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Fiscal and Monetary Policies Relationship in Saudi Arabian
Economy: An Application of Cointegration and Causality Analysis

Hamad S. Albazai

Economics Department, College of Business and Economics,
King Saud University, Al-Qaseem Branch, Saudi Arabia

{(Received on - 8-4.14135,: accepted for publication on 9-8-1416 A.H.)

Abstract. This paper attempts to analyze the interaciion between fiscal and monetary policies in Saudi Arabian
ecenomy. For this purpose, a variant of Granger causality appreach has been adopted. However, this study tries
to improve upon the existing causality studies by using the new techniques of cointegration and error-
correction modelling. Based on results of the tests conducted, it appears that there exists only short-rua
cavsality running from government expenditure toward money supply (M) without a feedback. This implies
that fiscal policy, as represented by government expenditure, is more powerful while monetary policy, as
represented by money supply (ML), is not independent and therefore it is ineffective. However, this should not
suggest in any way that Saudi monetary authorities cannot contrel money supply for policy purposes. But it
means that the authorities should take account of the possible effects of government expenditure on money
supply when designing monetary policy.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

