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CHAPTER THREE

LITERATURE REVIEW

3.1 INTRODUCTION *

Since many years, economists have invested huge time for condugting CSearch about

the stock market development and economic growth in orde ow what is the

extent of this linkage in different type of countries; developdg elo‘sing, Arab, and
African countries. \d,
Y-

R
Christopoulos & Tsionas (2004) and Khan et %)OS) T orte%'}hat the

comprehensive series of tests have fundamentally dgfipha: '}d\o e s@'[ﬁcance of
the macroeconomic constancy, disparity, i[&Ma meﬂéearnings and

assets, multiple diversified ethnic and N s identi ancOmnetary market

deficiencies. They mentioned the issues (&jnstrate\f%t &
important for economic growth. % @ S

o
Many authors emphasised a si?ﬂfﬁli'tion ltweegbﬁnamcial development and
economic growth such as, Kar% Adan ?) g & Levine (1993), Levine et

al., (2000), Christopoulos #Ngjonag (\n, Khé-ét al., (2005), Neusser & Kugler
(1998), Roussean & w% 299 o 8Ghani (2006).

>, %
Besides, many stg&ﬂke ft &-syn € ﬁ‘fvchinnon (1973) and Fry (1978) have

supported Schu s opini thdt tllVQdevelopment of the financial sector promotes
economic gr %he authors critic’i@d the Keynesian theory that received attention
from mm%mments of developing countries in the early 1970s. They stressed that
restrictions on the banking system such as high reserve requirement,

Z

=%
<

ancial markets are

gove,
interest rite ceiling, and directed credit programs and reduce output growth and hinder
financial development as well. On the same side, the endogenous growth literature
confirmed that there is an influence of financial markets for economic growth. So, the
developed financial markets upgrade the investment and growth by channelling

financial resources to the most productive uses (Kargbo & Adamu, 2009). On the
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other hand, some studies reported that there is a bi-directional relationship between
financial developments and economic growth Demetriades & Hussein (1996) and

Luintel & Khan (1999). However, there are other authors who reject this hypothesis,

such as Lucas Jr (1998). \Y.

In his study Oskooe (2010) indicated that the role of the stock marke as fart of
financial markets is asserted by growth theories. On the other hz.nwghls paper

Agarwal (2010) reported: V
“As the global equity markets have experienced thei g. osive growth
over the past decade, emerging equity markets hav c en more
rapid growth, taking on an increasingly larger share hlS gl For
example, while overall capitalization rose from 4 ion 1on
USD global, the share of emerging markets ju from 1 e ent to
13 percent in this period. Trading activity m lly fast:

les 3 percent

the value of shares traded in emerging m w m
p the tr11110n USD

of the 1.6 trillion USD world total in 19
shares traded in all world exchanges 1 4. Both glo@ boom and the
involvement of the emerging ma i the interest of

n i
academics and policy makers. As t, hm of ies now focuses on
how to measure the benefits o a y wersiffed pq&hos while a large of

countries expounds regulator capl@market development and

attract foreign portfolio fl l
) '3 s Q}
d also discusses in detail the

This chapter reviews the 11te res 0 l ions
statistical analysis on the sh n thefn different countries. This review

lets the readers know t hes gdgeé—g/'fnch eventually helps to produce the
research questions &md 'f §J

’
3.2 THE RE NSHIP BETVKQN STOCK MARKET DEVELOPMENT
AND ECO GROWTH

The v@ority of the literatures studied the linkage between the stock market
development and economic growth and the findings being widely varying. A number

of studies argued that the stock market development has a significant effect on the
economic growth. However, some studies disputed and claimed that the stock market
has little effect in augmenting economic growth. Meanwhile, some other studies

reported that the economic growth promotes the development of the stock market. In
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brief, the economists in their literatures tried to cover sources, causes, direction and

strength to support their arguments.

The most significant contribution to the theoretical literature of the relati

between stock market development and economic growth has been made gp
(1991); Bencivenga et al., (1995); Diamond (1996) and Fulghieri & R@%S),
they supported the significance of the stock market for economic gro eld that

ine

stock market liquidity is necessary for economic growth. An empiri made by

Levine (1996) based on 38 cases from developed and developi tries and that
emphasised that stock markets might affect economic activit h tlle increase of
liquidity. In addition, the increased liquidity could be thoéggaso weak or

]
slower growth rate of economic growth. However, this havefto b ix'VEikggted
to know what level of liquidity could guarantee econoMyc groytll. Igfis mgre about

R' NV
what to do with the secondary market, where trade th§ sto r thage primary

market, where issue the shares. This principl Sted s to increase

their capital. Liquid share markets make invesifyent guore € a@ more attractive
i aéet equity and to sell

to lessen unnecessary risks, so that they he sa%v) &
(|}

it quickly and inexpensively facilitatjf®&QCccss tQ thei sﬂvi@or when they wish to

change their portfolios. Y. ‘é\
%e ﬂ!uj | o
Some academics, theorists and o rVGK 4 fgsitive significant relationship
’ O

between the stock markepan conl)mic grow@DemirguC-Kunt & Maksimovic

(1998), King & Levin MB nd 1pe @2) showed a positive relationship
Qir eﬁ)i i S{@S Some theorists posit that there is a

between these two %’
negative relations een ’k mﬁﬂ;&ats and economic growth.

&
In their stu ngh (1997), Bhide™(1993), Obstfeld (1994) and Pagano (1993)
pointed heir empirical observations that there is a negative interconnection
betwedn thol® two. In their view, stock markets are not positive for achieving high
levels of economic growth rather they harm economic growth due to the prospect of

vulnerability to failure of the market, particularly in developing economies.

In addition, Levine (1991) said that the linkage among the stock market and economic

growth is positive through the issuance of new financial resources for companies. The
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stock market is working to increase investment and capital allocation, which will lead
indirectly to increased economic growth. Investors often try to avoid investing directly

in companies because they cannot easily withdraw their money whenever they want.
However, through the stock market, they are able to buy and sell shares quikxwpﬁh

more freedom. This study given policies toward financial markets, it hels% lain

simultaneously the observed differences in growth rates across countri oreover,

King & Levine (1993b) stated that the financial market can promote ec ic growth.
They agreed with Schumpeter's evidence about this view; they u el data that

consists of 80 countries for the period 1960-1989. They fo the measures of
financial market have a significant linkage with various s sugh as, the
rate of physical capital accumulation, real per capita GDP g efﬁ

improvements with which economies employ physica

In the observation of Thornton (1995) there were ixe \t& Fr@ s area of
research in 22 developing countries, few eco ave v1dQ: s where there
narm

is a strong positive relation between stock 1 ic Qih In his study,

an eco
financial sectors, particularly the stoc et i % t'_’némc development in
;? ﬂ
e

stmg researches and

notable parts of these countries.

observations do not leave any deﬁ%n t thi %latlonshlp between stock

markets and economic gro t of ‘h:jdtudbs and observations applied

causalities in an imperfect w Th ir Yhig iled éjﬁddress issues in the context of

particular economic env, &;m @oun@ Contexts vary from country to
Sl, Trn t c?l/ebg'éd area for developing the area in the

country, from region t

underdeveloped ar rom fim (‘Updatmg with time frame and regimes

(i.e. country/y other{i atfon &'Qexmtmg studies.
4 S
Besides that, 1venga et al., (1996) and Levine (1991) addressed that liquidity in
the StQ t and the ease of the ability to buy and sell shares play a key role in
wt

econo h, although profitable investments required the investors to wait for a
long time to obtain a profit from its capital. However, savers prefer not to give up their
savings for long periods without getting profit from their savings. Fortunately, liquid

stock markets are able to reduce this tension by helping savers to get their assets easily

and retrieve them at any time.
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Moreover, Singh (1991), Singh (1996), Singh (1997), Singh (1998) and Singh &
Weisse (1998) pointed that stock markets in developing countries do more harm than

good and that the financial system which supported by the banks is more suitable for
the developing countries. Singh (1997) reported that: \Y‘

“Stock markets are potent symbols of capitalism, but paradoxica 15 ca;tahsm
often flourishes better without their hegemony. [...] Developing “tountries

simply cannot afford the luxury of stock markets. As Keynes W ], when
the capital development of a country becomes the by- produc thC activities of

a casino, the job is likely to be ill-done.” Y.

Otherwise, in her study, Levine (1998) reported that durin eifye

1997, the total stocks listed value in all of the stock mgrkets

incrs?sed
lbtﬂi‘}vorld

rcent to

from USD 4.7 trillion to USD 15.2 trillion. Mean

capitalization represented by the emerging market

around 13 percent. On the other hand, shares w m@;‘n.g markets
e .

also jumped from less than 3 percent in 198

\ '&.
In addition, in another study, Levine (1 in %n é%mrles from 1976 to

1993, showed that: : i
“Stock market liquidity, J de lp t both positively predict
growth, capital accumu% # t& improvements when entered
together in regressxo n aftqr llin economlc and political factors.
The results are c v1® that financial markets provide
important service f market provides different services

from banks. @at stock market size, volatility, and
internationa tio lmked with growth, and that none of the

financial insc s are cloSely ass\gﬁted with private saving rates.”

Another stu e by Levine et al,, (2000) was conducted in 71 countries for the

perioc& 1995. The financial intermediation is measured deposit money barnks,

domes ots ratio to deposit money banks, domestic assets plus central bank

domestic assets, ratio of liquid liabilities to GDP and ratio of credit issued to private

enterprises to nominal GDP. The study found that there is a positive correlation

between the financial system and economic growth. The authors recommended that

legal and accounting reform programmes should be undertaken to strengthen creditor
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rights, contract enforcement and accounting practices in order to promote financial

intermediary development and then improve the average economic growth.

