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Summary
A Econometric Study of the Long-Term Equilibrium Relations
between Inflation and Its Determinants in the Gulf Cooperation
Council Countries
The research mainly aimed at analyzing the determinants of inflation

and determining the nature of the relationship between inflation and its
determinants in the short and long term (long-term equilibrium relationship)
through, identifying the characteristics of the time series of the variables
under study by using the unit root, identifying the degree of their integration,
determining the quality of the relationship between inflation And its
determinants through covariance tests and the error correction model,
tracking the effect of each determinant separately in the inflation function,
using the analysis of variance (Variance Decomposition), the most important
results were as follows:

By determining the rank of the common integration of the study variables

through the unit root test KPSS, it was found that some of the study variables
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will remain at the level of them, but they may be / or unstable in the first
differential, that is, the integral of the rank one I (1).
By Conducting co-integration, the results were as follows:

—Domestic inflation itself with a slowing period has a positive and
significant statistical effect on domestic inflation in the Kingdom of
Bahrain, the State of Kuwait, the State of Qatar, and the Kingdom of Saudi
Arabia, but its statistical significance has not been proven in both the

Sultanate of Oman and the United Arab Emirates.

—There is a negative impact of the real GDP on domestic inflation, as an
increase in real output leads of course to a decrease in domestic inflation,
and this is consistent with the economic theory in that it is supportive of
supply versus demand, in both the short and long terms, in both Kuwait and
Saudi Arabia, And the Emirates.

—-The presence of a negative and statistically significant effect of the
effective real exchange rate on domestic inflation in the long run, which
means higher prices of imported goods compared to local commodity
prices, and this results in higher prices locally as the foreign source
transfers (pass-through) the burden of the decline in the value of the
currency The domestic importer and producer, leading to inflationary
pressures, in the Kingdom of Saudi Arabia.

—-The existence of a negative and statistically significant impact of the
nominal effective exchange rate on domestic inflation in the short term, in

the Sultanate of Oman and the United Arab Emirates.

—There is a positive effect in the short term of the excess demand on
domestic inflation, as the increase in the desired output from the actual

leads of course to an increase in domestic inflation, and his morale has been
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proven in the Emirates, while his morale has not been proven in the

Kingdom of Saudi Arabia.

—The presence of a positive statistically significant effect in the short term of
the import unit price index on domestic inflation, and it increases with the
increase in the dependence of domestic consumption on imports (imported
inflation). Its significance has been proven in the State of Kuwait, while its
statistical significance has not been proven in the Kingdom of Bahrain, the
Kingdom of Saudi Arabia, and the United Arab Emirates. .

—The presence of a positive effect in the short term of money supply as a
percentage of GDP on domestic inflation, but its statistical significance was
not proven in the Kingdom of Bahrain, the Sultanate of Oman, and the
United Arab Emirates.

—There is a positive and significant statistical effect in the short and long
term of money supply as a percentage of GDP on domestic inflation.
According to economic theory, the sign of the money supply parameter is
positive for inflation, reflecting the positive relationship (inflation is a

monetary phenomenon), in the State of Qatar.

—The presence of a negative impact in the short term between the recession
and inflation index, which means that the gap between the actual output is
increasing from what is hoped for, which reflects the decline in economic
performance towards recession, and thus the value of the consumer price

index, in the Kingdom of Saudi Arabia, decreases.

—The error correction limit coefficient is negative and statistically
significant, and this means that local inflation and its determinants studied
in the previous functions have a common complement when local inflation
is a dependent variable, which supports this effect in the short and long-

