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Abstract  

Saudi Arabia tend to be always an oil depended country just under half of the country's GDP 

with a strong government controls over major economic activities, meanwhile, real estate has 

been developed and it can has a huge impact on its economy. The purpose of this research is to 

examine how trends in real estate sector affect financial markets in Saudi Arabia. This research 

uses an Ordinary Least Squares Model to estimate the linkages between real estate sector and 

stock volume and Gross Domestic Production. Monthly data where used from 2012 – 2015 

obtained from Bloomberg. The results showed that real estate is strongly contributing to Saudi 

Arabia GDP and Financial Market.  

 

 

 

 

 

 

 

 

 

 

 



Analysis of Interlinkages between the Real Estate Market and Financial Sector Stability in Saudi Arabia 

 

 2 

Table of Content 
 

 
1. Introduction .................................................................................................... 3 
2. Literature Review  ......................................................................................... 5 
3. Data and Methodology  ................................................................................. 9 
4. Estimation and Results  ............................................................................... 10 
5. Conclusion  ................................................................................................... 12 
6. Bibliography ................................................................................................. 13 
7. Appendix  ...................................................................................................... 14 

 

 

 

 

 

 

 

 

 

 

 

 



Analysis of Interlinkages between the Real Estate Market and Financial Sector Stability in Saudi Arabia 

 

 3 

1. Introduction 

Today, real estate industry is one of the most attractive industry in the world due to its higher 

return to invest in. Real estate industry tend to be always an important element of the economy 

that includes several faces such as housing, renting, manufacturing, construction, and 

commercial purposes. Real estate sector is an important element of an economy and it has 

various roles and characteristics than make its function unique. It provide the investors and 

corporations information about the market and how it is going, also it increase the investment 

opportunities which will increase the value of a country. Real estate sector has specific roles and 

characteristics that complicate its analysis. Properties are always different from each other and 

the information of the market is always limited and it can be barely available. Also, real estate 

markets are known by negotiation prices process and tough supply. Hilbers P., Lie Q., and Zacho 

L. (2001), real estate prices affect the availability of resources to fund real estate. It continues to 

provide opportunities for interested and motivated individuals. However, this sector is more 

likely to be sensitive and fluctuate the economic cycle that could lead to a major challenges, 

although it will continue to be harmonies due to the fact that people will always need a place to 

live, work, and shop because real estate sector itself can diversify the economy by its 

contribution.  

With 30.89 million of total population and $753.8 billion Gross Domestic Product (2014), Saudi 

Arabian real estate industry has a remarkable and significant contribution to the economic 

growth and financial stability. According to Saudi Arabian General Investment Authority 

(SAMA), economic cities will create over 1.3 million jobs and house more than 4.5 million 

residents, contributing SAR563 (US$150) billion to GDP and increase Saudi Arabia’s per capita 

GDP to SAR125,625 (US$33,500) by the year 2020.  
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Saudi Arabia tend to be always an oil depended country just under half of the country's GDP 

with a strong government controls over major economic activities, meanwhile, real estate has 

been developed and it can has a huge impact on its economy. As ever, markets move quickly and 

unpredictably, rising and falling in the real estate industry could impact the economic growth. 

Recently, Saudi Arabia has experienced raising in real estate prices and stock prices fluctuations. 

Batayneh K., Al-Malki M., (2014). Due to the oversupply and regulatory restrictions, it could 

remain undeveloped.     

Lately, the relationship between real estate, stocks, GDP, interest rate, inflation, and economic 

growth has got the attentions in both academic and practical field. Therefore, the purpose of this 

research is to examine how trends in real estate sector affect financial markets in Saudi Arabia 

which will provide an important information about the real estate sector contribution in Saudi 

Financial System. Questions can be stated as: how real estate will contribute to financial 

stability? What could go right or wrong, positive or negative that may impact financial stability? 

What makes financial stability in a country’s economy?   

Regarding its remarkable impact, this research examines the linkages between real estate market 

with stock market and GDP in Saudi Arabia and how does it contribute to the Financial Stability.   
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2. Literature Review     

Various researches has studied the effect of real estate prices on the financial sector. 