On the other hand, there is a study made by Gursoy & Muslumov (2011) to ian’a@e
m

the causal relationship between the stock market and economic growth, N
TD study

(¢)

series data compiled from 20 countries for the period from 1981 to 199
countries are USA, Germany, Australia, Austria, G. Britain, Italy, jum, France,

South Africa, India, Spain, Indonesia, Sweden, Canada, Norway, Palistan, Japan,

Turkey, Greece, and New Zealand. Economic growth is meas real per capita
gross domestic product (RGDP). Meanwhile, Total capitaliz i (size proxy),
while the Liquidity is measured by Volume of transactioMgDP, ver rat10
that proxied as (volume of transaction/Total capltahza$ausahf'I the
Granger causality definition of causality was used

tes 'se
The study used panel data covering all countritw e ;ﬁ‘alys pern&o detect the

direction of causation. Secondly, causal relaN' s were cxpfhin r each country

by using the time series data. % \T &k’
ﬂ

S
In addition to the above studies M e used regression three
techniques to examine if the p rr 1at1 economic growth and
financial development differs n fin gj omic development level of

the country. This study Nat tl'e results and this result is the
& } eve ent are positively correlated in

relation between growt\
countries with high le&v ket ﬂta ﬁalon However, this linkage does not

appear in the coun %ﬂl I(PN evas f @ket capitalization.
Y.

Moreover, A ., (2001) unﬁZed time series methods and data for five

developme tries (Germany during 1972:1 — 1997:4, the United States for the
perio% 1998:1, Japan for1974:2 — 1998:1, the United Kingdom during 1968:2
- 1997: France for 1974:1 — 1998:1). They examined the linkage among stock
market development and economic growth. The variables are proxies as follows: The
logarithm of real GDP (LY) is used to measure output, stock market development by
the logarithm of the stock market capitalization ratio (LCM), determined as the ratio
of stock market value of GDP, and banking system development is measured by
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domestic bank credit to nominal GDP (LBY) ratio logarithm; stock market volatility

SMV) is proxied by an eight-quarter moving standard deviation of the end of quarter

change of stock market prices.

The study carried out its empirical examination in a vector autoregressi %)
ta

framework, then performed a cointegration analysis for each of the five ¢ i€s. The

empirical analysis of this study shows that while stock market ¢ be able to
art 9f that of the

contribute to long-term output growth, their influence is, a smal
banking system. Specifically, banks and the stock market seem € an important
contribution to output growth in France, Germany and Japan. hj'e, statistically

the Uy tates and

]
United Kingdom is weak. e | —{,)\Y~
Tsystems

work by recent research has employed diffe pro@‘%s and data sets
to evaluate the role of the financial sectof{j % fl,\growth. Therefore,
gat@' of time-series. The

isticgl¥measures, data analysis

the study ignored country case studj

empirical research body is growing,N

and produces consistent resultsc q

Moreover, using causality wporelle

between financial develw
m
¥

Iket éVelopment and economic growth in
some Latin Americ c&n&i@; which are Argentina, Chile, Greece,

Korea, Malaysia Q{ ilip b')l P@gal. These countries have at least fifty
b 3 :
y Yob

continuous quart servations. Thq,yr.nodel used quarterly data for the period

1977Q1 to l:w They used market\Capitalization ratio, and the value traded ratio as

— o

y S
’

CJAS

S

the me stock market development, and they used GDP as the measure of

econofgic wth. The empirical part of this study exploited recent developed

techniques to test for causality in VARs. The evidence suggests that investment,

productivity is the channel for enhancing the economic growth through the stock

market.
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Besides, Liu & Hsu (2006) tried to investigate the relationship between financial
development and economic growth for three Asian economies, namely, Japan, Taiwan,
and Korea. The study focused on the role of financial development (including banking

and stock markets), and monetary and financial policies, with the international §gbital

movement in the economic growth processes. This study used the generali thod
of moments (GMM) and principal component analysis. The study re suggested
that the high investment have improved the economic growth in Japan it did not
necessarily lead to better growth in Taiwan and Korea cases. In , real export
growth rate had contributed to Taiwan and Korea. Moreover he ce development
had positive effects on Taiwan’s economy, but had e el”fect on other
countries. Meanwhile, the stock market development had post™ fee \ s

economic growth.

Furthermore, Tang et al., (2007) seek to explore %%tio \be ee Rock market

urlgg e period of

development and economic growth in twelv

1980 — 2004, using Johansen co- 1ntegrat10n a ts for quarterly

data. Because of the non-availability of, ta f d géuntnes for the same
period, this study employed quarterl om 980 ¢ 20 ccording to available
data, the sample period for each c Nl Japan Malaysia, Korea,
(1980:1-2004:4), China (19% 4:4), { Hojlg l (1980 4-2004:4), India,

Singapore, Sri Lanka (1985 %) ) A Q’gg 2 - 2004: 4), Philippines and
Taiwan (1987:1-2004:4), éqhai @@3:3 @ 4). They are two variables used
to analyse the data v\@}re @al 9!5 O%ﬁlestlc Product (RGDP), and stock
indices. Q’ f \(.J

<Q ’ <>

Y.

The data set c s two variables @éach country, which are real gross domestic

d stock indices. All the variables are transformed into natural

.

product (R
logarltl to the usual statistical reasons. There are no quarterly data for some
study es, which are India, Sri Lanka and Taiwan. For this reason the study used

an interpolation method to get quarterly data from annual data.

The empirical results of this study explored that China, Philippines, Singapore and
Taiwan stock markets and economic growth to make co-integration relationship, and

they have the possibility to move together in the long run tend to the equilibrium. In
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the Philippines, the findings of Vector Error Correction Model (VECM) showed that
the stock market can promote economic growth in the long run. Whilst in Malaysia,
Hong Kong, Indonesia, and Thailand, there is a bi-directional, short run causal
relationship between the stock market and economic growth. On the other l&m
empirical finding of this study discovered that Japan and Korea stock
S&mn was

stimulus to improve the economic growth in the short run. The opposite

observed for Korea and Japan and the stock market in India. While, tigfstudy found
that there is no evidence of causality between the study variablesw case of Sri

Lanka. Y.
l

Based on Eugene Fama’s theory 1970 which is called EffiCigt Rothes1s

(EMH), Aga & Kocaman (2008) studied the efficient m % ypothgsi c'e.rf}gmg
k et he_&/‘%ported

that there are three types of stock market efﬁc1en rd ) e e@ ncy: weak

form, semi-strong form and strong form. \CO O“
AN
In their study, Kargbo & Adamu (2009) o? c erature, that while

capital markets: empirical evidence from the Istan

some studies have used a single i an al" pment others have
employed two or more indicators ely to aga yse t relationship. However,
recent developments in the liter%\ ve m 6:} 't portance of constructing a
composite index as a proxy 1nanc analysing the finance-growth

link. &

Moreover, Nowbutsi a tk@.)long and the short run relationship

between stock m elopﬂl m1c growth in Mauritius over the period
(1989 - 2006) nstructing stock@ket development measurements which are

size and liqui e explained the size as a share of market capitalization over GDP,

and liqu the volume of share traded over GDP. He found that stock market

develop as a positive effect on economic growth in long and short time.

Furthermore, Greenwood & Smith (1997) investigated those stock markets can
contribute to pushing the cost of mobilizing savings to lower stages, and help to have
more investments in the most productive technologies. Also, Nowbutsing in the same

paper said that Obstfeld (1994) reported that there is another positive effect for stock



markets; that is, stock markets can share the international risks which will lead to

improve resource allocation and accelerate growth.

In his study, Ogunremi (2010) mentioned that:

“The relationship between financial development and economic w%w
examined initially by economists like Joseph Schumpeter (1911) gues
that well-functioning banks stimulate technological 1nnovat10 by i ntlfymg

and funding entrepreneurs with the best chances of successfully plementmg
innovative products and production processes.”

Although plausible, the supply-leading view is only one p$gpl ation Patrick
ng

(1966) held a different view, termed the ‘demand-fo 0 inancial

development. He reported that financial development e ces ecgno oﬁ

the early stages of development. However, this causah eﬂec dfin tfle la ages.
N
Y-

en the stock

market and economic growth using the t1me data forglive next countries
(France, Portugal, Belgium, Netherlands 1ted K1 ) ofi‘ﬁe period 1995:Q1
to 2008:Q4. The Granger causality te mplﬁyed ates fv linkage. The stock
market was proxied through marke ca 1l1zafi tra@value and turnover ratio

while economic growth is meas% GDP study examines the causal -
relations for each country. The stu 51 ink between the stock market
111 ave a liquid and highly active

and economic growth for er
stock market. However, e sa ty re r the rest of the countries in which
li

the stock market is s d le idis @tted In this study economic growth is

proxied by capi taE ulatlg .pro ivity. Meanwhile, market development is

measured by l indicators: the over ratio, which equals the total value of

shares traded ? ed by stock market capitalization. Thus, differences in trading

frictions %

In another study,
period (1986- 2006) in Nigeria. Based on the regression result, they revealed that the

t on the turnover ratio.

Augustine et al., (2010) used annual data with time series for 21-year

stock market size and turnover ratios were having a positive relationship in explaining

economic growth while stock market liquidity coefficient has a negative impact in
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explaining long-run growth in Nigeria. Meanwhile, Ake & Ognaligui (2010a) used
causality test to explore causality relationships between stock markets and economic
growth in Cameroon for the period 2006 to 2010. The study also used Boot, Feibes and
Lisman (1967) derivation method to extract quarterly data from the annual da

findings suggested that the Douala Stock Exchange still doesn’t affect C N ian

economic growth. However, they found systematic evidence that \he <harket

capitalization affects positively on the GDP growth. Y.