term kinematic models.
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CointEql 0854 | 5 176012 | 0.893603 | 0.970548 | 1.534537 | 0.550074
[- [- [- [- [- [-
3.27167] | 4.79716] | 2.76405] | 3.23786] | 3.39554] | 5.04289]
D(CPI(-1)) 0.535 | 0.469273 | 0.184200 | 0.612711 | 1.135465 | 0.038956
[ [ [ [ [ [
2.00343] | 1.73493] | 0.74531] | 2.17791] | 2.29624] | 0.20079]
D(CPI(-2)) 0.105003
[
0.40412]
D(EXCD(-1)) -0.001
[_
1.89172]
D(IMPUVI(-1)) 0.016 | 0.300838
[ [
0.41709] | 2.17286]
D(M20FGDP(-1)) | 4011 | 1, oo, | 1935748 | 43.19551
[ - [ [
0.71442] | 2.07932] | 0.99937] | 2.62433]
D(M20OFGDP(-2)) 7 249087
[_
0.55807]
D(RGDP(-1)) 0.000392 0.000457 | 0.001974
[- [- [-
3.06239] 3.76520] | 4.08188]
D(NEER(-1)) 0.535889
2.47413]
D(REER(-1)) 0.72%5201
[-
2.43119]
D(CABP(-1)) 0430295 | 0343853 | ., 0c0 | 1137187
[ [ [- [
2.00657] | 1.35006] | 1.07477] | 4.22631]
D(CABP(-2)) 0.109347
0.58221]
@TREND(00) -
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0.323749
0.28250]
EXCD 1.79E-05 | 0.000638
[ [
0.57611] | 2.12802]
M20FGDP 2151437 | 4359667
[- [
3.21218] | 0.19273]
IMPUVI 0.005437 | 0.323435
[ [
0.22164] | 0.75647]
NEER 0.971110
[_
2.08391]
C 0044 | 1353024 | 4oo0s 87.87858
[ [ [- [
0.15859] | 2.09838] | 0.68789] 1.34570]
R-squared 0.602 | 0.719568 | 0.615083 | 0.721538 | 0.713222 | 0.834048
Adj. R-squared 0.421 | 0.592100 | 0.440121 | 0.535897 | 0.490172 | 0.620682
Sum sq. resids 11.302 | 23.97667 | 54.11303 | 131.2145 | 27.45472 | 78.43543
S.E. equation 1.014 | 1.476380 | 2.217964 | 3.818297 | 1.746575 | 3.347396
F-statistic 3.327 | 5.645052 | 3.515517 | 3.886735 | 3.197588 | 3.908994
Log likelihood | -20.652 | 7 1403 | 3396378 | 39.53697 | 28.19622 | 37.11899
Akaike AIC 3.136 | 3.887627 | 4.701621 | 5.817122 | 4.258378 | 5.543410
Schwarz SC 3.430 | 4.181703 | 4.995696 | 6.155129 | 4.650479 | 6.033536
Mean dependent 0.194 0.176471 | 0.100000 | 0.001875 | 0.211176 0076588
S.D. dependent 1.332 | 2.311644 | 2.964199 | 5.604830 | 2.446106 | 5.435072
Determinant resid
covariance (dof | 4660.183 | 2111114. | 0.173190 | 3.170546 | 49645724 | 1648930.
adj.)
Determinant resid | g, 9125 | 370072.4 | 0.030360 | 0564289 | 3899924. | 115119.7
covarlance
Log likelihood | 153 1a49 | 2054702 | 66.78339 | 63.53154 | 225.4878 | 171.4225
Akaike
information 21.46881 | 27.58473 | 11.26863 | 11.06644 | 30.88092 | 24.04971
criterion
Schwarz criterion | 22.89017 | 29.00609 | 12.69000 | 12.27361 | 32.69438 | 25.66713
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cGall Je ANV Ve g ) Sad dighl) gl e

G eanld pdaill o8 el gaall 8 pdocaill (s€e ST rcusSl Algal duudills -
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Variance Decomposition i) ¢l ulaa Jga adudaill Goliil) cilig€a Jalas (£) Jgaa

of CPI
U:‘Ja'm Z\Sl"‘ C\:\Jﬂ\ MJA
Peri IMPUV | M2OFG RG | IMPU | M2OFG
o | SEL| 2D | opp | Pl pbp | wi DP
100. 100.
1 || 0.0 0.00 000 | ‘0| 000 | 000 | 000
2 8%)'5 1354 | 2.83 2.13 523'3 278 | 1832 | 26.57
3 6?%'9 1651 | 982 0.71 5%'2 1%2 16.16 | 15.27
4 53'4 2719 | 1060 | 11.76 5%'2 23(;'5 1302 | 1116
5 435 2814 | 1063 | 12.69 5%'4 2?'3 1140 | 9.88
6 4%'3 2623 | 1085 | 1359 5%'1 317'0 1048 | 826
7 4%2 2442 | 1154 | 1484 5%'4 322'9 937 | 731
8 42'5 2436 | 1217 | 1597 5%'2 3‘24 851 | 6.79
9 43'0 2476 | 1247 | 1674 53'5 35’1'4 792 | 613
10 4%4 2449 | 1267 | 1735 5%'6 361'4 731 | 562
Olas Al daagrad) Ayl ASiaal)
Peri | opy | M2OFG | \eer | casp | cpi | “AB | Reer | RGDP
od DP P
100. 100.
1 || 000 0.00 000 || 000| 000 | 000
2 5‘28 1039 | 2810 | 569 8%'9 1(;'0 000 | 0094
3 5‘;'9 1672 | 2104 | 634 650'8 152'3 1753 | 135
4 | 557 | 1982 | 1949 | 499 | 542|128 3154 | 1.39
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5 | 57| 2086 | 1935 | 505 || 1201 3765 | 151
6 |7 | 2273 | 1818 | 530 | L7112 1 asaa | 159
7 | %% 2391 | 169 | a0 | %714 s001 | 161
8 | 50| 2431 | 1683 | a8 | B[N0 5360 | 163
o |%3°] 2496 | 1647 | ags |20 109 | 5640 | 165
10 | %37 2550 | 1587 | 477 | 07| 10° | se87 | 165
kb ddga Bastiall dual) cijlay)

P(i;i SE.| cpl MZD%FG CABP | SE. | CPI RgD CABP
1 |382| 10000 | 000 | 000 [335|' 7 | 000 | 000
2 |696| 5640 | 3458 | 902 |899 |t | 613 | 470
3 |816| ss52 | 2607 | w7s1 ||| s | 476
4 |830| 5336 | 27.05 | 1860 | ‘71| %7%| 780 | 480
5 |904| 4877 | 3s8 | 1035 | 31| %% | ses | 403
6 |920| 4726 | 3405 | 1860 | L7 || oz | 497
7 | 965 | 4811 | 3304 | 1885 || B0 903 | s03
8 |992| 4975 | 3134 | 1801 | ;%[ %% | 1044 | 506
o | 97| sron | 2027 | 1973 | %3] %0 | 1088 | 510
10 1%5 5175 | 27.88 | 2036 3%'6 8316 1126 | 5.13
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