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ABSTRACT. The objective of this study is to examine the efficiency of Saudi stock market
with respect to monetary policy. The study uses polynomial distributed lags (PDL) and
Box-Jenkins (ARIMA) models to determine the components for anticipated and
unanticipated monetary policy. The study, also, examines the statistical properties of the
time series of the variables. It was found that all variables are difference stationary. Study
results are sensitive to the definition of money and to the expectation generating process.
Using M1 and M2 and PDL, it was found that both anticipated and unanticipated monetary
policy affect market return. Using M3 and PDL or M2 and ARIMA shows that only
unanticipated monetary policy has an effect on market return. Results using sectoral returns
show mixed results. Based on these results, it can be said that the Saudi stock market is
inefficient with respect to monetary policy except for the banking and the industrial sectors.
This warrants further investigation into the nature and causes of these differences.