In his study Kim et al., (2014) analysed the effect of financial stock market
development on economic growth in varying levels of develo nz'n folr 94 countries

from 1976 to 2005, using a dynamic panel generalized m f morhents gh a panel
data. The study found that the effect of financial and s{ggk niark degelophme on
economic growth is negative for high income countr owever) if hese ntries
develop their financial markets with their manufacuw usm\e 8

positive. c})

Moreover, in their study Low, S. H, et a %) id

relationship between finance and economEt‘r;mh ng nn(gbaﬁive dynamic panel
7]
f 87

1gbed developing countries.

W evidence on the

threshold technique. The sample con&
The empirical results indicated thatY! is ithr hold @ct on the finance-growth
n

( : :
relationship. In particular, the s% und ghat ‘Jevgof financial development is

)
beneficial to growth only u ceﬁ@hold;éiond the threshold level further
fe

development of finance teﬁ dv ' ct . The study reported that these
findings reveal that hancf i;b? ‘ecé@rily good for economic growth and

n
highlight that an &ll”,l vegto cial development is more crucial in
<

facilitating growth
S S
3.2.1 Fina@ Growth Nexus in Developed Countries

This sc®uandexamines the finance and growth nexus based on the literature that
investigated into the economies of the developed countries. Firstly, Hondroyiannis et
al., (2005) empirically examined the relationship between the banking system
development, and the stock market and economic performance in Greece. The

empirical analysis used VAR model and an Error - Correction Model (ECM), and
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Granger Causality Test (GCT) based on monthly data for January 1986 to December
1999. The empirical results suggested that there is a bi-directional causality
relationship between finance and growth in the long run. The findings indicated that
bank and stock market financing can enhance economic growth, in the long
their effect is relatively small. This paper can contribute to the empirical in nv‘on
of the finance growth nexus, recognizing the separate roles of banking thé stock
market. Although, Greece is a medium size EU country with a less %m
be t

market compared to other advanced economies. However, coul ructive to
other medium-sized economies in the region, such as the new EU er countries.

Another study was made by Shan (2003) to investigate th 1 ct of market
on economic growth in China using a VAR. Flnanmal '33’\120'@1
Credit, Trade, Investment and Labour, while GDP is the eco 0 ov)bh The
results indicated that there is a bi-directional relatlo be ee wth and

financial development in china. The study of thj 1n tﬁ'q cas of C@ is limited,
it therefore provides an interesting advancND literaturgyén t nance-growth

nexus % ¢<\
N
C-J
Besides, Van et al., (2006) examined M g- ; onsbﬁﬂmong financial market

development and economic gr R e1g1 1. Igf this y annual data is used for
the period of 1830-2000 for the E‘xt@nge (BXS). The study used

many variables, such as a }%Nalk@a izatie@ratio, the total number of listed
shares. They found a str sult for n \@gévelopment that caused economic
growth in Belgi e 1 n {n(ai'%etween 1873 and 1914. The main
contribution of th1$s td atws& assess the role of finance for growth in
Belgium post 1 smg a new data sqt;en indicators of stock market development of

the Brussels §xxchange

On th d, Stefani (2007) investigated the finance - growth relationship with

Brazil using quarterly data between 1986 and 2006. This study used a p-dimensional

Gaussian vector autoregressive model — VAR (k). The study concluded that there is a

positive and significant relationship between finance and growth. The contribution of

this study appears in two aspects. First, it tries to shed light on how did financial



100

development in an emerging economy like Brazil has contributed to the country’s long

run economic growth. Second, it uses time series techniques and quarterly data to try

to better handle the causality question.

Meanwhile, Antonios (2010) investigated the causal linkage between the sto 1£et
development and economic growth in Germany. The author used annual d tg@’ering
the period 1965-2007. The study employed Granger causality test and a%or Error

Correction Model (VECM). The findings indicated that there is a%'directional

causality relationship between stock market development and econo growth This
study considered one of the very few empirical studies t centrated on

examining the causal relationship between economic market

development and bank lending.

Furthermore, Duca (2007) employed the Granger ate the
relationship between the stock market and econJ ocused on
long-term trends and the evidence presented e gf th p ten of world
stock markets in terms of the market caplt t tl&author the top ten

stock markets are the United States, E g@n France, Canada,
the

Germany, Switzerland, Italy, Austra lanﬁ he five stock market

chosen are (United States, UK Frt-ce @many) The study used

quarterly data for two variable stock market indices. The

data used in the United Stat Wr thr' p
from 1957: Q1 of 2004: K

and the UK ranges fr oi%) Q1t0‘2 Q4(5me results of Dow-Jones stock market

show that the US % ce gnovgyic ts@se movements of GDP, but there is no
evidence that ther y causalily fron@? on stock prices. The same results found

in the UK :Sst y rejected, whl\ﬁ is on the basis of the F-statistic the null

from 7.Q1 to 2005:Q2, for Japan is

ana carried out in France, Germany,

hypothesj stock market movements do not Granger GDP. However, no

causali found in the reverse direction in France. Whilst, in Germany, the
movements of GDP and stock prices are found to be independent to one another. The
study used long run data, but it doesn’t employ co-integration test to investigate this

relationship. Also, the study used different times for each stock market which making

it complicated.
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Moreover, Kemal et al., (2007) examined the empirical relationship between financial
development and economic growth in high income countries (HIC). Their study
focuses on direct and indirect finance, separately and jointly. They applied the
methodology of Nair-Reichert & Weinhold (2001) for causality analy

heterogeneous panel data. The study used inflation rate (INFL) as the &Yﬂ
macro-economic instability, government consumption to GDP ratio (G % fiscal
policy variable, and international trade openness (TRGR) as mtematlov.a

variable. The study reached two results. Firstly, financial sector develppment may

e policy

even be harmful to economic growth when inflation is mcreasmY@ ndly, there is
vlce versa. The

control variables in this study are the inflation rate IN macro-
{ a
onal .&ra =

no definite evidence that the finance is enhancing economic

economic instability, government consumption to GD 7:al(g&~ icy
hcyvanable

variable, and international trade openness TRGR as 1nte

This study has a good analysis to achieve its goal

In addition, Athanasios & Antonios (2012) e cQ‘[he relatiQpsShip een financial

development and economic growth in Ire]@jses aﬁlﬁdgta dne period of 1965-
2007, using Granger causality test wi]%vectﬁr eIt qcon@on model (VECM).
This study said that economic growth’N stockﬁ%{arket development and

credit market development, the 1s a £0s1 el e@ of industrial production
growth on economic growth Also her causal relationship between
stock market development nonllc gipwth. "'i’@e study didn’t use co-integration

&
test, although this study Noni tl‘m 1gS &g,and test is a strong test to examine
c') s

&
In their study TU %’ examined whe@r' the United States, US economic variables
can predict se stock market aﬁ<$3001 using the regression model framework.

the long run relations

The stud y United States economic variables such as Dividend-Layout ratio
(log); &ock Yrariance spread, Default Return spread, Long-Term Yield LTY, Long-
Term Return LTR, Earnings-price ratio (log), stocks to the total end-of-year market
capitalization of NYSE stocks. The study compared the return predictability in the
Chinese stock market by the following nine Chinese economic variables before and

after China joined the World Trade Organisation (WTO). The study used various
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variables such as, Inflation (INF), Turnover TO. This study also considered two
periods the first period before China joined WTO covers 1993M07-2001M12, while
the second period is after China joined WTO covering 2002M01-2008M12. The study
found that although, before 2001, United States economic variables are not us
predicting the stock market of China; they provide significant pred1cta%
2001. This study considers one of the few studies that examine the effect omic

growth of one country on the stock market in another country.

Moreover, the study introduced by Frenandez-Amador et al., xamlned the
actual impact of monetary policy on stock liquidity, and then ated their role as
a determining factor of commonality in liquidity. The stu mations
and vector autoregressive models. The study consid dat ofthr ufo gzme
countries, namely Germany, France and Italy, from J 999 t bés 009.
The macroeconomic variables of the Euro Zone e in el év— month
inflation rate, the base money growth rate, the uro an entra@'ank) policy
rate and monthly industrial production figu anwhﬂe d dent variables
are the number of shares traded and outst g, the '@\m index, and the

end—of-day price as well as bid and as Tﬁe st fou that an expansionary
monetary policy of the European Ce lecm%’mcrease stock market
liquidity in the France, Germa mah ts ‘%ese results are strong for
seven measures of liquidity and two gt m\

The study that made by @(

liquidity forecasts real

ed mg
1989:Q1-2012: Q2 PS_t}

utilized non-h ne ls whic all’v@r' regime switching behaviour in terms of a

11qu1d market reglme\a.nd over the phases of the business cycle. The

=3,

(2@ examined whether stock market
growth using data over the period

d@er model specifications. The study also

liquid versu

ﬁndmgs s d a statistically significant negative relationship between stock

and future UK GDP growth over and above the usual control
variables. This relationship is found to be stronger during periods of highly illiquid
market conditions and weak economic growth. The out-of-sample forecasting analysis
indicated that a regime-switching model of liquid versus liquid market conditions

predicts UK growth better than any other model. The study pointed out that this model
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is the only one to significantly outperform the GDP growth forecasts published in the

Bank of England's Inflation Report.

