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The Dynamic Relationship between Macroeconomic Variables and
the General Index of Amman Stock Exchange

Khaled Lafi AL-Naif *

ABSTRACT

This study examined the dynamic relationship between Amman Bourse index and selected macroeconomic
indicators using cointegration analysis, Granger causality, and variance decomposition from January 2000 to
November 2016.

The results indicated that there was a significant positive long-run relationship between stock market index and
money supply. The results also suggested that there were unidirectional short-run relationship between stock
market index and all indicators. Finally, the results of variance decomposition showed that macroeconomic
indicators played a small role in explaining stock market prices index variation in Jordan.

Based on our findings, the study recommends re-evaluating the economic policy adopted by the government’s
decision makers, taking into consideration the nature of causality relationship between index and

macroeconomic variables in the short run.

Keywords: Amman Bourse, stock market index, macroeconomics indicators, Johansen Cointegration, granger

causality test, Jordan.
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