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Examining the Relationship Between the Performance of the Islamic
Sukuk Market and the Conventional Bond Market, Using the Co-
Integration and Error Correction Model (A Standard Study of S&P MENA
Islamic Sukuk and S&P MENA Bond Indices)
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Abstract :

This study aims to determine the relationship between the Islamic sukuk market and the
bond market, based on data related to the S&P MENA Islamic Sukuk Index and the
S&P MENA Bond Index for the period from 08/28/2017 to 08/25/2020. By studying the
causal relationship between them using the (granger test), then analyzing the
relationship between the two variables in the long and short term through the joint
complementarity relationship using the two-step (Engel & granger) method and
confirming the test using the (Hendry) method, and then testing the integrity of the
model. Where we found a causal relationship in both directions between the sukuk
market and the bond market, in addition to a long-term equilibrium relationship between
them, and we concluded that this complementarity limits the possibility of benefiting
from the diversification of the investment portfolio between sukuk and bonds for
investors in the MENA region.
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VAR Lag Order Selection Criteria
Endogenous variables: DLS DLB
Exogenous variables: C
Included observations: 767

(2021 J3,50) 01 sualt cqulod! it

nal N

:5?')&\

Lag LogL LR FPE AIC sc HQ
0 7552.648 NA 9.65e-12  -10.68878 -19.67668 -19.68412
1 7596.282  86.92681  8.70e-12  -19.79213 -19.75581 -19.77815
2 7659.258 1251318  7.46e-12  -19.94591 -19.88539  -19.92262
3 7674.682  30.56728  7.24e-12  -19.97570 -19.89096  -19.94309
4 7693.166  36.53408  6.97e-12  -20.01347 -19.90452  -19.97153
5 7694.495  2.619389  7.02e-12  -20.00651 -19.87334  -19.95525
6 7710.886  32.22687  6.80e-12  -20.03882 -19.88144  -19.97824
7 7722499 2277136 6.66e-12  -20.05867 -19.87708  -19.98877

| s 7755.005  63.57106*  6.19e-12* -20.13300% -19.92720* -20.05379* |
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Pairwise Granger Causality Tests
Sample: 8/28/2017 8/25/2020

Lags: 8

Null Hypothesis: Obs F-Statistic ~ Prob.
DLB does not Granger Cause DLS 767 17.67367 3.e-24
DLS does not Granger Cause DLB 5.80930 3.e-07

eviews. 10 b, ol : jiaall

Sialt JolS1 yladl #3483 ol
Dependent Variable: LS

Method: Least Squares
Included observations: 776

Variable Coefficient Std. Error t-Statistic Prob.
LB 0.686265 0.002044 335.6687 0.0000
C 1.447956 0.009541 151.7566 0.0000
R-squared 0.993177 Mean dependent var 4.650254
Adjusted R-squared 0.993169 S.D. dependent var 0.052135
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S.E. of regression 0.004309 Akaike info criterion -8.053629
Sum squared resid 0.014372 Schwarz criterion -8.041633
Log likelihood 3126.808 Hannan-Quinn criter. -8.049014
F-statistic 112673.5 Durbin-Watson stat 0.124074
Prob(F-statistic) 0.000000
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Null Hypothesis: E has a unit root

Exogenous: None
Lag Length: 1 (Fixed)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -5.733380 0.0000
Test critical values: 1% level -2.567953
5% level -1.941233
10% level -1.616424
*MacKinnon (1996) one-sided p-values.
eviews. 10 waby ol 2 1yl
s s i) C:}E 5 "5.’:.&\
Dependent Variable: DLS
Method: Least Squares
Included observations: 775 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
C 0.000105 3.16E-05 3.322605 0.0009
DLB 0.323995 0.009422 34.38688 0.0000
E(-1) -0.067899 0.007314 -9.283333 0.0000
R-squared 0.624264 Mean dependent var 0.000199
Adjusted R-squared 0.623291 S.D. dependent var 0.001428
S.E. of regression 0.000876 Akaike info criterion -11.23791
Sum squared resid 0.000593 Schwarz criterion -11.21990
Log likelihood 4357.690 Hannan-Quinn criter. -11.23098
F-statistic 641.3172 Durbin-Watson stat 2.154806

Prob(F-statistic) 0.000000
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Dependent Variable: D(LS)
Method: Least Squares

Sample (adjusted): 8/29/2017 8/25/2020
Included observations: 775 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

D(LB) 0.323003 0.009384 34.41885 0.0000

LS(-1) 0.007280 -9.335205 0.0000

LB(-1) 0.047832 0.005015 9.538771 0.0000

C 0.092945 0.010712 8.676459 0.0000

R-squared 0.628240 Mean dependent var 0.000199

Adjusted R-squared 0.626793 S.D. dependent var 0.001428

S.E. of regression 0.000872 Akaike info criterion -11.24597

Sum squared resid 0.000587 Schwarz criterion -11.22195

Log likelihood 4361.813 Hannan-Quinn criter. -11.23673

F-statistic 434.3062 Durbin-Watson stat 2.177345
Prob(F-statistic) 0.000000
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