According to Hilbers P., Lie Q., and Zacho L. (2001), booms and busts of real estate will cause 

imbalance in the financial system. This literature states that there is a lack of standard quality of 

data such as prices, rents, stock prices, and analytical skills. It has been found that banks play an 

important role in real estate sector through several channels such as lending, financiering, and 

developing. An empirical study was conducting in 11 banks of crises and it found that the prices 

of residential real estate has increased by more than 20% until it dropped by 35% indicates that 

financial sector distress may make real estate prices much worst. The purpose of this paper is to 

focus on the relationship between developments of real estate in the financial sector. 

Luchtenberg K.F., Seiler M.J., (2014) examined the linkages between real estate and stock 

market whether the financial crises had to effect the level of integration of them. Findings has 

been stated as that by using VAR models, real estate returns influence stock market returns. But 

when using REITs found that       

Herring R., and Wachter S., (1998), Studied the relationship between real estate booms and 

banks busts from an international perspective because the both phenomena are correlated in an 

important number of examples worldwide. According to Herring R., and Wachter S., (1998), an 

increase in real estate prices may cause an increase in the economic value of bank as well as an 

increase in the supply of credit to the real estate industry.  

Kalra S., Mihaljek D., & Duenwald C. (2000), examined the factors affected residential property 

prices in Hong Kong SAR during 1980-98. It has been found that in the mid 1997 the peak of the 

boom and the level of property prices may have been 40-45% above level that has been 
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suggested by the developments in fundamentals. It characterized prices developments by uses 

time analysis techniques and empirical regularities.  

According to Iacoviello M. (2000), opposite monetary hits have a significant negative effect on 

real house prices, also monetary and demand hits play a serious role in moving house prices 

fluctuations over the short term, and finally by looking at the different housing and financial 

market institutions in these countries, the amount of the response in house prices to a monetary 

hit can be justified. Iacoviello M. (2000), used a structural vector autoregressive (SVAR) 

approach to recognize the main macroeconomics factors behind fluctuations in house prices in 

Europe.       

HIGGINS M., and OSLER C. (1997), this paper highlighted the fact said that asset prices and 

investment were unusually weak throughout the industrial world during 1990s and connected it 

with in the most of the industrial world, asset markets boomed for several years before collapsing 

around 1989. HIGGINS M., and OSLER C. (1997), suggested that these booms and bubbles 

have left this industrial world with an “asset market hangover”. Cross-country data were used for 

equity and real estate markets with a suggestion that financial market developments not proved 

by fundamentals can highly affect real activity.   

According to Chau K., and Chui L. (2005), prices of real estate were found to lead GDP growth 

which mean that movements in real estate prices can be used to forecast GDP growth. Therefore, 

policies that stabilize residential prices are also likely to stabilize economic growth. The data 

were obtained from the RVD and the Census and Statistics Department of the Hong Kong SAR 

Government. This study investigated the relationship between real estate prices, real estate 

investments, and economic growth.    
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Liow K. (2004), found that the both short and long term impact of the residential property prices 

on all stock prices weaken after controlling for changes in the macroeconomic variables. 

Moreover, all stock and property stock prices are largely getting affected by office real estate 

price in the long term. On the other hand, residential real estate price getting affected stronger on 

all-stock and property stock prices in the short-term. Liow K. (2004), used Autoregressive 

Distributed Lag (ARDL) cointegration procedure. This paper examined the long and short term 

relationships between stock and property markets. 

Lonng W. and Simon S (2008), found that the impact of the crises the levels of the tail 

dependence is very different from the impact on the values of the linear correlations. For this 

asset class all correlations are lower in the post-crisis period, whereas all other correlations have 

increased. In contrast, only the tail dependence values between the different REIT's indices seem 

to be impacted by the crisis, with the level of the tail dependence between each of the different 

REIT's indices and the stock market being less affected. Using a flexible mixed copula approach, 

this study analyze the impact of the real estate crises on the dependents between the market for 

common stocks and returns on Real Estate Investment Trusts. 

Tse R. and Ganesan S. (1996), strongly found that the GDP tend to lead construction flow but 

not vice versa. Also, they stated that a result that is particularly important for policymakers in 

that it is the macroeconomic policy of government that affects output, and influences the 

construction activity, and not vice versa. Using Granger Causality method to investigate the lead-

lag relationship between construction activity and aggregate economy.     