Furthermore, in their study Kyophilavong, P et al., (2014) examined the relationship
between financial development and economic growth. The aim of this study'\t est

two hypotheses: ‘supply-leading’ hypothesis and ‘demand-following’ l%hesis,
using Laos time series data. The ARDL bounds testing approach to co?r%ation is

used to carry out this task. The results confirmed the presence of WGI{ effect

between both variables. Financial development promotes economic h and in the

resulting, economic growth leads financial development. 'Wr is pioneering

efforts to investigate the relationship between financial % !.nd onomic
signifi

en
growth in the case of Laos economy, which consider it a cgntly iﬂ'g@he
theoretical library. é p | Y.g‘)
N

ined empirical
hilg4§) taking into
Kk Iarket and banking

In addition, the paper that made by Peia et alag (20¥4)
relationship between financial and econo 'f,c@relop
account their dynamics and (ii) differentiaging b h

sector development. The study the coiné Ony A Cps lity—j tween finance and
7]
growth in 26 countries. The study’s ti ies afMalysi sugﬁ&d that the evidence in

support of a finance-led growth 1 ce au,;@rs take into account the
dynamics of financial and econh velo ‘srﬁ\l@ings revealed that causality
patterns depend on wheth@tries‘ 1al d (ne’lopment stems from the stock

dev ent tends to cause growth, while

[¢]

market or the banking seagQr. Sock

! :
a reverse or bi-directio‘t)austty' i rlse&hetween banking sector development
sgfb u@‘ evidence that causality patterns differ

and output growt}%n stud} ?
between market-bige d bank®based gdonomies suggesting that financial structure
influences t wsa direction betwe>n financial and economic development. The

findings J that the relation between financial and economic development is

likely gg be ore complex than suggested in earlier studies.

Most of the previous studies agreed on the strong relationship between stock market
development and economic growth in developed countries, but some of them found a

directional linkage; whereas the others discovered a bidirectional relationship between

the two fields.
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3.2.2 Finance and Growth Linkage in Developing Countries

Various studies have investigated the relationship between stock market development

and economic growth in developing countries. Some of them found a positive

relationship, but the others found the opposite results.

In their study Kenny & Moss (1998) contradicted with Singh’s suggestm%a; stock

markets will cause such problems as to do more harm than good veloping
economies. Rather, they insist on a justification for their opinion #agt y1 developing

countries the concentration should be on stock markets rather e banks. They
supported their opinion, including three points. Firstly, sh slbecome less
necessary to the creation of investment tools that no lon hgve gic

preferred liquidation dates of shareholders, also the st be sqld @ for
which the liquidity risk will be reduced. Secondly; marl& mél&' equity

finance increasingly cheaper for the compam . Steck canf that by

encouraging new supplies of capital. This w se th fca @@ average and
new investors entering the market will rai the ic - -eaT s jE ) ratio. Finally,
through financing their activities via 1ssu re %}V @ the opportunity to
take greater risks than they could ﬁn j@ ey also become more
willing to take risks than corporat ers,|bec sk has been diversified
between many investors. The omtJ th ',st Ib'markets are free from the
problem of the need for res requ' S and vmg capital from the informal
market to the bankmg se d1t employed good points that open
more doors in this ﬁel am % e('§!1re if these points acceptable or not.
The researcher tota es \? autho \espemally in the second point.

developrng coum&@s was conducted by Garcia & Liu (1999), he

acroeconomic determinants of stock market development from

Another study

investigate
ﬁfteen in and developing countries during the period (1980-1995) using pooled
data. T dy used market capitalization to measure stock market development. The

paper results found that saving rate, financial intermediary development, real income,
and stock market liquidity are important indicators of stock market capitalization.

While macroeconomic volatility does not prove significant. This paper can be further
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extended along two lines. One is to include the OECD countries in the sample. The

other is to incorporate regulatory and institutional factors in the study

In their study Campos et al., (1999) tried to provide evidence of positive significant
causal impact from the stock market for economic growth, especially fm%iess

developed countries for the period from 1985 to 1997, using a Granger @ test.
The stock market was proxied by three variables, market capitalization oWer GDP,

turnover volatility and the change in the domestic shares listed n%ber. While
economic growth was measured by GDP. The study arrived at resw which found

that there is a significant relationship between stock m tivity and future

economic growth for lower and lower middle income ies, bl no higher
income countries especially in more developed econonfgs. This u‘ti\'n?o1 Rted
expected future growth in current prices, which a\-%stent i th’e icient
4 i
market hypotheses. Y' N ¢Y\_~f
On the other hand, in his study Chong (200(@1{%1 {

mig¥nkage between
Kuala Lumpur Stock Exchange (KLSE), Ec;o mﬁ? C&Qomic growth. The
o S

author lamented: e
7]
% &
“It is a general belief that the \¢ es,jnam he inflation rate, interest
rate, aggregate output, e ppl);raxj\ge and the trade balance are
r

some prominent factors t0 the p & af the stock market. The stock

‘{&
market, in turn, is Oan le@ -catoﬁdr the economic growth.”

The study used the VA Nel fJo s;ah—éa'lus multivariate co-integration test,
Qes?

multivariate Granger, ty tgpt S0 @impulse response, to find the dynamic

dy i ies d@g the period January 1987- to February

relationship amo
1997. The ge rformance of @harket is measured by a composite index.

Meanwhile, rformance of individual sectors is substituted by individually

sectonm like Industrial Index, Finance Index, Property Index, Plantation

Index, e Mining Index. Empirically, this study found that in the long run, the

stock indices and macroeconomic variables are moving together to the equilibrium

point and that there is a causality running among the variables.
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In brief, the study found that the general performance of the market, which is
measured by the Composite Index, is caused by the changes in inflation, output,

money supply and the trade balance. Meanwhile, the sectoral performance has shown

different responses to the fluctuations in the macroeconomic variables. The pr
sector appears to be the least sensible to this fluctuation. This study suctﬁ

attempt to extend the previous studies findings in a more comprehensia seting to

enhance the knowledge in this disciple.

Otherwise, Ibrahim & Yusoff (2001) analysed the dynamic 1nteract10 etween three
macroeconomic variables-real output, price level, and m ppl They also
studied the exchange rate and share prices in the Malaysi ng time
series techniques of co-integration and Vector Auto Regr sion. tHe WCk

price, the authors used monthly end values of the K Lump C po’sﬁé?fndex
(KLCJ). The exchange rate (EXC) is represented b bil ng itNgkchange

rate against the US dollar. Since the monthly Ew reaP‘GD weru& available.

The study used Real Industrial Production ( pture rediyeCon @t activity. The

0
study noted that money supply affects the priw s l@sun positively. But
vel

in the long run, however, these facto egdhi late@'t also observed the
negative effects of consumption shoc ifes. m‘&'study also found that
there is valuable informatio the sinck §}or future variations in
macroeconomic variables, espe% e&J dsprecmtlon and the price level

F 1ok widely used for the testing of
owgWpY, this study used Phillips-Perron

are both deflationary and @ary lthe
the integration order o&@s rjes -

(PP) tests instead of

Besides, in their &mha & Hacr{ @T) examined the linkage between financial

development economic growth in\lght Asian countries, using time series data.

The stud ed two types of analysis; first one estimate augmented production
functiams whre a financial development variable is added, and the second analysis

conducted multivariate causality tests the growth rate of income and the financial

development variable's growth rate. This study used many variables such as Growth

rate of real per capita income GLPY, Growth rate of quasi-money supply as a ratio of

GDP (nominal) GLQMR, real investment growth rate as a ratio of GDP, GLRINVR
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and GLRGDP: Growth rate of real GDP, GLRGDP. While most of studies use

bivariate causality tests (which are much easier to compute), this study use

multivariate causality tests

In another study Wacabaca (2004) investigated empirically the causal linka: m

financial development and growth in Fiji, using time series data. The tests:\%n

study are unit root test and co-integration techniques within a Bivariate r Auto-

Regressive (BVAR) framework for the period 1970-2000. Stock Wt size is
measured by the ratio of stock market capitalization to GDP, whN equal to the

total of listed shares divided by GDP. Meanwhile, the liquidi & stock market is
proxied by the stock market total value traded to G ly, the
efficiency of the stock market is measured by the stoc arktt aﬁ T‘hls
study reported that economic growth proxies used ar e of P'(l&'(—‘x the
level of real GDP per capita (CRY) and the rat1Tl (IRY)
Meanwhile, financial development is measur maﬁ?' stltu@ indicators
which are the ratio of financial assets to GD , ratio Ot uldé‘mhtles to GDP

4@')’ found a positive

(LLY), and the ratio of private sector credift GDP

relationship between financial market growth in Fiji with
the direction of causation running ly ] onoéf'é growth to financial
development.

Moreover, Christopoulos s1onas' ed the relationship between

h u ,& panel analysis in 10 developing

countries. The study m cjh a‘@th by the ratio of total bank deposit
liabilities to nomm ‘“Bd cl tlo of investment to GDP and inflation

financial development a

rate as control \4 a s. The study f(\;M' the presence of long-run causality from

financial d ev ment to economic gro\vth, but their study didn't find any evidence of

bi-directi sallty Besides, the study also found that there was no short-run

causality b®ween financial deepening and output. The study recommended that

improving financial markets will have an effect on growth, which is a slow process

but is important. This paper provides a useful analysis on the evolvement of financial

institutions and markets in Fiji in terms of their relative sizes, activity and efficiency,

and their important in the economy.
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Furthermore, the study conducted by El-Wassal (2005) investigated whether there is a
relationship between stock market growth and economic growth, privatization and
stock returns. He performed this study based on 12 emerging economies of following
countries- Chile, Colombia, Greece, India, Jordan, Korea, Malaysia, Mexico, P
Philippines, Venezuela, and Zimbabwe for the period (1988-2000), using m
data within the Johansen co-integration and Granger causality test. Sto %xket

growth is measured by two main variables, size and liquidity. Size i sured by

stock market capitalization whereas the liquidity is proxies by trading alue The

industrial production index is used as an indicator to measure rea mic activity.

