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ABSTRACT 

Despite oil revenues making up 90% of government revenue, Kuwait’s stock market is surprisingly disconnected from oil price movements. This study 

analyzes the relationship between oil price shocks and stock market performance in Kuwait, a major oil-exporting nation sensitive to global oil price 

fluctuations. Using autoregressive distributed lag (ARDL) model and daily data from September 2015 to May 2025, the study investigates both the 

short and long-run dynamics of this relationship, with particular focus on optimal lag effects. The ARDL bounds test reveals no evidence of a long- 

term cointegration between Dubai oil prices and the Kuwait stock market index, suggesting that oil price changes do not exert a persistent effect on 

Kuwait’s equity market. However, short-run results indicate a significantly positive immediate response of stock returns to oil price increases, followed 

by weaker and mixed lagged effects. The findings indicate that investor sentiment and speculative activity may drive short-term stock market reactions 

in Kuwait, while structural features like the presence of a sovereign wealth fund and heavy government involvement limits long-term volatility. This 

study contributes to the understanding of oil-financial market linkages in resource-dependent economies and provides empirical evidence to guide 

policy and investment strategy in Kuwait. 
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1. INTRODUCTION 

The relationship between oil price shocks and the performance of 

stock market has remained the subject of scholarly research. This 

is especially more prominent in economies that are oil-dependent 

and one of such economies is Kuwait (Dizmen, 2021). Reports 

indicate that Kuwait is one of the leading exporters of oil globally 

as it is ranked the 7th largest exporter of crude oil and as of 2022, 

the country accounted for 4.31% of the total global oil exports of 

about $62.6 billion worth of oil (OPEC, 2025). Further, the country 

derives nearly 90% of its government revenue and 60% of its GDP 

from its hydrocarbon exports (Kozhanov, 2024). This significant 

reliance on oil becomes a rational basis for the fluctuations in 

global oil prices to significantly influence the economic stability, 

fiscal policies, and financial markets of Kuwait. In addition, it has 

also been observed that Kuwait stock exchange (KSE) (locally 

named “Boursa Kuwait”) is one of the oldest and largest stock 

market in the gulf cooperation council (GCC) and it is particularly 

sensitive to oil price shocks (Bley and Chen, 2006; Cheikh et al., 

2018). Considering the clear impact of oil on several aspects of 

the Kuwait economy, existing literature has explored the oil-stock 

market nexus in various contexts. However, the specific dynamics 

of these impacts within Kuwait remain underexplored, particularly 

concerning asymmetric effects, sectoral variations, and the role of 

government interventions in mitigating oil price shocks. 

 

The impact of oil price shocks can be driven by several factors 

which are broadly categorized into demand-side factors and 

supply-side disruptions (Kilian, 2014; Omotosho and Yang, 

2024). The demand-side factors include global economic growth, 
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increased utilization of oil for industrial activities, and global 

recessions. The supply-side disruptions cover factors such as 

geopolitical tensions, OPEC decisions, oil production cuts, and 

financial market speculation among others (Kilian, 2008). Each 

of these broad drivers of oil price shocks has distinct implications 

for stock markets in various contexts. To exemplify, supply-side 

disruptions factors such as oil production cuts, may boost oil 

revenues for exporters like Kuwait. This is because when demand 

exceeds supply, prices tend to go up especially in the oil market 

which is sensitive to the demand-supply dynamics. On the other 

hand, demand-side shocks, such as a global recession, may depress 

both oil prices and stock markets simultaneously. These varied 

and probable scenarios are vital for investors, policy makers, 

and governments who actively seek to hedge against financial 

instability induced by oil price volatility. 

 

In line with the above, Kuwait presents a unique context to examine 

the above noted oil price driven financial instability as the Kuwait 

context provides characteristics that warrant deeper analysis. For 

example, unlike more diversified GCC markets such as the United 

Arab Emirates or Saudi Arabia. Kuwait’s stock market is heavily 

tilted towards its banking and petrochemical sector and these sectors 

are directly or indirectly tied to oil price movements (Merza and 

Almusawi, 2016). In addition, the sovereign wealth fund of Kuwait, 

Kuwait investment authority (KIA) plays a key stabilizing role 

by injecting liquidity into the economy especially during market 

downturns (Das, 2009; Bouhmidi, 2024; Alexander, 2025). 

 

This action of the Kuwait Investment Authority produces several 

outcomes. First, it potentially dampens the transmission of oil 

shocks. Second, it reduces the need for austerity measures. Third, 

it maintains the confidence of investors in the economy of Kuwait 

despite external and internal shocks. Despite these measures aimed 

at mitigating the impact of oil price shocks on several aspects 

of the Kuwait economy, the effectiveness of such interventions 

remains empirically contested. Some studies argue that sovereign 

wealth funds can mitigate volatility (Das, 2012; Das and Kumar, 

2021), while others suggest they merely delay necessary market 

corrections (Cherif and Hasanov, 2019). 

