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HQ sC AlC FPE LR LogL slayy1 853
-0.664054 | -0.579487 | -0.710102 | 9.87e-05 NA 16.13689 0
-8.864343 | -8.526074 | -9.048534 | 2.37e-08 | 291.2223 | 179.3979 1

-10.40893* | -9.816964* | -10.73127* | 4.45e-09* | 65.07664* | 219.5285 2
-10.11692 | -9.271246 | -10.57740 | 5.33e-09 | 8.980554 | 225.6818 3
-9.832526 | -8.733154 | -10.43115 | 6.50e-09 | 8.165751 | 231.9763 4
-9.567211 | -8.214138 | -10.30398 | 8.07e-09 | 7.545608 | 238.6236 5

* indicates lag order selected by the criterion
LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion
SC: Schwarz information criterion
HQ: Hannan-Quinn information criterion
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No root lies outside the unit circle.
VAR satisfies the stability condition.
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0.072952 5.024644 94.90240 0.119511 2
2.284753 5.538134 92.17711 0.214427 4
6.236090 4.900392 88.86352 0.291651 6
9.702695 12.55452 77.74278 0.364578 8
13.96053 22.17991 63.85956 0.433947 10
N aadddl P p ey ) ) 8B 5 A
t

P NY M S5kl 312 3l
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Abstract. This study aims to examine the role of money in the economic activities in the Kingdom of Saudi
Arabia through its impact on non-oil GDP and price level using annual data from 1968 to 2009. To achieve
this objective, the approach of vector-Autoregressive is used to examine the Variance Decomposition and
Impulse Response Functions in the short and long terms. The study finds that money supply as a monetary
instrument has a major role in explaining the variation in the non-oil GDP and price level in both medium
and long terms compared to the short term. Also, the results of the Impulse Response Functions reveal the
ability of money supply shocks to influence the non-oil GDP and price level in the short and long terms.
Although the influence of money on non-oil GDP does not seem to be consistent with the monetary theory
which claims the neutrality of money in the long run, this puzzling result can be attributed to the so-called
“Wealth Effect” of the private sector in Saudi Arabia.

Keywords: Role of Money, Saudi economy, Neutrality of money, Causal relationships, Vector
autoregression (VAR).