The study found that, the results from cointegration test re 'a long run

relationship among stock market size and liquidity, real a i on and
L g

stock market returns in five countries- India, Korea, l\%a thef Phil qne d

i- du?tlonal

linkage among stock market growth indices, real econo ic a '\fyxprlv Z@non and

Zimbabwe. However, Granger causality results found

stock returns for most of the above mentioned ¢ . Thy is @{1 of the few
studies that examined the long and short run rel3§ nsw en k market and
economic growth. ? \‘(\
C-)

Another study has been conducted OS).ah%Iysed the relationship
between stock market developm econoinc o'wt % Malaysia for the period
of 1978-2000. They used the A to res Lag (ARDL) bounds test
approach. The economic gro h S melasur by eéaplta nominal GDP. The stock
market is proxied by the 1 d he 1;y @ of the stock market. This study
included two control a es, oun(yate and openness ratio. The study
revealed that stock n@cgev ntegrated with economic growth in the
context of Mala his test also dlsWred that stock market development has a

bound t has been shown more robust, in examining the cointegration
relations ween financial development and economic growth

In another study, Gamolya (2006) investigated the statistical correlation between

positive effect onomic growth. Thls study employed newly developed ARDL
%h

financial and real sector performances applying causality test for monthly data in

Ukraine. He stated that the financial field was a very important part of the national
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economy, which connected to the real sector productivity, and this relationship is
basically of the two-sided nature. The author used four variables in his study- SM
index to measure general marker profitability, volume of Ukrainian Stock Market
USM trade to measure investors’ activity, total banking institutions cap1tahzat10
average wage rate introduced as testing instrument. The result from caus®
o of

showed that the stock market has a small effect on economic growth when

underwriting is close to zero, which approximately has no impact ?g:onomlc

growth. V
'1@ ietween the

ndia 4g E!]
Meanwhile, multivariate causality tests found a two-way qgusal Telatjons

The regression results illustrated a significant and positiv

income variables and financial variables for Malaysia, P

the income and finance variables in India and Malay e-way gauSlit h!hkage
from financial variables to income variables for Th Ja ang™epposite
causality for Korea, Pakistan and the Philippines. @earc?‘ of s 1nt@pendence
could be advanced further by means of 1ntrow new nt financial

intermediaries. Another chance to improv sults \bc\ co e;ésdata on Stock
Market Capitalization, which will ce@ ddé®o t de@ndlng of financial

sphere progress. \ \A
b S
Moreover, Ang & Mckibbin ( vestj e sal relationship between

Mal a using time series data for

mp ts analy51s the ratio of liquid

the period of 1960-2001. prl
efc1 lc&nk assets to commercial bank plus

liabilities (or M3) to no

O

central bank assets 0 of ‘51 € 1 cr@’to the private sector of nominal GDP

were used to devel ndex as
o 1 1ve and unidlrectl\qal causal effect on finance in the long run.

eas;@' of financial depth. The results suggested

that growth ha:
Moreover §eanu et al., (2008) examined the correlation between capital market

develop d economic growth in Romania. They used quarterly data for the
period 2000-2006 using a regression function and VAR models. Stock market
variables were divided into three types: size variables- market capitalization/GDP

ratio and the logarithm of the stock market capitalization ratio, liquidity variables-
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turnover ratio and value traded ratio and volatility variables- eight—quarter moving

standard deviation of the end of quarter change of stock market prices.

The results disclosed the fact that there is a positive linkage between capital markets

and economic growth, with feedback effect. To specify, financial devekﬂgt

follows economic growth, while economic growth pushes financial inst:’gl% to

develop. Also, using Granger-causality test based on vector error correcli odel
(VECM), the study found that stock market development has caus%#ects on

economic growth. This study used just 25 observations to examinNcorrelation

between the capital market and economic growth in Romania. e tne series data is

small to do this investigation. \d
"X
On the other hand, Shahbaz et al., (2008) sought to%igate he ldti@ﬁp

between stock market development and economic grov% akis S an%ﬂl' time
n \g

series data from 1971 to 2006. To investigate long% es aflphort-run
dynamics, Engle-Granger causality and A %

us

are 1i& resgectively. The

variables used in this study are RNPC ri%n m \p{ \ta _§ MC market
un&l e él%ts a very strong

capitalization as a share of GDP. The %
N ,}j &
S
NG
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a percentage of GDP). Other two variables are foreign direct investment (FDI) as a
percentage of GDP and human development index of Pakistan (HDI). The study found
that the size of the market, as measured by market capitalization, has a strong
influence on economic growth than the liquidity of the stock market. In additi%o.

itye

that, FDI as well as the development of human capital also has a strong

relationship with the economic growth in Pakistan. %

Furthermore, Shafii, Z (2009) examined the stock market development Tconomic
growth linkage in 20 Organisation of Islamic Countries (OIC) membw the period

d?ﬂetermine the

s, ®hich are,market

of 1989-2006. They applied Johansen co-integration met

presence the long-run relationship between the selected v i
capitalization ratio (MC) and turnover ratio (TR) as indepe den

the dependent variable. The results found this linkaggd laysig,
Arab Emirates, Turkey, Bahrain, and Uzbekistan. Spgey ll)g{ y f@;d one
co-integrating vector in Egypt and Uzbekistan. Thi@f:mi;i one %8; pioneer
studies that examine the linkage between theggt arke copdjic growth in
OIC countries which make it an important a@ i tl‘o t}&ﬂ@‘:rary
. . % ) § S

In his paper, Islam (2010) investigate mpaet_of th deyéRgpment of banks and
stock markets on economic growth i%\pl ev@xg countries during the
j of M1dm)¥ (GMM) dynamic panel

:
S stock markets have positive
§ therefore, both of them are

period 1973-2002 using Gener% ethc}
analysis. The empirical resultwp seii
and significant impacts o&no e grgivth

important to accelerate l@n 0 e ing countries. In addition to that,
the study found that t%tion ip Pe e nance and growth is non-linear. The
study reported tha ults we stﬁng ile using alternative measures for banks

N
suggested that d&\kloping countries should undertake suitable
evelop both banking and stock markets in order to achieve higher

long run e ic growth through better financial arrangements. This study used
unbalance el data which make it one of the few studies using this type of data.

An empirical study was conducted by Hamid et al., (2010) including the countries:

Malaysia, China, Korea, Hong Kong, Pakistan, India, Sri Lanka, Indonesia,

Philippines, Singapore, Thailand, Taiwan, Japan and Australia. The author used the
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monthly observations for the period January 2004 to December 2009. The study
concluded that monthly stock prices did not follow a random walk in all Asian Pacific

Countries. This study is one of the few studies that performed Jarque -Bera test and

visualized the skewness and kurtosis to examine the weak form of market efﬁiiency

N

Furthermore, Hossain, M. S, et al, (2010) investigated in their study% causal

in the Asia-Pacific region.

relationship between stock market development and economic growth Bangladesh

annual and official reports, using Engle- Granger causa g L tests and

for the period from 1976 to 2008. The study used secondary dmuected from
N

cointegration test. This paper also attempted to examine n-statignarygseries of

ne

stock market development and economic development using oﬁo@n’c
. R . | S

technique. Market capitalization ratio to real GDP i¥ged to r‘r’le sufy stock“market

development. Meanwhile, the growth rate of real Wis ﬂ'sa{ pro>%\_économic

development. V “é\
N 9

The study concluded that there is a 10%1 equl\S&?

t

qéamong the stock
afto f o

i
th, ere is unidirectional

market and economic growth in Bang
significant causality resulting fromN
growth. But for the short te eYnIage ompe

development is insigniﬁcant&in ' QZ?&@ economy no one conducted
any study in order to inves@ne ca‘mal ag een stock market development

and economic gro \0, fe;w?s ieagave been conducted for less
4
, &

developed/underdev@ ounfrie
Moreover, Ma%n et al., (ND) §§§sed the linkage between stock market

developmen economic perforrnan%e in the Island during the period 1988 — 2009.

eve@ﬁem in the economic
io@c growth to stock market

This li be examined both by static panel date techniques and dynamic panel
VARV model. The study also used the Granger causality to consolidate the
direction causality among the variables in the long run. The dependent variables were
measured by Gross Domestic Product, while stock market development was proxied
by three measures. These variables are, Market Capitalization Ratio, Turnover Ratio

and Total Value Trade Share Ratio. Stock market capitalization is used to measure the
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stock market size, which equals the value of listed shares divided by GDP.
Meanwhile, the turnover ratio and the total value traded share ratio are used to
measure the stock market liquidity, which is believed to be a strong predictor of real

per capita gross domestic product (GDP) growth. The study found a significagt and
Rh

positive relationship between stock market development and economic gro e

Island; it found that both the PVAR and Granger Causality arrived at the @sults.

Furthermore, a bi-directional causality was observed between the liquidity sure of

stock market development and economic growth. The findings from s study can
help reinforce the link between stock market development and %cMic growth in

Mauritius through some policy issues and recommendations.

Furthermore, Rioja & Valler (2014) investigated the effegts o \dmtwd
banks on the sources of the economic growth, producg d capit c’u];k{mmon
using a large cross country panel including high i Juntrles
The data contain a panel of observations for 62 daygnt erlod 1980 to
2009. The study used dynamic panel Gen Metho ?ts (GMM) to
address the potential endogeneity in the mta ‘Eb.)\ two measured
proxies to measure economic growth, aI:‘:aLJ%rth (CG) and
Productivity growth (PG). Meank stoC ket riables are, market
capitalization- the total value o all s i the k @(et as a percent of GDP,
value traded- the value of all s%raded gto K arket as a percent of GDP,

ares e domestic stock market. The

and turnover ratio- the vaKNhe tr't

study found that the % re
’

productivity growth 1 %e ccjntri
paper studied Low%%igh n bo_%

ey have a sizablg positive effect on capital accumulation. The

arll)(§'ffects capital accumulation and
ccﬁsé?:d The contribution arises when this

uu@s separately. In Low Income countries,

banks are essentia

or prod owth in these countries. Perhaps the size and activity of equity
marke@eloping countries have not yet reached levels where they are significant

determinants of the sources of growth”.

study found :N)ck markets, howe\h, have not contributed to capital accumulation

On the other hand, Boopendra et al., (2012) investigated the impact of stock market

development on economic growth for selected 10 countries of the least developed
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category, using annual data for the period 1995 to 2009. Economic growth is
measured by per capita GDP as the dependent variable. Meanwhile, SMDEX means

the stock market development index, which includes two measures-size and liquidity.