 

Furthermore, existing studies on oil-stock market linkages often 

employ linear models and they assume that symmetrical responses 

are the outcome to price changes. However, evidence from other 

oil-dependent markets such as Norway and Russia suggest sharper 

reactions of stock markets to oil price decline than increase (Arouri 

and Rault, 2012). However, whether this asymmetry holds in 

Kuwait, which is an economy where fuel subsidies and government 

spending may cushion negative shocks, remains an open question 

that requires clear empirical evidence to explore. Also, while 

prior research has focused on aggregate market indices, sectoral 

analysis is sparse. As a result of this, industrial and financial 

sectors of Kuwait may respond to oil shocks, therefore we argue 

that lag analysis is essential for a comprehensive understanding. 

In line with the foregoing, this paper fills these identified gaps 

by critically examining the impact of oil price shocks on the 

Kuwait Stock Market, considering the optimal lag effects and 

policy interventions. The findings from the analysis contributes 

to the broader literature on commodity-financial market linkages 

while offering practical insights for investors and policymakers 

in Kuwait and perhaps, other oil-dependent economies that share 

similarities with the economy of Kuwait. 

 

2. LITERATURE REVIEW 

Oil price shocks entail significant and sudden changes in the prices 

of oil prices, and which can arise from fluctuations in demand, 

supply disruptions, and/or speculative trading (Hamilton, 1983; 

2008; Ahmad and Shah, 2024; Bilal et al., 2025). The implications 

of these shocks oil-exporting and oil-importing nations could 

be far reaching. This is because for oil exporting countries, an 

increase in oil prices typically boosts fiscal revenues and corporate 

earnings which can thereby support the performance of the stock 

market of such a country. On the other hand, sharp decline in 

oil prices can strain public finances, reduce investor confidence, 

and trigger market selloffs (Basher et al., 2018; Bashir, 2022). 

By implication, the performance of the stock market in such a 

scenario becomes negatively impacted. Having noted this, the 

transmission mechanisms that link oil prices to stock markets 

include (a) revenue effects, where higher oil prices increase 

corporate profits in energy and related sectors; (b) macroeconomic 

effects, where oil price changes influence inflation, interest rates, 

and government spending, indirectly affecting equity valuations; 

and (c) investor sentiment effects, where oil markets volatility 

leads to risk aversion or speculative behavior from investors 

(Degiannakis et al., 2018; Taghizadeh-Hesary and Yoshino, 2020; 

Dokas et al., 2023; Bouzidi et al., 2024; Kumar and Mallick, 

2024). While these mechanisms have significant impacts, the 

strength and direction of these channels depend on a country’s 

economic structure. In the case of Kuwait, for example, where 

oil dominates the country’s exports and fiscal policy, the revenue 

effect is likely the most direct. However, the intervention of the 

Kuwaiti government may alter the transmission (Shehabi, 2020). 

Despite the above patterns of the impact of oil price shocks, 

literature remains divided on the persistence and magnitude of 

oil-stock market linkages to aspects of economic structures. Some 

scholars have noted a strong co-movement (Kisswani and Elian, 

2017), while others argue that the relationship is time-varying or 

weak (Apergis and Miller, 2009). Either way, these discrepancies 

may be influenced by the methodological differences or failure to 

account for structural breaks, such as the 2014 oil price crash or the 

COVID-19 pandemic. Moreover, most of the arguments emerge 

from evidence obtained from developed or emerging markets, 

leaving a gap in understanding small, oil-reliant economies like 

Kuwait. 

 

Empirical studies on the nexus between oil price shocks and stock 

market have resulted in mixed findings. For GCC markets, Arouri 

et al. (2011) found significant positive effects of oil prices on stock 

returns, particularly in Saudi Arabia and Qatar. Similarly, Mohanty 

et al. (2011) showed that oil price shocks explain a substantial 

portion of stock return volatility in the UAE. However, these 

studies often overlook Kuwait, despite its heavy oil dependence. 

On their part, Castro and Jiménez-Rodríguez (2024) examined 

the impact of the demand-side and supply disruptions of oil prices 

impact real stock returns in Germany, France, Italy, UK, and the 
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USA. This led to the discovery that the impact of these shocks 

on stock returns and volatility does not change even when oil 

inventories are included in the model. Also, the shocks do affect 

stock returns differently when oil inventories are considered, 

highlighting the role of market uncertainty in the oil-stock market 

relationship (Huang et al., 1996; Chen et al., 2014; Demirer 

et al., 2020; He et al., 2022). Finally, the oil prices changes have 

a negative effect on stock returns over medium-term horizons 

because rising oil prices lead to inventory depletion, which hurts 

market performance (Waheed et al., 2018). In short, Castro and 

Jiménez-Rodríguez (2024) contend that while supply and general 

demand shocks behave predictably, oil-specific demand and 

inventory shocks reveal more nuanced effects, with inventories 

amplifying uncertainty and medium-term declines in stock returns. 

