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Objective: For countries whose economies depend on oil prices, the performance
of the stock market, particularly the stock price index, is highly dependent on oil
price fluctuations. This dependency arises due to changes in firms' profit margins,
firms' costs, inflation, interest rates, and other related factors.

Method: This study examines the impact of oil price shocks on stock price
indices in selected MENA countries, with an emphasis on distinguishing
between oil-exporting and oil-importing countries, using a Panel ARDL
model during the 2005-2024 period. The data include variables such as global
oil prices, interest rates, inflation rates, gold prices, governance quality, and
stock price indices.

Results: The long-run estimation results show that, in oil-exporting
countries, an increase in oil prices has a negative and significant effect on the
stock price index, while this relationship is not significant in importing
countries. This finding can be attributed to factors such as Dutch disease, the
structural dependence of oil-based economies on oil revenues, and the
instability caused by price fluctuations. Additionally, the quality of
governance in both oil-exporting and oil-importing countries has a positive
and significant impact on the stock market, confirming the role of institutional
infrastructure in absorbing economic shocks.

Conclusion: Overall, the results of this study emphasize the importance of
reforming economic structures, diversifying revenue sources, and improving
financial institutions in the oil-exporting countries of the MENA region to enhance
the stability and strength of financial markets. These findings can provide guidance
for economic policymakers in the face of global oil market fluctuations.
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Introduction

Stock price fluctuations in MENA region countries, regardless of their dependence on oil
prices, are primarily influenced by domestic structural factors and the quality of governance
institutions. Studies show that financial market depth, informational transparency, and
regulatory efficiency are among the most important determinants of stock price volatility in
this region. For example, more developed financial markets, such as the Dubai and Qatar
exchanges, benefit from stronger regulatory frameworks and easier access for foreign investors
and therefore experience less volatility than less institutionalized emerging exchanges (such as
those in Algeria or Iraq). Furthermore, political stability and the security of property rights
have a direct impact on investment flows and, consequently, on stock price trends. Periods of
political instability have typically been associated with capital flight and sharp declines in stock
market indices.

Some studies classify oil as a credible financial asset (i.e., the financialization of the oil
market). The relationship between oil prices (or their returns) and other financial markets is a
common theme in the literature, with significant emphasis on stock markets. Recent events and
developments in global financial markets have necessitated a re-examination of the dynamics
of the oil price—financial market nexus. Therefore, it can be argued that a deep understanding
of stock markets' dependence on oil price changes has always been valuable for policymakers
in countries heavily reliant on hydrocarbon revenues, such as the Gulf countries.

This study examines the impact of oil price shocks on stock price indices in selected MENA
region member countries, with an emphasis on distinguishing between oil-exporting and oil-
importing countries. For this purpose, a Panel Autoregressive Distributed Lag (ARDL) model
is used for the period from 2005 to 2024.

Method

This research employs the Panel Autoregressive Distributed Lag (Panel-ARDL) approach
to explain short-term dynamics and long-term equilibrium relationships. The choice of this
method over other panel approaches, such as GMM, FMOLS, or VECM, is based on three key
advantages. First, unlike traditional cointegration methods (such as VECM or FMOLS), which
require all variables to be integrated of the same order, the ARDL method remains effective in
the presence of a mix of stationary I(0) and first-difference stationary I(1) variables, thereby
avoiding bias from pre-testing for unit roots. Second, this method, using the Pooled Mean
Group (PMGQ) estimator, allows for heterogeneity in short-term coefficients (due to structural
differences among countries) while assuming homogeneity in long-term coefficients, a feature
more consistent with the economic characteristics of MENA countries. Third, unlike the GMM
method, which requires a very large number of cross-sectional units (N), ARDL demonstrates
better performance and robustness in samples with moderate time-series and cross-sectional
dimensions. This study uses annual data from 14 oil-exporting and oil-importing countries in
the Middle East and North Africa (MENA) region for the period 2005-2024. The variables and
sources are as follows:

e Dependent Variable (PV): Stock market capitalization (the total market value of all listed
companies on each country's stock exchange), extracted from the World Bank
database.

e Main Explanatory Variable (OP): Crude oil price (annual average), sourced from the
U.S. Energy Information Administration (EIA).

e First Control Variable (GP): Data for this variable were collected from the World Gold
Council. Gold acts as a substitute asset and a safe haven against energy market
volatility and plays a significant role in investment portfolio risk management.

e Second Control Variable (GQ): This variable is derived from the World Bank's
Worldwide Governance Indicators (WGI). It is included to control for institutional
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and business environment effects, which are key factors in absorbing exogenous
shocks in oil-dependent countries.

e Third and Fourth Control Variables: These include the nominal interest rate (IR) and the
annual inflation rate (INF) (percentage change in the consumer price index), both
extracted from the World Bank database.

Results

The findings from the PMG Panel ARDL model showed that, in oil-exporting countries,
positive oil price shocks have a significant negative impact on the stock market in the long run.
The mechanism underlying this effect is as follows: the injection of substantial oil-export
revenues into the economy strengthens the real exchange rate and increases the general price
level (inflation) over time. This phenomenon weakens the competitiveness of productive and
non-oil firms, which constitute the main body of the stock market, and reduces their profit
margins. Additionally, the structural dependence of government budgets on unstable oil
revenues leads to volatility in public spending and creates uncertainty in the investment
environment. The combined effect of these factors negatively influences the stock price index.
In contrast, no significant relationship was observed in oil-importing countries, indicating the
relative effectiveness of neutralization policies in these economies.

Indeed, in oil-exporting countries, an increase in oil prices, although it raises foreign
exchange earnings and government financial resources in the short term, can lead to
phenomena such as Dutch disease in the long term. In this situation, increased oil revenues
strengthen the real exchange rate, reduce the competitiveness of non-oil sectors, and increase
dependence on imports, ultimately resulting in reduced economic dynamism and a weakened
capital market. Furthermore, sharp fluctuations in oil prices cause fiscal instability, income
volatility, and weakened investor confidence, especially in countries with weak institutions or
insufficiently resilient financial frameworks.

Conclusions

iversification and Counter-Cyclical Fiscal Rules: Given the confirmation of the long-term
negative effect of oil prices on the stock markets of exporting countries (a sign of Dutch
disease), policymakers should sever the budget's dependence on oil price fluctuations by
strengthening sovereign wealth funds, implementing stringent fiscal rules, and directing
surplus resources toward productive non-oil infrastructure.
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