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Abstract. This study examines the causal relationship between financial
development and the growth rate in the Kingdom of Saudi Arabia using
Granger causality, cointegration, and error correction techniques in order to
determine the long run equilibrium relationship and the direction of the
causality in both the long and the short runs. The cointegration test indicates
the existence of along run equilibrium between financial devel opment and the
growth rate. The causality test based on error correction techniques indicates
that there is a bi-directional causality relationship between financial
development and the growth rate in both the long and short runs. This result
suggests that financial development in the Kingdom of Saudi Arabia is
expected to play amajor role in the future in determining the growth rate of the
economy with further expected devel opment of the financial market.
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