 

Studies on emerging oil-exporting economies—especially those 

in the Gulf region—remain relatively limited (Agarwalla et al., 

2021; Fasanya et al., 2021). The relationship between oil prices 

and stock market performance is complicated, particularly in oil- 

dependent economies like Kuwait. Historical evidence suggests 

that oil price fluctuations drive investor sentiment, impacting 

stock prices and market stability (Kim and Vera, 2022; Lee and 

Kim, 2025). While rising oil prices typically generate economic 

surpluses that can be reinvested in sustainability projects, global 

financial markets are now placing increasing value on firms with 

strong Environmental, Social, and Governance (ESG) profiles, 

rewarding them with favorable stock performance (Kruse et al., 

2024). A few Kuwait-specific studies exist but with limitations. 

Fayyad and Daly (2011) following a comparative analysis of the 

relationship stock market returns and oil price shocks in seven 

countries namely Kuwait, UAE, Oman, Qatar, Bahrain, UK 

and USA, discovered that oil prices were a stronger predictor of 

stock market returns after price increases and during the Global 

Financial Crisis (GFC), stock markets reacted more strongly to 

sudden changes in oil prices during the GFC period, and among 

the GCC countries, Qatar and the UAE showed the highest 

sensitivity to oil price changes, while in advanced economies, the 

UK demonstrated the most significant response. This implies that 

the Kuwait stock market showed less response to price changes. 

Boubaker and Raza (2017) argue that Kuwait’s market is less 

sensitive to oil shocks than other GCC markets due to its sovereign 

wealth fund’s stabilizing role. Yet, their analysis does not account 

for nonlinearities or structural breaks. 

 

Additionally, sectoral studies such as Sadorsky (2012) reveal 

that energy and financial stocks react more strongly to oil shocks 

than consumer or industrial stocks. Given Kuwait’s sectoral 

concentration, such disaggregated analysis is crucial but remains 

absent in current literature. In another study, Kisswani and Elian 

(2017) examined the impact of oil price shocks (Brent/WTI) on 

Kuwait’s stock market (2000-2015) using ARDL cointegration and 

Toda-Yamamoto causality tests. The findings reveal a long-run 

negative relationship, with Brent showing bidirectional causality 

and WTI unidirectional. The error correction term indicates rapid 

adjustment (67%) to shocks. The paper concludes that oil volatility 

significantly affects Kuwait’s equity market, highlighting risks 

for investors and policymakers in oil-dependent economies. The 

ARDL approach robustly captures dynamics, though sectoral 

analysis could enhance insights. Furthermore, Alshihab and 

AlShammari (2020) examine the impact of fluctuations in the price 

of oil on Kuwaiti stock market returns. The findings confirmed 

that changes in Kuwaiti stock market returns are only affected by 

crude oil price fluctuations in the short run. Al-Mutairi et al., 2022 

and Kisswani, 2023 investigated the Impact of the COVID-19 

pandemic on Kuwait stock market. The finding confirms a positive 

relation between daily recovery and the Kuwait stock market 

index; there is also a negative relationship between the lock 

down and the days the country was under curfew and the stock 

market. While Al-Kandari et al. (2022) assessment of the impact of 

COVID-19 pandemic on Kuwait stock market sector, yield positive 

effects of pandemic three indices: banks, telecommunication and 

consumer goods. On the other hand, the pandemic negatively 

affected oil and gas, real estate, financial services, basic materials, 

consumer services, insurance. 

 

Overall, these examined studies are indicative that previous studies 

on Kuwait either use dated data, linear models, or aggregate 

indices to examine the impact of oil price changes on stock market, 

thereby failing to capture asymmetries, sectoral dynamics, and 

policy influences. This paper addresses these gaps by employing 

nonlinear models and sectoral decomposition. 

 

3. METHODOLOGY AND DATA 

This paper is predicated upon three theories to explain the 

relationship between oil price shocks and stock market: The 

efficient market hypothesis (EMH) and the discounted cash flow 

(DCF) model, and theory of stock valuation. 

3.1. Efficient Market Hypothesis (EMH) 

The EMH is built on the argument that stock prices are reflections 

of all available market information including the movement of oil 

prices (Fama, 1970; Malkiel, 2005). This reflection takes several 

forms in various market contexts. In the weak form, past price data 

offers no advantage, In the semi-strong form efficiency, markets 

quickly adjust to new oil price information which means that 

shocks should be rapidly incorporated into stock valuations while 

in the strong form, all information, including private, is reflected 

in prices (Fasanya et al., 2021). However, empirical evidence 

from studies undertaken on GCC markets reveal inefficiencies 

which are due to thin trading, limited foreign participation, and 

government interventions (Al-Khazali et al., 2014). In the case of 

Kuwait’s stock market which is characterized by dominance from 

local retail investors and periodic sovereign fund injections, the 

stock market may exhibit delayed or incomplete adjustments to 

oil shocks thereby not being a true reflection or incorporation of 

all market information. It becomes pertinent therefore underpins 

this paper with the argument of this model to determine the extent 

to which stock market reflects oil price volatility. 

3.2. Discounted Cash Flow (DCF) Model 
Discounted cash flow (DCF) model is a method of valuation that 

is deployed to estimate the value of an investment based on its 

expected future cash flow (Laitinen, 2019). It accounts for the time 

value of money by discounting future cash flows back to present 

value. As it relates to the focus of this paper, the DCF model links 
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stock prices to future cash flows, which are influenced by oil prices 

in energy-dependent economies. This implies that rising oil prices 

increase the expected earnings for oil firms on the stock market 

thereby lifting their valuations, while a decline in oil prices reduce 

their profitability and equity prices and this also impacts on the 

performance of the stock market (Jones and Kaul, 1996). This is, 

however, not always the case as this relationship may be nonlinear. 