The size is proxied by the concentration ratio, which is measured by dividigg the
market capitalization of the stock exchange over GDP. Liquidity contai &&n.
value ratio and turnover ratio. Conversely, banking development is d by
domestic credit provided by financial intermediaries to the private se cto:&r GDP.
The other variables are, inflation, which is measured by Consumer Pr&;mn Index
(CPI), Education (EDUC) demonstrating the quality of hum apWal, Secondary

Enrolment Ratio (SER) and total exports divided by th of; the country

(EXGDP). \d

The result from the static analysis conducted by Bo I et al.§ ( )’1H&i§rates

esgl-(')pment

that, there is positive and insignificant relationship b st td
¥es. B impact of

and economic growth in the sample of the least E Joped

stu “shows that the

}8{; growth.

\
Moreover, Athapathu & Jayasinghe exa ned Het]@the stock market can

promote economic growth in the CT L urm even years starting from
1997. The author conducted bas ﬁnﬁbSerles data and using co-

ranger causality test methods
ig_spitio or investigating this linkage. The

c’!)y QIJanges in nominal and real GDP over

banking development on economic growth ficant.

inflation and education are also essential e ents to

integration analysis, error C ction

isfndic

the duration of the st
capitalization va Q@ averag m!ex &'market capitalization, turnover ratio. The

provided that the involveg'd

economic growth in th
e stock market variables were market

study indicat a ere is a umdxre*mnal causal relationship between stock market
performanéators and GDP growth in Sri Lanka. The study discovered that there

is limj [ \ce of economic activity influencing stock market performance.

On the other hand, Regmi (2012) examined similar relationship in Nepal for the
period 1994-2011 using co- integration, unit root test and vector error correction
models. Market capitalization ratio, number of listed companies, the total value

traded, and turnover ratio, are used to measure stock market development. The
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dependent variable chosen are per capita GDP and GDP deflator in order to measure

GDP. The study eventually discovered that the stock market has a significant

contribution to economic growth in Nepal.

In addition, in his study Ray (2012b) examined the effects of different macroegongmic
variables on the stock market prices in India for the period 1990-91 to 201(% ing
annual data. The study used two tests: a multiple regression test and Gr ausality
tests. A multiple regression model is designed to examine t pact of
macroeconomic variables on stock prices, while the GrangerWality test is
conducted to investigate whether the relationship betw ean prices and
macroeconomic variables exists. The independent vag lcro onomic
variables are- inflation, exchange rate, foreign direct dnvesihen M ic
product, gross fixed capital formation, foreign exchan@e, mq@ne }’p]&"}mde
oil price, whole price index, gold price, interest raf?&pri% c C)Yg&;de and
industrial production index. G)V ,&

—=

&

The study estimate of multivariate Granger chty tswi ed -t\Ichough there is
no causal linkage between stock price stga;v\ , C?ﬁrectional causality

is found among stock price and gross

capital formation. Meanwhile, bidi
foreign exchange reserve, mon%
multiple regression results Jfgrre
negative impact on stock Sridg, M
domestic product, forei haggé r

supply have positi &bts’ozy' ﬁf price. Otherwise, the inflation rate,
foreign direct in Q}nt, exch ge’rati’@d wholesale price index do not have an
important eff %tock price. TheS"t,ady reported that the results have effects on
domestic aé as foreign investors, stock market regulators, policy makers and

stock %nalysm.

Ayadi. R, et al., (2015) in their paper explored the relationship between financial

duc eﬂch@e rate and gross fixed

X7 . :
Lla sqll ex:g among stock prices and
e }’risbnd whole price index. The

'y
tr \m.L rice, ép‘d gold price have significant

higf the Jagerest rate, balance of trade, gross

gv!:, Ustrial production index and money

sector development and economic growth, using a sample of northern and southern

Mediterranean countries for the years 1985-2009. The authors included several

variables to measure the development of the financial sector to account both for
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quantity and quality effects. The results indicated that credit to the private sector and
bank deposits are negatively associated with growth, which confirms deficiencies in
credit allocation in the region and suggests weak financial regulation and supervision.
On the stock market side, the study found that stock market size and liquidity glay a
significant role in growth, especially when accounting for the quality of an in %

Investment, whether domestically or in the form of FDI, contributes Sl% ly to

economic growth. Stronger institutions and low inflation are key growtiWfactors.
Initial GDP has a persistent and significantly negative impact on wth, which
implies that poorer countries are catching up richer countries in t%#of economic

growth.

Furthermore, in their study, Cavenaile. L, et al., (2014) ¢
relationship between the development of banks an

growth for five countries (Malaysia, Mexico, Nigeri i i
cointegration and causality tests. The study u t 0 lnd@x.rs of the
banking system that are liquid liabilities (L DP an ate it by deposit

money banks over GDP (PRIV). For th ws tha study used three
ver

indicators which are the stock market cap @4 TCAP), the stock

market turnover ratio (TURN) an stoc et ﬁﬂe traded over GDP
(VALTRAD). On the other han Wﬂlc ro ed as the logarithm of
real GDP per capita in local chcy (GPP). <’s‘) y found little evidence of
reverse causation as well as ct1®!ahty éJ

Moreover, Srinivasan ( nvgstlg sal direction between stock market
development and e o h ('(Ismg the co-integration and causality

tests for the pe n§ 991 to 01‘! t 1nd1ngs indicated bidirectional causality

among the m pitalisation and\fa)nomlc growth, and unidirectional causality

'o to economic growth in the short-run and long-run. Thus, this

from turno,
sectiony ill d the strong relationship between stock market development and
economicMowth in developing countries through the researches of different authors

who found this important linkage in their studies.

In their study, Pradhan et al., (2014) investigated the impact of stock market

development, money supply and inflation on economic growth in India during the
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post-globalisation era of the 1990s, especially during the period from 1994 to 2012.
Using autoregressive distributed lag (ARDL) bounds testing approach, the study
found that stock market development, money supply, inflation and economic growth

are cointegrated, suggesting the presence of a long-run equilibrium relationship

between them. The vector autoregressive error correction model (VECM T
confirmed the existence of both bidirectional and unidirectional causali een
economic growth, money supply, inflation and stock market develop in India.

The policy implication of this study is that inflation and money y can be
considered a policy variable to predict both economic growth®agd)stock market

development in the Indian economy during the post globalisatj n?’

3.2.3 Finance and Growth Relationship in African Stoc rke \d
s

African stock market is a subject of interest for man@chc}rs n pit!llY‘Iga)rkets.

Many studies have been made to analyse the relati e‘NQ e Aléan stock

markets development and economic growth. TEWtS of thege)studisg were mixed;
the first group found that there is a positiv&' nship b en@“&e two sectors,

while the second group discovered the nﬂe li ~Me @He, the third group

reported that there is a bi-directional r;%& ipfoet th@t\wo fields. However,

the fourth one revealed that there N rj i 1 at\ between stock market
se

B, @esearcher tries to discuss
some related studies regarding Afri cq{' uﬁw Nigeria, Cameroon and West

African Monetary Union. é Q
\l

N

« Dl O
(il(:l HLiigdTAd the linkage between stock market
Q@African countries for the period 1992 -

development and georlagiic .
% of 4 . .
1999. The study Yse¥market capltahz(t?)'n ratio (MCR) and turnover ratio (TR) as

independe%fb es. Meanwhile, in%stment (INV), Primary School Enrolment (PE)

(¢}

development and economic ggewth¥In thi

Using annual data, A

and fore investment (FDI) are used as dependent variables. The study found
that tépositive relationship between some of the indicators of the stock market
performance and economic growth. The study tried to evaluate the link between stock
market development and economic growth by providing a small felationship between
some stock market variables and investment. Besides, it discovered that the value-of-

shares-traded ratio (TR) doesn't have an impact of stock market liquidity. But this
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principle is not applicable to all nine African countries. It just applies to the countries

which have highly volatile stock markets, and it caused the turnover ratio to become a

misleading indicator of liquidity.

Besides. Elliott (2009) tried to empirically examine two things in his ﬂ-ﬁiﬂle

analysis is to test the relationship between stock market development :(ﬁ? term

economic growth and the macroeconomic determinants of stock marke lopment,
especially market capitalization as a percentage of GDP. The study chonducted in
nine of Southern African Development Community (SADC) for period 1992—

2004. The study used a panel data approach which covered joe ountries within the

SADC region. To be more specific, the author used a fi ects phrel dgta model.
The dependent variable in this study was Real GDP. E M &S@the
economic growth, stock market development proxi market a ll&&é(q‘a ratio
(stock market size variable) (MCR) as a percentag T raﬁQfYFR) and
total shares traded ratio (VIR) (stock market M abl€ The@er variables
are Macroeconomic Industry, and Financial dlary D op

\? -\
The study found that the stock mark‘éba posttivgge fe Nm economic growth
through the liquidity channels. To s ﬁ%; shﬁ&aded to GDP ratio has
a positive and significant coeffici thr!e og bf t}@our different fixed effects
I same relationship in two out

models run. On the other hand¥ er ra

med een stock market development

er éﬁrolhng last year GDP growth rate,

& indicators of financial intermediary

development. 6’

The study e some interesting\@ults through the control variables where their
coefficien found to be statistically significant in inflation. However, credit to

the }% tor and last year GDP growth rate were found to have a consistent

negativ ect on economic growth. Furthermore, investment and liquid liabilities

appeared to have a consistent positive coefficient. The study concluded that stock
market development contributes to economic growth directly through stock market

liquidity by the positive influence of the value of shares traded ratio and turnover ratio
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on economic growth. However, although a market capitalisation ratio affects

positively, but it does not significantly affect economic growth.

