and oil price returns.  

 
 
Table 4: OLS with Control Variable 

Country Coefficient Std. Err. t Sig. R2 

Panel: 2010:M7-2018:M8 (n =104)     

Bahrain -0.01057 0.1340 -0.0789 0.9372 

0.031887 Brent                      1.05497 0.5874 1.79611 0.0755 

     

Kuwait -1.1182 1.0378 -1.077510 0.2853 0.025083 
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Brent 4.8861 4.5481 1.0743 0.2838 

     

Oman -1.3336 0.76608 -1.74078 0.0848 

0.1054 Brent 9.2990 3.357 2.7697 0.0067 

     

Qatar -1.4397 1.9625 0.7336 0.4649 

0.056778 Brent 19.4040 8.6010 2.2560 0.0262 

     

Saudi Arabia -0.3195 1.5003 -0.2130 0.8318 

0.1611 Brent 28.5027 6.5763 4.3342 0.0000 

     

UAE -0.1639 0.6635 -0.24700 0.8054 

0.023123 Brent 4.3215 2.9077 1.4862 0.1404 

     

 
Table 5: Granger Casuality Test Saudi Arabia 
 

 Null Hypothesis: Obs F-Statistic Prob.  

 DIFFUSEPU does not Granger Cause DIFFSAUDI  101  0.32179 0.7256 

 DIFFSAUDI does not Granger Cause DIFFUSEPU  2.14343 0.1228 

 DIFFBRENT does not Granger Cause DIFFSAUDI  101  1.37395 0.2580 

 DIFFSAUDI does not Granger Cause DIFFBRENT  4.80557 0.0103 

 DIFFBRENT does not Granger Cause DIFFUSEPU  101  1.19929 0.3059 

 DIFFUSEPU does not Granger Cause DIFFBRENT  0.73998 0.4798 

 
Table 6: Granger Casuality Test Kuwait 
 

 Null Hypothesis: Obs F-Statistic Prob.  

DIFFBRENT does not Granger Cause DIFFKUWAIT  101  0.48738 0.6157 
 DIFFKUWAIT does not Granger Cause DIFFBRENT  0.68763 0.5052 

DIFFUSEPU does not Granger Cause DIFFKUWAIT  101  0.41678 0.6604 
DIFFKUWAIT does not Granger Cause DIFFUSEPU  1.75252 0.1788 

 DIFFUSEPU does not Granger Cause DIFFBRENT  101  0.73998 0.4798 
 DIFFBRENT does not Granger Cause DIFFUSEPU  1.19929 0.3059 
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Table 7: Granger Casuality Test UAE 

 Null Hypothesis: Obs F-Statistic Prob.  

 DIFFBRENT does not Granger Cause DIFFUAE  101  0.19730 0.8213 

 DIFFUAE does not Granger Cause DIFFBRENT  0.25080 0.7787 

 DIFFUSEPU does not Granger Cause DIFFUAE  101  0.40465 0.6683 
 DIFFUAE does not Granger Cause DIFFUSEPU  2.73093 0.0702 

 DIFFUSEPU does not Granger Cause DIFFBRENT  101  0.73998 0.4798 

 DIFFBRENT does not Granger Cause DIFFUSEPU  1.19929 0.3059 

Table 8: Granger Casuality Test Qatar 

 Null Hypothesis: Obs F-Statistic Prob.  

 DIFFBRENT does not Granger Cause DIFFQATAR  101  0.95536 0.3883 

 DIFFQATAR does not Granger Cause DIFFBRENT  0.24722 0.7815 

 DIFFUSEPU does not Granger Cause DIFFQATAR  101  1.48142 0.2325 
 DIFFQATAR does not Granger Cause DIFFUSEPU  2.75027 0.0690 

 DIFFUSEPU does not Granger Cause DIFFBRENT  101  0.73998 0.4798 

 DIFFBRENT does not Granger Cause DIFFUSEPU  1.19929 0.3059 

Table 9: Granger Casuality Test Bahrain 

 Null Hypothesis: Obs F-Statistic Prob.  