For instance, if oil price drops are perceived as temporary (e.g., due 

to OPEC cuts), the long-term cash flows of firms may remain 

stable and as a result dampen stock market declines. Contrarily, 

sustained low prices may trigger severe selloffs which could result 

in increased stock earnings and value (Henriques and Sadorsky, 

2011; Difiglio, 2014). In essence, The DCF model provides the 

theoretical framework for this paper to analyze how oil price 

shocks affect Kuwait’s stock market by linking changes in expected 

corporate cash flows to equity valuations. 

 

3.3. Stock Valuation Theory 
The theory of stock valuation (Bakshi et al., 1997; Bakshi and 

Chen, 1997; Bakshi and Chen, 2005) argues that the price of a 

stock reflects the present value of its expected future cash flow, 

and which is usually discounted by a proper rate (Kisswani and 

Elian, 2017). This framework, rooted in the Dividend Discount 

Model (DDM) and Discounted Cash Flow (DCF) analysis, 

assumes that a rational market is one in which investors price 

assets based on fundamental factors like earnings, growth 

prospects, and macroeconomic conditions. However, critics 

argue that this theory oversimplifies market behavior as it ignores 

behavioral biases, speculative bubbles, and short-term noise that 

often drive stock prices (Liao and Errico, 2023). In any case, 

external shocks such as oil price fluctuations may significantly 

disrupt cash flow expectations by altering production costs, 

inflation, and interest rates. For oil-dependent economies like 

Kuwait, these shocks are particularly pronounced, as oil revenues 

directly influence fiscal stability and corporate profitability. The 

paper uses this theoretical foundation to argue that oil price 

volatility transmits to stock returns through macroeconomic 

channels. In essence, the theory of stock valuation serves as the 

paper’s theoretical framework by establishing the mechanism 

through which oil price shocks affect equity markets since oil 

price shocks tend to distort expected cash flows and discount 

rates, thereby shaping investor behavior and stock returns in 

Kuwait’s oil-reliant economy. 

 

Consequently, the study follows the model of Elian and Kisswani 

(2018) who studied the long-run cointegrating relationship 

between oil price changes on stock market returns in emerging 

market considering Kuwait as a case study using daily data, the 

authors expressed their model in a linear function as; 

For this study, we considered the stock market index closing prices 

as our dependent variable and the Dubai Oil Price as a proxy for 

oil price. The model for this study is therefore expressed as; 

 

SM
t 
= β

0 
+ β

1 
DOP

t 
+ ε

t 
(2) 

SM
t 

is defined as Stock Market Closing Price, DOP
t 

is Dubai 

oil price, and ε
t 
is the error term. β

0 
is the intercept and β

1 
is the 

coefficient of the independent variable (oil price). To analyze oil 

price shocks impact stock market returns, different from Elian and 

Kisswani (2018) model, oil price is decomposed into positive and 

negative changes in oil price. 

 

To empirically analyze the impact of oil price shocks on stock 

market performances in Kuwait, it is important the data are 

subjected to preliminary tests such as the long-run cointegrating 

test and unit-root test. Before carrying out the long run 

cointegrating relationship test among the variables, it is important 

that the data employed in this study are subjected to stationary test 

at first to ensure none of the variables are stationary at second order 

of integration [I (2)]. According to Herranz (2017), unit root tests 

(URTs) evaluate the null hypothesis that a time series has a unit 

root. In the context of a driftless AR(1) model (x
t 
= ∅

1 
x

t-1 
+ ε

t
), 

this means testing whether ∅1 = 1 under the null hypothesis. The 

alternative hypothesis is typically that the process is stationary, 

with |∅1 |<1. However, in our analysis, we broaden the alternative 

to ∅1 ≠ 1, which also encompasses non-stationary but explosive 

time series characterized by |∅1 |>1. 

 

When the null hypothesis in the AR (1) model is extended to 

include an interception and a linear trend, the model is expressed 

in a one-dimensional state-space model as; 

 

x
t 
= ∅

1 
x

t-1 
+ ε

t
, 

y
t 
= β

0 
+ β

1 
t + ε

t
, 

∅
1 

= 1 

On the other hand, rather than modeling the intercept and trend 

within a state-space framework as said in equation 3, incorporating 

the trend directly into the AR equation for the null hypothesis 

would lead to quadratic time trends in the level series. Therefore, 

the equation is re-written as; 

 

x
t 
= ∅

1 
x

t-1 
+ β

0 
+ β

1 
t + ε

t
, 

∅
1 

= 1 

If x
t 
= 0, solving for the recursion using the Faulhaber’s formula, 

R
t 
= β

0 
+ β

1 
P

t 
+ ε

t 
(1) x(t) will be expressed in an equation that includes a quadratic time 

trend component. The x(t) equation is expressed as; 

R
t 
is defined as stock market return, P

t 
is nominal spot oil price, 

and ε
t 
is the error term. Hence, they measured all the variables in 

logarithm and used nominal oil price as data for consumer price 

index are not available. For the nominal oil price, they measured 

 

xt = 0t + 1 

 

 t(t +1) 
+ 

2 

 

t 

i=1 i 

 

(5) 

oil price using Brent Oil Price and West Texas Intermediate (WTI) 

oil price. 

