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Abstract
The objective of this paper is to analyze the impact of international financial

crisis on Saudi economy through economic and financial channels linking
this economy with the global economy. Based on the mechanism of
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international liquidity in relation to GDP and net exports, and a data base
span over 1968-2009, a structural dynamic model is estimated. The
framework of Impulse Response Function (IRF) is used to interpret the
impact of structural shocks of total reserve assets as a shock on both of
international financial markets and monetary and fiscal policies.

The findings indicate that the negative shock in international liquidity i.e.
more allocation of total reserve assets abroad, leads to an increase of GDP in
the long run, after a rapid decrease in the short run. This growth might
stimulate net exports with a possible decrease in imports. The discretionary
negative shocks made by monetary authorities may reduce the impact of
Saving Glut Effect on the Saudi economy, to transform it instead to an
absorption effect. Although the last international financial crisis had
temporary effects on GDP, it is likely to have a permanent effect in future
horizon.
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