Ho-ting Liza, C (2004), found that the results suggest that during the period 1973:Q1 to 

2003:Q2, there is no relationship between GDP and real estate investments Due to the time lag 

between the decision to invest in real estate and the realization of the investment. Using the 
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Granger Causality Test. In this study, both nominal GDP and real GDP are used. The main aims 

of this dissertation are to investigate whether economic activities in the real estate sector lead 

economic growth, and to discover the real estate-related leading indicator(s) for forecasting the 

performance of the economy.  

Batayneh K., Al-Malki M., (2014), Results suggest that stock market and economic growth play 

a major role in determining house prices, stock market prices and the economic growth have a 

causal impact on house prices. Impulse response functions indicate there is a negative 

relationship between stock market prices and house prices and also there is a positive 

relationship between economic growth and house prices. Using Granger Causality test, this paper 

investigates empirically the relationship between stock market prices and house prices in Saudi 

Arabia. 

Liu C., Hartzell D., Grieg D., & Grissom T., (1990), found to support the hypothesis that 

segmentation does exist as the result of indirect barriers such as the cost, amount, and quality of 

information for real estate rather than legal constraints. This study investigates whether the 

commercial real estate market is segmented from the stock market using the framework of Jorion 

and Schwartz.   

Green R. (1997), founds that residential investment causes, but is not caused by GDP, while non-

residential investment does not cause, but is caused by GDP. This study uses quarterly National 

income and production data under time-series specification. The purpose is to examine the effect 

of different kinds of investment on the business cycle.   
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3. Data and Methodology 

3.1 Data 

This research uses Multiple Regression Model which is a statistical measure aims to determine 

the relationship between two variables. Monthly data where used from 2012 – 2015 with 

variables of Property Prices, Volume of Tadawul All Shares, and Gross Domestic Production. 

Volume is the amount of shares that trade in a security in a given market. The data was obtained 

from Bloomberg. 

3.2 Methodology  

To estimate how Property Prices in Saudi Arabia can affect stock prices and GDP. We estimate 

the following linear relationships between the dependent variables (GDP and TASI) and the 

independent variable real Estate stocks volume.   

GDP = a + b(RPI) 

TASI = c+d(RPI) 

We determine the following hypothesis  

H0 = b=0, H1 = b>0 

H0 = d=0, H1 = d>0 
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4. Estimation and Results  

4.1. Real Estate Sector and GDP:   

Table 1 presents the estimation results and it shows a strong relationship between real estate 

sector in Saudi Arabian GDP. It shows a positive and statically significant impact of real estate 

sector on domestic output (GDP) in Saudi Arabia.  This result is consistent with the findings of 

Ho-ting Liza, C (2004), that suggests real estate investments as one of the leading indicators of 

GDP.  

Table. 1 

 

 

 

 

 

 

 

 

 

 

 

Dependent Variable: GDP   

Method: Least Squares   

Date: 04/24/16   Time: 10:14   

Sample: 2012M01 2015M12   

Included observations: 48   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 694.6120 10.54118 65.89512 0.0000 

RP 3.13E-08 1.15E-08 2.716446 0.0093 

     
     R-squared 0.138239     Mean dependent var 719.3875 

Adjusted R-squared 0.119505     S.D. dependent var 39.02169 

S.E. of regression 36.61588     Akaike info criterion 10.07961 

Sum squared resid 61673.25     Schwarz criterion 10.15758 

Log likelihood -239.9108     Hannan-Quinn criter. 10.10908 

F-statistic 7.379081     Durbin-Watson stat 0.275274 

Prob(F-statistic) 0.009267    
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4.2 Real Estate Sector and Stock Prices in Saudi Arabia   

Table 2 shows that there is positive impact between real estate sector in Saudi Arabian Stock 

Market Volume. A 1% increase in real estate sector volume increases the Tadawul stock 

exchange volume by 0.89%, although magnitude of impact is large but it is not that significant 

due to the significate of oil and petrochemical sector in Saudi economy. 