For the alternative hypothesis, it follows an AR (1) process with 

ϕ₁ ≠ 1. When |ϕ₁| < 1, this implies a stationary I (0) process. For 

 
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p 

p 

a standard unit root method (such as the Augmented Dickey 

Fuller (ADF) and Philips Perron (PP) methods), this hypothesis 

is adopted to accept that a variable is stationary. However, in a 

situation where |ϕ₁| > 1, the process is assumed to be explosive 

and highly non-stationary. Replicating equation 6, the alternative 

hypothesis equation is written as. 

the rate at which the independent variables can correct deviations 

in the dependent variable considering a time lag. 

3.4. Data Used 
To examine the impact of oil price shocks on Kuwait stock market 

performances, the daily data of Kuwait Stock Market closing 

index and Dubai oil price are considered from 1st September 2015 

x
t 
= ∅

1 
x

t-1 

 

y = β + β 

+ ε
t
, 

t + ε , 

to 31st May 2025. The daily data is examined to know how stock 

market returns react to daily changes in oil price. This study uses 
Dubai crude oil prices (also known as Dubai Fateh) for the oil 

t 0 1 t 

 

∅
1 

≠ 1 

For the lag selection, the Akaike information criterion (AIC) 

is employed for the purpose. According to Liew (2004), the 

AIC and final prediction error (FPE) are superior in use for lag 

selection for small observations ranging between 60 and below. 

For this study, the number of observations is 63, therefore, 

AIC is suitable for the optimal lag selection. The AIC and FPE 

according to Liew (2004) are suitable for this sample size as 

they reduce the risk of underestimation while increasing the 

likelihood of identifying the true lag length. The model is 

presented 

AICp =−2T [ln(ˆ 2 )] + 2 p 

price variable, unlike the vast majority of papers that use West 

Texas Intermediate (WTI) or Brent oil prices, Because Dubai crude 

benchmark is the primary crude oil loading from GCC region, 

and more volatile and reflective to regional economical elements 

(Alawadhi and Longe, 2024). Oil prices obtained from the energy 

information administration (EIA) using daily frequency of Dubai 

crude prices is denominated in US dollars, while Kuwait stock 

market closing index is sourced from Kuwait stock exchange. 

 

4. EMPIRICAL RESULTS AND FINDINGS 

The study follows the analysis process specified from the model 

specification. At first, we considered the unit root test to establish 

the stationarity result of the variables considered in the study. The 

augmented dickey fuller (ADF) and Phillip-Perron (PP) test were 

FPEp =ˆ 2 (T − P)−1 (T + P) (7) 
considered (Dickey and Fuller, 1979; 1981; Phillips and Perron, 1988). 

 

4.1. Unit Root Test 
Equation 7 represents AIC and FPE models where T is sample 

size, ˆ 2 is the finite variance and p is the appropriate lag length. 
Having established the stationarity level of the variables from 

the unit root tests, the long-run cointegrating relationship is 

examined to ascertain the variables have a long-run cointegrating 

relationship. For this purpose, the ARDL Bounds test is employed. 

The ARDL equation is stated as 

 
p q 

For the unit root test, we considered the two-tail hypothesis 

for the test. The null hypothesis for the unit root test is stated 

as Y
t 

= (H0: β = 0), while the alternative hypothesis is written 

as Y
t 

= (H0: β < 0). In this specification, the adjustment speed 

parameter (β) is assumed to operate continuously and at a 

constant rate, irrespective of the magnitude of the deviation from 

equilibrium. The ADF test is performed both with and without a 

trend component (Elian and Kisswani, 2018). The unit root test 

is also considered to reveal the mean reverting capacity of the 

SMt = 0 + iSMt −i +iLDOPt −i + t (8) variables in the long-run. 
i=1 i=1  

From the result in Table 1, it is estimated that the variables are 

Δ is the operator differences, p and q are the length of lags applied 
on the variables and μ

t 
is the serially uncorrelated error term. The 

coefficients explain the impact of the oil price variables on Kuwait 

stock market. ecm
t–1 

is the error correction model which explains 

stationary after first order of integration (I[1]) consider with 

and without trend at 1% significance level. This implies that the 

variables are not stationary at levels ([I(0)]), and their deviations 

do not mean reverting in the long-run. Therefore, there is a need 

 
Table 1: Unit root test results 

Stationarity  ADF  

 SM  DOP 

 No trend With trend  No trend With trend 

Level 1.648 −1.619  0.257 −1.270 
 [10] (0.975) [10] (0.774)  [10] (0.757) [10] (0.885) 
1st difference −7.087 −7.300  −6.580 −7.145 

 [10] (0.000)*** [10] (0.000)***  [10] (0.000)*** [10] (0.000)*** 

PP 

Level 1.611 −1.642  0.198 −1.313 
 [10] (0.973) [10] (0.765)  [10] (0.740) [10] (0.875) 

1st difference −7.093 −7.304  −6.603 −7.138 

 [10] (0.000)*** [10] (0.000)***  [10] (0.000)*** [10] (0.000)*** 

The brackets [] contains the optimal lag values selected using the AIC, and () contains the probability values. ***Implies that the probability values significance level at 1% 
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for long-run cointegrating estimation which the ARDL test is 

adopted for. 