Besides, Tachiwou (2009) studied the causal relationship for the West African
Monetary Union economy over the period 1995-2006. This study used twagfaXprs-
size and liquidity. It analysed the long and short term relationship by co %ng an
ECM method. The study used market capitalization and total vaﬁr&aded as
independent variables while using GDP as the dependent variable.??e findings
reported that the stock market development has a positive impact oMomic growth

in West African monetary union in both short and long term. '

Furthermore, Fajimi (2009) investigated how the growth rate Ofythe toM];ethlps
prediction of the economy growth rate in Nigeria usi ranger cgus, leiwlthm

mﬁ wa&&'easured
hile Q&k market

angd& total value of

quarterly time series data for the period 19802004

by the rate of change of GDP at 1984 fa

development was proxied by market caplt

shares traded (liquidity size). The ﬁndm sho sfrong relationship

with a stock market capitalization an‘c% Vﬁ&?&@aded Overall, it is
are

found that stock market moderation e&

. ﬁ igerian economy with
a lag of four years.

In his paper Ahmad (7010) rl 10nS &mong financial liberalization,
financial development an H@the T tly developed unit root tests, co-
integration and Grang % ¥¢d to panel data and dynamic time
series. The study @a Spb- an African countries, whose financial

development is by the d’ of estic credit to income and private sector

credit. Mean DP per capita wa&nsed to measure economic growth. The results
indicated ¥un equilibrium relationship between financial development and
econ@ h. This agrees with the view that financial development can act as an
engine W#growth’ and also contribute significantly in the process of economic

development. But there is small evidence to support the hypothesis that financial

liberalization directly leads to growth.
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Moreover, Akinlo & Egbetunde (2010) used the vector error correction model
(VECM) with time series data, to examine the long term and the causal relationship

between financial development and economic growth for ten Sub-Saharan African
countries. The study measured per capita real output as a real (GDP) ratio to tl-Yp
t

population, financial development (F) is proxied as a ratio of broad mon N 0

GDP. Real per capita capital market is measured by the ratio of total capygal s#ock to

the total population. The real interest rate was mentioned as (R). Thegtudy included

two control variables: per capita stock (K) and real interest atwe ) to avoid

simultaneous bias in its regression. Y.
L,

In another study, Ake & Ognaligui (2010a) analysed the relatiqn:

stock markets and economic growth in Cameroon usingggausal relgtion
the time series data from 2006 to 2010. The study oot,

ipgpbetween

1 %@'cn
S Pman

(1967) derivation method to generate annual data t quaxgrly ¥ und that
market capitalization has positive effects o DP.“ Th rec@mended the
Cameroonian government to realize that it &‘%md the T ﬁx@“cial policies, to

encourage firms through developing a finghgial sto&% &&e, and to enhance

pushing companies to choose the initigi P@ choic€ ins@‘ of bank loans when
i

In a different study, Ujunwa, AS : (2019}

“Specifically the in&\ok s@rket @elopment on long-run economic

S

/-

S
7

growth in Nigeri Mex in le t@&/ used time serial data for 21-year
period: 1986- &)o tj;ﬂ i n{p t research gap. The Ordinary Least

%as d in@c the various models. The gross domestic
3y~ h

¢
Squares regrgss
per capita E% was adoped e dependent variable, the independent

variable de total mark (-}intalization, total value of shares traded,
while controlling for other variables that may introduce bias in

turnov
0 % The regression result showed that stock market size and turnover

atio positive in explaining economic growth, while stock market liquidity
coNsificnt was negative in explaining long-run growth in Nigeria”.

Moreover, Sililo (2010) evaluated the causal linkage among stock market

development and economic growth in Zambia, using quarterly data for the period

2002-2009. The investigation was conducted using two methods: 1) Toda and
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Yamamoto Causality Test, and 2) the older and popular Granger causality test. This
study found that the Toda and Yamamoto Causality Test approach were more reliable
than the Granger Causality Test. So he preferred using the first approach. The study
argued that the Zambian stock exchange could help to promote economic gro

it should be integrated in the whole economic system. %"\Y“d

Furthermore, Odhiambo (2010) tried to explore the relationship between s market

development and economic growth in South Africa during the periocm)—mm. In
his study, the researcher used the newly developed ARDL—BouncNing approach.

This study used three aspects of stock market developwzket lcapitalization,

stock market traded value and stock market turnover. lar to previous

e
studies, the economic growth was measured by real GRQ per Capita. $h &a)@’wal

results illustrated that the causal linkage between mag(e d eloprﬂsnt and
a

economic growth is follow the proxy used as a prox t ck{ de@;ment, it
means when the stock market measures by stq et capi atio:&e economic
growth is found in Granger stock market @tm sto@harket Granger
causes economic growth when the stock %et prﬁxﬁ s ,@narket traded value
and the stock market turnover. % ] 4 Q"—)\'
N ,ﬁj Oy

Furthermore, Olweny & Kimani ( invgstig thesusal relationship between
stock market performance anc?% mic g}otw\ g.']&&a for the period 2001-2010.
The study used vector a@ssi@ modp¥ and Granger causality test. In
addition to that, the stud% Jo 0 ix@\‘aﬁon test in order to investigate if
the variables are Co 'S@ated of' t s&!lai&der by taking into account the trace
statistics and the @n ?%r}ﬂu t@} Stock market performance is measured

by trends of Slm)r ares index, v{h s economic growth is proxied by growth of
GDP in real N he study used oh(?uanerly secondary data for the period 2001 to
2010. T shares index was chosen as a measure of the stock market because it
is ab@xy price movement in 20 relatively stable and best performing listed
companies in the course. The study found that the causality between economic growth

and stock market runs unilaterally or totally in one direction from the NSE 20-share

index to the Gross Domestic Product. The study also reported that the movement of
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stock prices in the Nairobi stock market reflected the macroeconomic condition of the

country and hence it can predict the future path of economic growth.

Moreover, in his study Eita (2011) examined the macro-economic determinant effects

on stock prices in Namibia for the period 1998-2004, using a VECM ec o tric
methodology. The linkage between macroeconomic variables and sto:@ were

investigated by the regression equation. Stock market prices are determine interest
rates, inflation, money supply, economic activity and exchange rat tock market
prices increased positively depending on the rise of economlc y and money
supply, while the increase of inflation and interest rates de sto k prices. The
study found that shares are not a hedge against and Con& y Pohcy
and inflation in Namibia which generally reduces stock

On the other hand, in their study Ihendinihu & On a tt mpted to
determine if there is a causal linkage bet n ck.,\m per 1ance and
economic growth in Nigeria during the p 4 2 md1cated the

Ordinary Least Square (OLS) Technique ji ana s:%t b 1smg time series

data and error correction model. Stock k pﬁr rmajc wg}measured by market

capitalization (MKTCAP), the valu the &ket (VALTRAN), all-
shares index (ALLSVI) and hste panjes’ wt l n@er in the Nigerian Stock
Market. Meanwhile the econo% wth ‘as Qby the country’s GDP. The
study found that in the sho anc@\ ed market capitalization, value
of Transaction has a 51 1ﬁ ic growth. Whilst the All-Share
Index (ALLSVI) falle us ":s? 1%)‘? power in the long run, but the total
number of lxsted c es (;E I ) n @stock market remained insignificant.

On the other agochl et al., (2@) examined the relationship between financial

developm@ kconomic growth in seven Sub-Saharan African countries using the
ausality test. To measure the economic growth the study used Gross

panel@

Domesti®™®roduct (GDP). Here, stock market development is proxied by Stock
Market Capitalization Ratio (SMC), Stock Market Value Traded (VT), and Stock
Market turnover Ratio (TR). Meanwhile, the banking sector is measured by Private
Credit (PC), Liquid Liabilities (LIQ), and bank assets (BA). The study found that

there is one way causality running from economic growth to bank development
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indicators whereas two way causality exists between stock market development
indicators and economic growth. The study reported that the fixed effects estimation

shows the fact that stock market development has significant positive effects on

economic growth. However, impact of banking development indicators of ech

growth is uncertain. \

The results showed that the financial development caused economic gro$ Central
African Republic, Gabon, Congo Republic, and Nigeria. On the corm economic

growth caused financial development in Zambia. However, bi-directional
relationship between financial development and economic M:s found in South
Africa, Kenya, Sierra Leone, Chad and Swaziland. Th Its” re 0 ded that
Sub-Sahara African countries have to devel inapcial ecTQRY*and

macroeconomic policies. Zambia, on the other hand s to be fla c&)nomlc

a’
growth to promote financial development. Y' Y\"

Another researcher, Osamwonyi & Kam@) i tf¥ated &the causal link
between stock market development andgecondmi ‘g\ &enya Ghana, and
Nigeria for the period 1989-2009 in h iri ;’ T &fudy was conducted

using the Granger Causality test pro %as measured by stock

market capitalization (MC), the sto ded alu L@tock turnover ratio (STO),
number of listed securities (L toc} “Q( (MI), while the economic

growth was measured by r 0SS <¥) pro (RGDP) The study found that

there is no causal linkagape ket(';&i'elopment and economic growth in
Ghana and ngerla 1 dlr ctlo fau helatlonshlp exists between these two

factors in Kenya dy’a 0 MC and LS Granger cause economic

growth, whereas ctlonal causali 1sts between STO and GDP. On the other

hand, TVL ound to possess a strﬁ!g negative effect on GDP.
In thelr ' Ngare E., et al., (2014) investigated the role of stock market
devel on economic growth in Africa. It used annual data from a panel of 36

countries, of which 18 have stock markets, in Africa over the period 1980-2010. The
panel data econometric technique is used in the data analysis. The study findings are
as follows: (i) countries with stock markets tend to grow faster compared to countries

without stock markets, (ii) countries which are relatively developed and have stock
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markets tend to grow less faster compared to small countries with stock markets, (iii)
Stock market development has a positive effect on economic growth, (iv) investment,
human capital formation and openness positively influence economic growth in the

Africa region, (v) macroeconomic instability (inflation) and government co n
»BZ';

impact economic growth negatively, and (vi) countries that are politically,

less corrupt tend to grow faster

Furthermore, in their paper Nyasha S., et al, (2015) investigated the gnamic causal
relationship between bank—based financial development, stock mN development,
20!2. In order to

and economic growth in Kenya - during the period from 1

address the problem of omitted variable bias, the

inclunﬁ\sgngs and
investment as control variables - thereby creating a tivariate JGr r—%a@lity
oy

ed ’to co truct‘&c ank—

model. The method of means-removed average is

based financial development index and a stock mar A%

IDQQ 1ndéé..$ sing the
newly developed ARDL-bounds testing appr@e i
revealed that there is a distinct umdlrecN

growth of bank—based financial develo%t in TT
irrespective of whether the causality j ate in t (‘sho@n or in the long run.

