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Abstract

The purpose of this study is to investigate the causality between stock exchange
market presented by Khartoum Stock Exchange Index (KSE Index), and selected
macroeconomics variables such as money supply, inflation rate, morabaha profit
margin and exchange rate, and to find out the time lag between the changes in the
stock prices and the macroeconomic variables.

The study main hypotheses indicated the existence of causality relationship
between KSE index and the macroeconomics variables, also the changes in KSE
index precede the changes in the macroeconomics variables. To examine the
hypotheses the study applied various tests including Augmented Dickey Fuller
(ADF) test for the unit roots, Johansen — Juselius cointegration test, and Granger
causality test.

ADF test results showed that the time series included in the study were stable at
the first difference, while Johansen — Juselius cointegration test suggested the
existence of a long equilibrium relationship between all the study variables except
inflation rate.

Granger causality test suggested the existence of a unidirectional causality from
KSE index to money supply, inflation rate, and exchange rate with 36 months lag.
In addition to a unidirectional causality from Morabaha profit margin to KSE index
with 36 months lag.

According to the long time lag in the causality between KSE index and the selected
macroeconomics variables, the study recommended to activate KSE via
encouraging and facilitating the companies’ registration process, in addition to
raise the public awareness about the stock market, to update KSE law, to improve
the real investment environment, and to consider the correlation and causality
between the stock prices and the macroeconomics variables in designing and
applying the monetary policies. Furthermore to adopt a clear and a stable policy
regarding exchange rate, Morabaha profit margin, money supply in a way which is
consistent with the macroeconomic policy objectives.