 

4.2. Long-Run Cointegrating Test 
The null hypothesis of the ARDL bounds test is stated as no 

long-run cointegration between the variables if the F-Statistic is 

less than both the upper and lower bounds class (i.e., β < I[0] and 

I[1]). The alternative hypothesis is stated as there is a long-run 

cointegrating relationship between the variables (Stock Market 

returns and Oil Price in Kuwait), if the F-statistic is greater than 

the lower and upper bounds class (i.e., β > I[0] and I[1]). The 

ARDL Bounds test result shows that the F-statistic is less than 

both the lower and upper bounds at all significance levels. This 

implies that there is no long-run cointegrating relationship among 

the variables (stock market returns and oil price) in Kuwait. The 

implication of this is that, in estimating the impact of oil price 

shocks on stock market returns in Kuwait, only the short-run result 

will be reported. The error correction coefficient is rightly signed 

with a lower negative sign of 0.19 but insignificant, which implies 

a lower rate of convergence to equilibrium in the long-run. The 

ARDL test result is presented in Table 2 below. 

 

4.3. ARDL Short-Run Estimate of Oil Price Shocks 
Impact on Stock Market Returns 
The ARDL short-run results are presented in table 3. For the short- 

run impact of oil price shocks on stock market returns in Kuwait, 

an optimal lag of 3 was selected by the AIC. This indicates that 

the study accounts for the impact of shocks in oil prices within 

4 days. From the result, it is established at the immediate, oil price 

shocks impact on stock market returns is positive and significant. 

That is, a 1% change in oil price, stock market returns increase 

by 97% immediately after the changes in oil price in Kuwait. At 

lag one, the impact of oil price remains insignificantly positive 

on Kuwait stock market returns. However, the magnitude of the 

positive impact is less than the immediate impact at time lag zero. 

The implication of the result is that, for a 1% change in oil price, 

there is about 2.5% increase in Kuwait stock market returns. 

In the 2nd day, following the result at an optimal lag of two, the 

result shows that oil price impact on Kuwait stock market returns 

is negative but insignificant. The implication of this is that a 1% 

 
Table 2: ARDL cointegration bounds test 

K Lags F-statistics 

1 (2,2) 1.76 

Bounds critical value (%) Lower bound Upper bound 

1 8.74 9.63 

5 6.56 7.3 

10 5.59 6.26 

The lags are determined by the akaike information criterion (AIC)  

 
Table 3: Short-run ARDL estimation results 

 Variable  Coefficient  Standard error  t-statistic  Probability*  

LSM
t-1 

−0.006 0.035 −0.162 0.872 

LSM
t-2 

0.009 0.035 0.258 0.797 

LDOP
t 

0.971*** 0.020 48.011 0.000 

LDOP
t-1 

0.025 0.028 0.872 0.384 

LDOP
t-2 

−0.014 0.028 −0.494 0.621 

LDOP
t-3 

0.016 0.020 0.804 0.422 

The lags are determined by the AIC optimal lag selection. ***Implies significance level at 1% 

change in oil price brings about a 1.4% decrease in stock market 

returns. This could be due to a decrease in investor sentiment in 

the Kuwait stock market. Considering the result at an optimal lag 

of 3, the result shows that the impact of oil price on the Kuwait 

stock market returns is insignificantly positive. This implies that 

the stock market regains a positive investor sentiment in the returns 

on investment in the Kuwait economy. 

 

The empirical results of this study reveal that there is no long-run 

cointegration between oil prices and the Kuwait stock market, 

confirming the transient nature of oil price impacts on Kuwait’s 

equity market. This finding diverges from Elian and Kisswani 

(2018), who found a significant long-run relationship using Brent 

and WTI prices for the period 2000-2015. The divergence may 

reflect structural shifts post-2015, including COVID-19, changes 

in global oil dynamics, and increased intervention by Kuwait’s 

sovereign wealth fund, which buffers the economy from persistent 

oil price volatility. 

 

In contrast to the absence of a long-term relationship, the study 

finds a strong and statistically significant positive impact of oil 

price shocks on stock returns in the short run. This aligns with 

Arouri et al. (2011) and Arouri and Rault (2012) who found 

positive short-term effects of oil prices on GCC stock markets, and 

with Mohanty et al. (2011) who saw that oil prices significantly 

contribute to stock return volatility in oil-dependent GCC 

countries. However, unlike the UAE and Qatar, where responses to 

oil shocks were more consistent, Kuwait’s market shows a mixed 

pattern across lag periods, likely due to delayed investor reactions 

and policy smoothing mechanisms. 