Table 2.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Dependent Variable: TASI   

Method: Least Squares   

Date: 04/24/16   Time: 10:18   

Sample: 2012M01 2015M12   

Included observations: 48   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 4.12E+09 5.55E+08 7.423972 0.0000 

RP 0.896646 0.606232 1.479048 0.1459 

     
     R-squared 0.045397     Mean dependent var 4.83E+09 

Adjusted R-squared 0.024645     S.D. dependent var 1.95E+09 

S.E. of regression 1.93E+09     Akaike info criterion 45.63794 

Sum squared resid 1.71E+20     Schwarz criterion 45.71591 

Log likelihood -1093.311     Hannan-Quinn criter. 45.66740 

F-statistic 2.187584     Durbin-Watson stat 0.481100 

Prob(F-statistic) 0.145943    
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5. Conclusion  

This research aims to explore the relationship between the real estate sector and the macro 

economy of Saudi Arabia while also evaluating its impact on Saudi financial market. This study 

covers the time period 2012 m01 till 2015 m12 while taking the variables like real estate sector 

volume at Tdawul, GDP, and Tadwaul Stock Volume. This study employs the ordinary least 

squares methodology to evaluate the relationship between the variables. Our findings suggest 

that real estate sector is an important and significant factor to impact GDP in Saudi Arabia and 

also it strongly affects the Tadawul stock volume, indicating a the major sector to influence the 

financial market in Saudi Arabia. This research suggest that real estate sector in Saudi Arabia 

needs to be strong and developed so it can contribute more to the whole economy since it is a 

major and a strong sector, as well as contributing and increasing the employment sector. This 

research limitation is using two factors only, stocks volume, and property index.   
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Appendix 

Date MXSADRE 
VOLUME 

Date TASI Volume 
YEAR only GDP 

12/31/2015 925195973 12/31/2015 5550000128 
2010 $526.81  

11/30/2015 803738344 11/30/2015 4910000128 2011 $669.51  
10/30/2015 605711875 10/29/2015 4240000000 2012 $733.96  
9/30/2015 643808220 9/30/2015 3300000000 2013 $744.34  
8/31/2015 963584491 8/31/2015 4569999872 2014 $746.25  
7/31/2015 235443622 7/30/2015 2300000000 2015 $653  
6/30/2015 422242846 6/30/2015 3230000128 
5/29/2015 805309838 5/31/2015 4880000000 
4/30/2015 1605185097 4/30/2015 7089999872 
3/31/2015 2104842902 3/31/2015 7449999872 
2/27/2015 1671648367 2/26/2015 7280000000 
1/30/2015 1274605402 1/29/2015 6350000128 
12/31/2014 1094448325 12/31/2014 6969999872 
11/28/2014 483519722 11/30/2014 4129999872 
10/31/2014 492417671 10/30/2014 3870000128 
9/30/2014 836744413 9/30/2014 5790000128 
8/29/2014 701278604 8/31/2014 5560000000 
7/31/2014 415119174 7/31/2014 3120000000 
6/30/2014 737241171 6/30/2014 4939999744 
5/30/2014 1306757156 5/29/2014 7649999872 
4/30/2014 961853981 4/30/2014 7200000000 
3/31/2014 1459520894 3/31/2014 6750000128 
2/28/2014 1323596431 2/27/2014 4889999872 
1/31/2014 635645950 1/30/2014 4560000000 
12/31/2013 579651436 12/31/2013 4089999872 
11/29/2013 486909641 11/28/2013 3240000000 
10/31/2013 578386407 10/31/2013 3000000000 
9/30/2013 1031752788 9/30/2013 4400000000 
8/30/2013 811694894 8/29/2013 3560000000 
7/31/2013 818427680 7/31/2013 3849999872 
6/28/2013 1606262757 6/30/2013 4380000256 
5/31/2013 1025451053 5/30/2013 3390000128 
4/30/2013 737252742 4/30/2013 3689999872 
3/29/2013 551975897 3/31/2013 2489999872 
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2/28/2013 652890065 2/28/2013 2750000128 
1/31/2013 873279631 1/31/2013 3340000000 
12/31/2012 663136626 12/31/2012 3060000000 
11/30/2012 481308448 11/29/2012 2600000000 
10/31/2012 409052139 10/31/2012 2280000000 
9/28/2012 788539851 9/30/2012 3249999872 
8/31/2012 748005310 8/30/2012 3070000128 
7/31/2012 1744227582 7/31/2012 4889999872 
6/29/2012 64671399 6/28/2012 4240000000 
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