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o ABSTRACT o

This research aims to examine the causal relationship between the inflation rate and the
stock prices in Damascus Securities Exchange (DSE), for determining which is the
dependent variable and the independent variable. Over the period of January 2011 to
December 2017 using monthly data observations.

The causal relationship between the two variables was tested using the Granger Causality
Test, which helps to examine the nature of the causal relationship among time series, while
vector autoregression-VAR model was used to excluding the effect of the self-correlation
between the two variables.

The empirical result concluded that the inflation rate and stock price data series are
stationary and integrated of order one. Then we have applied Johansen procedure to test for
the possibility of a co-integrating relationship. The result displays that there is a
cointegrating relationship between stock prices and inflation rate. The Granger causality
test also indicates that stock prices have a unidirectional causality on the inflation rate.
That means stock prices Granger-cause inflation rate.

Keywords: Inflation Rate, Stock Price, Causality Test, Damascus Securities Exchange,
Vector Error Correction Model.
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.CPI s DWX il glss Cacay 53 (VAR) 13

g VAR(P) zageil cosliall P diaill cilsadll s st iy Gyl G dannd) 28D jaas g 4nle
o ) gas Slsadll o Sl aanyy cCinagily Uad ) zisall a5 Aagmall Clsadl) o il sy 4
) Aol lgadl) dae st dale Dy Apal) Gilags e et LS ol Adull Glaslas Jal€ Plasial
tleie SN Gleglaal) julaa (e 22 e aldeYL (Lag Intervals o Uayy) 5

(Sequential Modified ) LR jlas -

(Final Prediction Error) FPE s -

(Hannan Quinn) HQ jLxs -

Schwarz information criterion SC jlxa -

Akaike information criterion AIC jlxo -

ae) 5 aby sl oylial & LR, FPE, AIC, SC, HQ & Lules dusad & (2) &) Jsaall (e gy
VAR zigai jla) o elpidal)l Jal&il) Ll Gulad vie o850 s e alaeW) & Jdlly . (daial) <l sadl)

ol o Ua) 5558 SLAd) sulea Jgan 1(2) ab) Jea

VAR Lag Order Selection Criteria

lag LogL LR FPE AIC sC HO
0 651375  NA 0020061 1766775 1.82811 1.791288
1 2768512 656.9783 2.75E-06 -7.12766 -6.94366  -7.05413
2 2846745 14.61719 2.49E-06 -7.22828  -6.9216  -7.10571
3 288.0842 6.191221 253E-06 -7.21274  -6.7834  -7.04115
4 298.0149 17.50944 2.17E-06 -7.36881  -6.8168  -7.1482

1.366- C [ C

*

5 31967 37.04166" oo 7g33420% 7.158736* 7.563785*
6 321.8048 3.688301 143E-06 -7.7867  -6.98935  -7.46804
7 3247465 4577799 148E-06 -7.75649 -6.83646  -7.3888
8 3201408 6.82273 147E-06 -7.76686 -6.72417  -7.35015
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* 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
haay) Jlatll cla A o o ly Cald) dae) (a1 jaall

CGsmdl E3as admill Jare G Hide JalS 3sas o Ju 3l saiba sl = (3) W) dsaad) o
Gy ) o aaly ol (b cppsiall G dame ADLe d5a Glo Jug paal) dacajh () e (s 1y
al) alatinly Juadl J<G0 Ve dad ads oS 4l i 1300 Ve pund) g Xt jdad) 1Y jaila o seda
K 1 aal

(Granger Causality Test) 4yl A8Mal) jLad) ilis :(3) a8 Jgaa

Pairwise Granger Causality Tests
Date: 10/11/18 Time: 00:33
Sample: 2010M01 2016M12

Lags:5

Null Hypothesis: Obs  F-Statistic Prob.
LCPIdoes not Granger Cause LDWX 79 1.24374  0.2985
LDWX does not Granger Cause LCPI 416243  0.0023

uany) Gilatl cilasia o sly calll i) ga tjuaal)

A Al @l las) -
ey adnaill Jare C dashall Ja¥) 3 Al WD i il o) ) odlel (3) Ay dsaad) (e Jaadls
O s pdmil) Jane ) Gandl Sise (e Al Ll ALY Dailly aaall dpap by )i Gand)
2 psede e i Goud) S50 (3l {61 (0.0023) 08 Jlialy (4.16243) < F dsloa)
il Jaee (ge 4afi Gau Al dgag dnnd lia) Aagl dpll W oadcall Jae b Alialall oyl
ol it Y asdl) Jame sl O f axall Aump a8 Y o) i Sl L Gaadl S5
3 A AL aa g NG L(0.2985) oya8 Jlaalys (1.24374) F dilas) dad il das cGoudl %

i) Jama () Gonall sise (o Lealad Gouad) lisas adizmill Jane G 2als ol

DAY LAl Jlad) -

JalSll s alatind & (agad) laads adizmill Jaee) cppdtiall o Ja¥) dlish 40315 ADle dpmg (e il
Gl cap @it JalS asag aae Alla 34 Guslun Guilasa 43yl The Co-integration Test &l i)
SVl ehal & diad) JelSill cleaie e yasily cclall e QI bl o Al Ak