 

The positive but diminishing effects across lag periods (1-3 days) 

suggest that Kuwait’s market reacts immediately to oil shocks, but 

this effect loses strength quickly. Fayyad and Daly (2011) similarly 

observed that Kuwait had lower responsiveness compared to its 

GCC peers, attributing this to the stabilizing effect of government 

policy and limited market depth. These findings are reinforced by 

Boubaker and Raza (2017), who noted that Kuwait’s sovereign 

wealth fund may reduce the market’s exposure to oil volatility. 

 

Additionally, sectoral sensitivity could explain the variation in 

impact over time. Studies by Sadorsky (2012) and Basher et al. 

(2018) emphasize that financial and energy sectors are particularly 

responsive to oil price changes. According to Alotaibi (2024) 

Kuwait’s stock market, being highly concentrated in these sectors 

expected to mirror this sensitivity. However, without disaggregated 

data, the precise sectoral transmission cannot be verified in this 

study, pointing to an important avenue for future research. The 

absence of long-run cointegration is also theoretically consistent 

with the Efficient Market Hypothesis in a semi-strong form, 

which posits that markets quickly absorb added information. Yet, 

the empirical evidence of lagged effects and mixed responses 

suggests that the Kuwait market may exhibit inefficiencies due to 

thin trading, limited foreign participation, and high government 

involvement, consistent with (Al-Khazali et al., 2014). 

 

The study’s use of optimal lags enhances the understanding 

of short-term dynamics and highlights that the market’s initial 



Alawadhi and Longe: Examining the Dynamic Relationship between oil Prices and Stock Market: New Evidence from Kuwait 

23 International Journal of Economics and Financial Issues | Vol 16 • Issue 1 • 2026 

 

 

response to oil price shocks is robust, but confidence or reaction 

decays over a few trading sessions. This nuance was not captured 

in earlier studies using monthly or quarterly data (e.g., Elian and 

Kisswani, 2018), underscoring the methodological value of high- 

frequency data in oil-stock market analyses. 

 

This study’s results are also consistent with broader macroeconomic 

findings of (Omotosho and Yang, 2024) and (Bouzidi et al., 

2024; Bouzidi and Nefzi, 2024) observed that oil shocks have 

asymmetric and lagged effects on macroeconomic indicators in 

oil-exporting nations. Although the current study does not explore 

asymmetry directly, the variation in lagged coefficients suggests 

similar underlying behavioral patterns, where markets take time to 

process macro shocks, particularly in the presence of government 

intervention. 

 

Finally, the results confirm the mixed nature of investor sentiment 

and speculative behavior in Kuwait’s equity market. As outlined 

by (Degiannakis et al., 2018; Taghizadeh-Hesary and Yoshino, 

2015; 2020), oil price volatility often triggers short-term market 

reactions based on perceived risk and return expectations. In 

Kuwait’s context, this may be exacerbated by the market’s narrow 

investor base and relatively low diversification, making it more 

reactive but less predictable over longer horizons. 

4.4. Sensitivity Analysis 
In addition to the analysis, we estimate the stability of the short- 

run model. To carry out this, we considered the Serial Correlation 

(Breusch-Godfrey serial correlation LM test), cumulative sum 

of recursive residuals (CUSUM) and CUSUM Square test by 

Brown et al. (1975). The results show absence of serial correlation 

problems following the F-statistics which is >5% significance 

level. This ensures that the model’s estimates are not biased 

by omitted dynamics, enhancing the accuracy of the short-run 

inferences about the relationship between oil price shocks and 

stock market returns. Moreover, it signifies that the selected lag 

structure sufficiently captures the dynamics of the system, making 

the estimated coefficients credible for both policy and investment 

decision-making. The result is presented in Table 4 below. 

 

Also, CUSUM and CUSUM Squares results in figure 1 and 2, verify 

model stability as their plots are within the critical 5% bound. This 

result verifies the short-run phenomenon of the variables employed 

in this study. The finding indicates that the estimated relationship 

between oil price shocks and stock returns did not experience 

significant structural breaks or regime shifts, even amidst notable 

global events such as the COVID-19 pandemic and oil market 

disruptions. This structural robustness implies that the market’s 

reaction to oil shocks, though short-lived, is consistent and not 

highly susceptible to external shocks within the modeled framework. 

Therefore, investors and policymakers can rely on the short-run 

estimates to guide strategic responses to oil price volatility, while 

also recognizing the limits of long-term predictability in such a 

buffered and intervention-driven market environment. 

5. DISCUSSION AND POLICY 

IMPLICATION 

This study reveals a fundamental paradox in Kuwait’s 

financial markets: despite oil revenues dominating 90% of 

government income, the stock market exhibits only ephemeral 

responses to oil price movements. Our ARDL analysis of 

high-frequency data (2015-2025) demonstrates that while oil 

shocks generate explosive immediate returns (97% same-day 

response), these effects dissipate within 72 h, with no long- 

run cointegration detected. These finding challenges three 

theoretical paradigms: 

 

First, it contradicts the semi-strong form of the Efficient Market 

Hypothesis (Fama, 1970; Malkiel, 1989; 2005) by revealing 

persistent short-term inefficiencies driven by behavioral biases 

rather than information processing. Second, it questions the 

applicability of traditional DCF models in sovereign wealth 

fund-dominated markets (Jones and Kaul, 1996; Henriques and 

Sadorsky, 2011; Difiglio, 2014; Laitinen, 2019) where government 

intervention disrupts normal cash flow transmission mechanisms. 

