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Integration Between  Arabic Financial Markets  

Case study of Amman Stock Exchange, Dubai, Abu-Dhabi and Bahrain Stock Markets 

 

Abstract: The study examines financial integration between the share prices of the Amman 
Bourse, Dubai Financial Market, Abu Dhabi Stock Market and Bahrain Stock Exchange based on 
the monthly data of the General Stock Exchange Index and for the period between (2010-2016), 
using the short term causality of L. Granger and the long-term financial integration test used by 
Johansson. To this extent the stock prices’ indexes of the financial markets, the sample of the 
study, were examined using the Pearson correlation coefficient. The study’s hypotheses were based 
on a set of research questions to achieve the concerned objectives. The results showed there is 
financial integration between all these stock markets on the long-term and there was no causal 
relationship in the short-term with the exception of one between the Amman Bourse and the Abu 
Dhabi Stock Exchange.  The study concluded there is a positive correlation between the share price 
indices of the study’s sample (0.83 - 0.14) and this means that there are no appropriate 
opportunities for the investor. The study therefore recommends the development of the relationship 
between the Arab financial markets to support financial integration and to pay greater attention to 
the laws and legislation to serve the financial integration  
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(1) Trace Test: 

Trace (r) = - T In(1 - I)……………….(1) 

(2) Maximal Eigen Value Test: 

max (r, r+1) = - T Ln(1 - r+1)………………..(2) 
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ADF-Fisher Chi-sq PP-Fisher chi-sq 

 Prob  Prob  Prob  Prob 

ADX 0.0424 0.1016 0.0424 0.1016 

BHB 0.0452 0.4259 0.0452 0.4259 

DFM 0.0478 0.3644 0.0465 0.4449 

ASE 0.03423 0.3151 0.0378 0.4307 

ADF PP 

Z=resid 4 0.0000*** 0.0000*** 

Vector Error Correction Estimates 

R-squared 0.581 0.647 0.505 0.580 

Adj. R-squared 0.464 0.548 0.367 0.463 

Sum sq. resids 0.107 0.052 0.032 0.390 

S.E. equation 0.042 0.029 0.023 0.080 

F-statistic 4.977 6.572 3.655 4.959 

Log likelihood 148.735 177.117 196.576 97.658 
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Akaike AIC -3.310  -4.028  -4.521  -2.017  

Schwarz SC -2.770  -3.488  -3.981  -1.477  

Mean dependent 0.002 0.001 0.002 0.001 

S.D. dependent 0.057 0.044 0.029 0.109 

Determinant resid covariance (dof adj.) 0.000000000001110 

Determinant resid covariance 0.000000000000394 

Log likelihood 679.7857 

Akaike information criterion -15.28571  

Schwarz criterion -13.00624  

Pedroni Residual Cointegration Test 

 Trendassumption: No deterministic trend 

Alternative hypothesis: common AR coefs. (within-dimension) 

    Statistic   Prob.    Statistic Prob. 

 Panel v-Statistic -0.347  0.636 -0.347  0.636 

Panel rho-Statistic -7.699  0.000 -7.699  0.000 

Panel PP-Statistic -6.795  0.000 -6.795  0.000 

Panel ADF-Statistic -3.899  0.000 -3.899  0.000 

Alternative hypothesis: individual AR coefs. (between-dimension) 

   Statistic Prob.     

Group rho-Statistic -8.054  0.000     

Group PP-Statistic -8.207  0.000     

Group ADF-Statistic -4.569 0.000     

Pedroni Residual Cointegration Test  

 Trend assumption: Deterministic intercept and trend 

Alternative hypothesis: common AR coefs. (within-dimension) 

  Statistic Prob. Statistic Prob. 

Panel v-Statistic -0.968  0.834 -0.968  0.834 

Panel rho-Statistic -7.122  0.000 -7.122  0.000 

Panel PP-Statistic -7.422  0.000 -7.422  0.000 

Panel ADF-Statistic -4.068  0.000 -4.068  0.000 

Alternative hypothesis: individual AR coefs. (between-dimension) 

  Statistic Prob.     

Group rho-Statistic -6.819  0.000     

Group PP-Statistic -8.017  0.000     

Group ADF-Statistic -4.266 0.000     
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Series: ASE ADX BHB DFM 

Trend assumption: No deterministic intercept or trend 

Newey-West automatic bandwidth selection and Bartlett kernel 

Alternative hypothesis: common AR coefs. (within-dimension) 

  Statistic Prob. Statistic 

Panel v-Statistic -0.188  0.575 -0.188  

Panel rho-Statistic -9.308  0.000 -9.308  

Panel PP-Statistic -7.728  0.000 -7.728  

Panel ADF-Statistic -4.052  0.000 -4.052  

Alternative hypothesis: individual AR coefs. (between-dimension) 

  Statistic Prob.   

Group rho-Statistic -11.129  0.000   

Group PP-Statistic -10.948  0.000   

Group ADF-Statistic -5.566 0.000   

Pairwise Granger Causality Tests 

Null Hypothesis    Obs. 
F-

Statistic 
Prob 

ADX does not Granger Cause ASE 82 2.775 0.069 

ASE does not Granger Cause ADX   1.408 0.251 

BHB does not Granger Cause ASE 82 0.124 0.884 

ASE does not Granger Cause BHB   0.327 0.722 

DFM does not Granger Cause ASE 82 3.558 0.033 

ASE does not Granger Cause DFM   0.422 0.657 

BHB does not Granger Cause ADX 82 1.342 0.268 

ADX does not Granger Cause BHB   0.832 0.439 

DFM does not Granger Cause ADX 82 0.479 0.621 

ADX does not Granger Cause DFM   0.908 0.408 

DFM does not Granger Cause BHB 82 1.166 0.317 

BHB does not Granger Cause DFM   2.588 0.082 

  ASE  ADX BHB DFM 

ASE 
 

1 0.155 0.243 0.14 

ADX 
 

 1 0.547 0.828 

BHB 
 

 
 

1 0.453 

DFM 
 

      1 
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