.(Trace test — A trace)
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b ) Sland pisas adazmill Jare cp dd) 4D

O oLl (4) ady Jsaall 8 inse s LS Gond) 5505 adnaill Jare g i) JalSll Hlad) Gudas e
oady %5 suse v (Maximal Eigenvalue Test) _aball dedll jlasly (Trace) Y1 laal) milw
canly iisie JalS5 4aie dgass dadl Gl Jsds el il JalSall ania gl asmg axe x5 All5 adall dud
sk )5 ABe 25a dagill 038 2555 L Gl ey kil Jane ( ASLa bk Al 25a Sa Nag
1S5k elay Cumy cdighll Ja¥) 8 el Laganny 0o DS aaiy ¥ il cpda &) M eleiy JaY)

.o e
(ol e lgline
el Jalsil) JLa) il 1(4) a8 Jsan
Date: 10/11/18 Time: 00:25
Sample (adjusted): 2010MO0O7 2016M12
Included observations: 78 after adjustments
Trend assumption: Linear deterministic trend
Series: LDWXLCPI
Lags interval (in firstdifferences): 1 to 5
Unrestricted Cointegration Rank Test (Trace)
Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic Critical Vvvalue Prob.**
None * 0.176441 15.56458 15.49471 0.0488
At most 1 0.005411 0.423209 3.841466 0.5153
Trace testindicates 1 cointegrating egqn(s) atthe 0.05 level
* denotes rejection of the hypothesis atthe 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
Hypothesized Max-Eigen 0.05
No. of CE(s) Eigenvalue Statistic Critical Vvalue Prob.*>*
None * O0.176441 15.14137 14.26460 0.0363
At most 1 0.005411 0.423209 3.841466 0.5153

Max-eigenvalue test indicates 1 cointegrating egn(s) atthe 0.05 level
* denotes rejection of the hypothesis atthe 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegrating Coefficients (normalized by b'™*S11*b=I):

LDWX LCPI
6.389185 -1.267690
1.674759 1.368411

Unrestricted Adjustment Coefficients (alpha):

D((LDWX) -0.017250 O0.002014
DL CPD -0.005828 -0.001003
1 Cointegrating Equation(s): Log likelihood 329.8875

Normalized cointegrating coefficients (standard error in parentheses)
LDWWX LCPI

1.000000 -0.198412
(0.06847)

Adjustment coefficients (standard error in parentheses)

D (LDWX) -0.110215
(0.03637)
DL CPD -0.037237

(0.01459)

E-Views aladiuly Alaayl JLoaV) mild Ao sl Cald) dae) a1 jaaall

8L K) c..il:\.'d\
P VS Gl Al i) (el Sa Al 30die ol ylidly NS (e 2 Loy ddlany) Chlial) <l e ol

c ) Al e Al (ol JY1 @4l
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@l ¥ o el o el el B5al gasa il dllia 3 canls olaSl L ADle 35n5 .2
s admill Joray Jiiall il sa gl slad l5e Bl JGlLy Lagud) el JEge e sl il
cCalall Gy aaly olaSl Aally il yuial

DES o ¥ el cpde ) Ml a1 Slaad Ssas adcaill o JaY) Alisha Al ADle 35ns .3
S deasill 2 LS e Kola agag ilaaV) Jdaill Helal Cun (Jyshall JaY) 8 (el Lagumny e
AL 3 (3ed g el ey adaill Jae oy ASka Aidad 2805 35ms

raluagill

toh Lo Caldl g dald) bl e oLy

e Sland (A dagds SlieV) e 3291 AW GHOU Bded e B o) ey L
ALY agihl Aad) die admil Jaee 8 il

Ve e caiddll e aclis dals dpldiin U8 oylicly Al 3Ll Bded Bew daiti e Jasll .2
Apa¥ls sl L) s PlA e pdail)

sad NV amay WSl Al bl Gld DA (e e admt Jaee e Bliall e Jaadl e 2 Y .3
ctlaal) el il sai Jare pe Apusliie (580 Cumy a8l (pe

Cllyg adozail) Janes Alad) (3h00 (Bdiad (Bsm (3 Aslial) agasl) Hlaad G WD)l Gasdsale) e Jadl) L4
oda Lot Gl Lygall Alal) dagalal Dylai clldg G0 ey Cipall jauS (g AT bl Cilpiie JA) ey
comnd) Ly g Al i)
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