Third, it exposes the limitations of standard stock valuation theory 

in economies (Bakshi et al., 1997; Bakshi and Chen, 1997; Bakshi 

and Chen, 2005) where institutional buffers decouple fundamental 

economic drivers from market performance. 

 

 
Figure 1: CUSUM test result 

 

 

Figure 2: CUSUM squares test result 

 
Table 4: Breusch-godfrey serial correlation LM test 
F-statistic 2.592 Probability F (2,49) 0.066 

Obs*R-squared 5.645 Probability Chi-square (2) 0.070 
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The analysis found no evidence of long-run cointegration between 

oil prices and stock market performance, implying that while oil 

is central to Kuwait’s economy, its stock market does not absorb 

or reflect oil price changes in a sustained manner. This could 

be due to the presence of stabilizing policy instruments and 

structural buffers, including the Kuwait Investment Authority. 

However, in the short run, however, the market exhibits significant 

responsiveness to oil price movements, especially immediately 

after a shock. A 1% increase in oil prices led to a 97% increase 

in market returns on the same day, with effects tapering off over 

the next few days. This result highlights the relevance of investor 

sentiment and the speculative nature of stock trading in Kuwait, 

especially in a market dominated by retail investors and subject 

to behavioral biases. 

The findings also align with literature emphasizing the weakening 

influence of oil shocks on financial markets due to policy 

adaptation and economic diversification (Huang et al., 1996; 

Chen et al., 2014; Demirer et al., 2020; He et al., 2022). However, 

Kuwait’s high sectoral dependence on oil-linked industries means 

that even short-term shocks can have immediate but not lasting 

consequences. This calls for more refined policy tools that can 

address these quick surges in volatility. Methodologically, the 

use of daily data and ARDL modeling allows for a granular 

understanding of lag effects, offering a more nuanced picture than 

earlier studies that employed lower-frequency data. The absence of 

long-run effects combined with strong short-run volatility suggests 

a disjoint between economic fundamentals and market pricing in 

Kuwait, which could present challenges for investors relying on 

oil trends as predictors of equity performance. 

From a financial policy perspective, the finding of this paper 

suggests that Kuwait Stock Market (Boursa Kuwait) is highly 

exposed to external shocks (Alshihab and AlShammari, 2020; 

Alotaibi, 2024). Thus, any drop in oil prices may lead to a 

dramatic drop in the general stock market index. Hence, the 

Kuwaiti government needs to apply effective policies to provide 

stability in Kuwait Stock Market, this can be accomplished by 

implementing solid policies to enhance the macroeconomic 

environment. Consequently, this study advocates for integrated 

policy selection on the performance of the stock exchange as well 

as expanding clear understanding of the relationships of the oil 

prices of Kuwait stock market. It is recommended that the Kuwaiti 

government, policy makers and the investors should estimate 

probable changes in oil prices to more accurately forecast the 

performance of Kuwait stock market. 

Although Kuwait stock markets are still promising areas for 

international portfolio diversification, the Kuwaiti government 

investment policy for global investors should consider significant 

heterogeneous reactions in their respective financial assets. 

Consequently, this study also recommends that the government 

should pursue stabilizing the impact of oil price change. The 

key to such stabilization might be in the context of reducing the 

expected sensitivity of non-oil growth to oil-related influences 

over time. Finally, Policymakers should continue to monitor 

short-term market behavior while promoting greater market depth 

and diversification. 

6. CONCLUSION 

This study analyzes the relationship between oil price shocks 

and stock market performance in Kuwait, a major oil-exporting 

nation sensitive to global oil price fluctuations. Using ARDL 

model and daily data from September 2015 to May 2025, the 

study investigated both the short and long-run dynamics of this 

relationship, with particular focus on optimal lag effects. The 

ARDL bounds test reveals no evidence of a long-term cointegration 

between Dubai oil prices and the Kuwait stock market index. 

 

The study fundamentally challenges the conventional wisdom that 

oil prices drive long-term equity performance in oil-dependent 

economies. The Kuwait case demonstrates that institutional 

architecture especially sovereign wealth fund interventions which 

can effectively decouple commodity dependence from market 

dynamics. However, this decoupling comes at a cost: persistent 

market inefficiencies, limited price discovery, and reduced 

international competitiveness. As Kuwait pursues its Vision 

2035 diversification agenda, policymakers must balance market 

stability with the need for efficient capital allocation. The window 

for reform is narrowing as global energy transitions accelerate, 

making immediate action on these recommendations critical for 

Kuwait’s financial market development. 

 

Future research should explore sector-level responses and 

incorporate global uncertainty variables to better capture the full 

scope of oil price effects on financial markets in oil-dependent 

economies. 
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