 DIFFBRENT does not Granger Cause DIFFBARAIN  101  0.10881 0.8970 

 DIFFBARAIN does not Granger Cause DIFFBRENT  0.68772 0.5052 

 DIFFUSEPU does not Granger Cause DIFFBARAIN  101  0.31465 0.7308 

 DIFFBARAIN does not Granger Cause DIFFUSEPU  1.04238 0.3566 

 DIFFUSEPU does not Granger Cause DIFFBRENT  101  0.73998 0.4798 

 DIFFBRENT does not Granger Cause DIFFUSEPU  1.19929 0.3059 

Table 10: Granger Casuality Test Oman 

 Null Hypothesis: Obs F-Statistic Prob.  

 DIFFBRENT does not Granger Cause DIFFOMAN  101  0.86744 0.4233

 DIFFOMAN does not Granger Cause DIFFBRENT  0.29531 0.7450

 DIFFUSEPU does not Granger Cause DIFFOMAN  101  1.15704 0.3188
 DIFFOMAN does not Granger Cause DIFFUSEPU  1.37438 0.2579

 DIFFUSEPU does not Granger Cause DIFFBRENT  101  0.73998 0.4798

 DIFFBRENT does not Granger Cause DIFFUSEPU  1.19929 0.3059
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4. Conclusion 
 

The primary goal of the study was to analyze the effect of changes in economy 
policy uncertainty . The study has applied 
time series OLS regression and vector autoregression analysis. The VAR has 
demonstrated that changes in economy policy uncertainty of US negatively responds to the 
GCC stock market returns. Additionally, Granger Casuality analysis was done to confirm 
whether economic policy uncertainty of US and oil prices granger cause on the GCC stock 
markets. The granger Casuality test has confirmed that changes in economic policy 
uncertainty of US cause the returns on the Bahrain stock market. However, this is not true 
on Saudi Arabia, Kuwait, UAE, Qatar and Oman stock markets. The control variable oil 
prices cause on the UAE and Kuwait stock markets while this cannot be said on Saudi 
Arabia, Qatar, Bahrain and Oman stock markets. The study is important for policymakers 
to better understaind how stock markets react to US policy uncertainty. The finding also 
will help investors in stock markets in the GCC countries.  
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Appendix 
 
Table 11: Saudi Arabia GCC 

 
Table 12: Kuwait GCC Stock Market 
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Table 13: UAE GCC Stock Market 

 
 
Table 14: Qatar GCC Stock Market 

 
 
Table 15: Bahrain GCC Stock Market 
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Table 16: Oman GCC Stock Market 

 
 
Table 17:  Saudi Arabia 

 
 
Table 18: Kuwait 

 
 
 
 
 
 
 



  
 

 

Studies in Business and Economics no. 15(1)/2020 

- 235 - 

Table 19:  UAE 

 
 
Table 20: Qatar 

 
 
Table 21: Bahrain  
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Table 22: Oman 

 
Table 23: Saudi Arabia VAR Analysis 
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Table 24: Kuwait VAR Analysis 

 
 
Table 25: UAE VAR Analysis 
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Table 26: Qatar VAR Analysis 

 
 
Table 27: Bahrain VAR Analysis 
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Table 28: Oman VAR Analysis 

 
 

 
ADF Tests 

 
Figure 1: Bahrain ADF Test 
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Figure 2: Kuwait ADF Test 
 

 
Figure 3: UAE ADF Test 
 

 
Figure 3: Saudi Arabia ADF Test 
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Figure 4: Qatar ADF Test 
 

 
Figure 5: Oman ADF Test 
 

 
Figure 6: USEPU ADF Test 
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Figure 6: Brent (Oil Prices) ADF Test 
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Figure 7: Multiple Line Plot  