The study, however, failed to ﬁnd& c?’m 1onsh§’ between market-based

\
financial development and eg®norfc gro d ‘@een bank—based financial
development and market—basehma ey jn Kenya. The study, therefore,
concluded that the develo \f thJ Kenyan b@ng sector is largely driven by the

country's real sector. 3
In addition, in th Odahll" @2014) examines the relationship between

banks, stock n ts d economic @h in South Africa. The study attempted to
answer one questlon are st%i markets and banks complementary to one
another beess of enhancing economic growth? The complementarity between
the s m kets and banks is examined by including a set of interactive terms in a

standard growth model, alongside bank development and stock market development
proxies. In order to test the robustness of the results, three proxies of stock market
development have been used, namely stock market capitalization, stock market traded

value and stock market turnover — against the ratio of bank credit to the private sector,
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a proxy for bank-based financial development. The economic growth is, however,
proxied by real GDP per capita. Using the ARDL-Bounds testing procedure, the study

found that the complementarity between stock market development and bank-based

financial development is weak and sensitive to the proxy used to measurY@k

market development. :\

Moreover, Sethi, P. et al., (2014) built their study on the concept of optimMfinancial

structure and examined its dynamics with the economic development pqcess of India.
Specifically, this study intended to examine the evolving imporw of banks and

markets during different stages of economic development. annual data from

1988-2009 for India and selected benchmark OEC tries. h dy has

conducted controlled and robust regression to assess thegimpacCt ofjdevigii n‘fx;gﬁi'the
optimal financial structure on the output growth. Th ors rep rt tks study
is one of the pioneer works in calculating the opw f'e./m Indian
context. The empirical evidence suggested tha @ eco m evek%the services
provided by banks are comparatively more t than t ed by the stock

markets. The financial structure matters o h Aﬂ;he deviation from
hefeco a@xe financial structure

the optimal structure has harmful ef

gap retards the growth process. \
P g i

3.2.4 Finance and Growth R ;;l 'Ar ‘S'ti)v arkets

There is a big dlfference@ c tnes terms of formation of their stock

markets. Some have b ifth of establishing financial market for
whi

a long time (e.g become alert to its significance quite

i wut othe n still have not realized the importance of
the national econ&my It is worth mentioning here that, there is a

recently, (e.g. L

financial mar

lack of studichiYat analysing the Arab stock markets as a whole or about some of

them to ¥ An attempt was made to find this type of studies, but unfortunately
there se to be few studies about the stock market development and economic

growth in Arab countries.

Having said so, there exists a study conducted by Albatel (2000) which examines the

relationship between Saudi Stock Market development and economic growth during
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the period of 1964 —1997. He used Engle and Granger (1987) test and co-integration
test to determine if there exists a long run relationship between the variables.

According to the author, the financial sector played an active role to promote and

accelerate the growth of non-oil based private economy in Saudi Arabia. Y.

In addition, in his PhD research Maghyereh (2001) examined the nShlp
between Jordanian Stock Market development and economic growth usin® both the
macro and micro level data sets. Thus, the study uses an assortment oXdifferent data

sets and empirical methodologies. This study used many variab sNas the Market

Capitalization Rate, Value Traded Rate, Investment ec dary School

Enrolment, Banking Sector Development Indicators % enditure,

(Export + Import) /GDP, Inflation Rate etc. Other twidndicato irﬁ .@}ket
atilfity.

n% results

the market

liquidity trading used in this study are Volatility an over Vv
indicated that there was a significant positive co
and economic growth in Jordan, and stock%w cap°1‘ali statlstlcally
correlated with per capita real GDP growth

variable had a positive and insignificant e%
a

In his study, Abdelnour (2003) rep& at th year: Q've witnessed a rise in

developing and establishing sto ts a 0SS Ara@ountries whatever may be
%\ent ofy gul rstock market. This bears many

the reasons underlying the esta
advantages like reducing t s of \g an@wdmg vital contributions to the

nation’s capital market ®gesevefte ted éy establishment of stock markets in
’

Bahrain, Egypt, Kuw, 3%’ anl Lebdgon, I(/ a, Morocco, Oman, Saudi Arabia and

Tunisia.

On the other. ®in thelr study B\s‘ﬁhla & Trabelsi (2004) explored the causality

among ﬁ evelopment and economic growth in the MENA region. This was

done for nt periods starting from 1960 to 2002 using co-integration techniques
and Gra' ¥ Causality test. The first financial development is measured by the ratio of

the total assets of the financial system to nominal GDP. The second indicator used to
proxy the financial activity extension is the credit allocated ratio to the private sector.
The third indicator is the ratio of financial savings to GDP. For economic growth

measurement, the study used the real GDP per capita. The study found that the
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financial sector has a big control in these countries during long periods, the
belatedness in the implementation of financial repairs in these countries, the

continuation of issues in reform implementation (Especially non-performing loans)

and the information still high and deal costs, which prevent resources promotxvd

financial deepening.

Moreover, Abu-Sharia (2003) studied the Arab stock markets; usinAxal data,

cross-country and modern econometric techniques on a panel data Me 11 Arab
countries over the period 1980-2002. The author reported on hismnodology part
that the model of his study is based on pooled data, the defguddQt variable growth,
equals real per capita GDP growth, stock market e th market
capitalization, value traded or turnover ratio; and c:%{v ablgs s Pe@'ts a
vector of conditioning variables that controls fo factofs with

economic growth. The investment rate is used as a r f ﬁ al 1rn'§.tment to

GDP. The labour growth is measured by emplotwgro 1 C ulataé}s the annual

employment growth rate. Exports and 1mpN a percen 0 P are used to

measure the openness rate of the econ Econ fo 4& measured by the
annual freedom scores, which repr 11t ri cw11 liberties, and

freedom status.

The study revealed that statiS , the J,llve ‘}f‘ market development was
weakly related to the ecw t dlsclosed that investment and
government consumptlo haly pos} ects growth of economics, while the

inflation had a negativ ct 1\ the rowth

% e
Moreover, Mou w A“ u@gated the causal relationship between

nt and economlo@owth in Morocco for the period 1970-2000,

ausality test. The financial depth indicators were Ratio of Liquid

financial dev

Liabilitie to GDP, Ratio of domestic credit provided by Domestic Credit to the

private r to GDP and the banking sector to GDP. The study found a short-run

relationship between financial development and economic growth.

Besides, Bolbol et al., (2005) studied the Egypt’s financial structure and its relation
with the Total Factor Productivity (TFP) for the period 1974-2002. The study focused
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firstly on economic performance, then highlighted the main features of the financial
sector: The securities markets and the banking system. The impact of financial
development on TFP is modelled by interaction of bank-based and market-based

financial indicators with two enabling factors: private net resource flows

capita income. The finding showed that bank-based measures affected nefw on

TFP but it has a relation to the threshold level of per capita income. M le, the

effect of market-based indicators is positively reinforced by privﬁ net resource

flows. The paper emphasizes that widening the financial sector tQ include the stock

markets has benefited the growth and TFP in Egypt, but mo s are needed

towards that target.

In another study, Al- Tammam (2005) 1nvest1gated th@gshort— \gfo@'run
relationships and causality among financial develo and egon@fnic gé«swth in

Kuwait, Oman and Saudi Arabia; using OLS est1 hvanate co-

integration technique and short-run and long—aner aus ity w@n the Error-

Correction mechanism (ECM). The findi trate th er 1sts a positive
1c @Rh in Saudi Arabia

é’
AN

d th,@ausal relationship between
\l/ QMlddle-Eastern and North-

usah est method for different periods

relationship among financial market indi

and Oman but this linkage is negatlve ase®f K it.

Besides, Abu-Bader & Abu-Qam n
financial development and ec

African (MENA) countries &%3 Gra'n
starting from 1960 to 20Q3.

development. The resu% wefl we

In addition, in se&ﬂes erglc

showed blgir(;)@(?nal or causality running from the output to

loy ur different measures of financial

S¥bp, $for the finance-led growth hypothesis.

-infdRrating relationships were confirmed, the

Granger causalit

financial de Nnent.

In hisﬁéesearch Masoud (2009) examined the economic growth reform
determi and stock market performance in Libya during the period 1999 — 2007.
He used three methods: i) Self-administered questionnaires were distributed in the
Libyan Stock Market, the banking sector and some companies, ii) Semi-structured
interviews and iii) Collected financial market data from 42 emerging countries during

the period 1995-2006. The independent variables are financial maturity and economic
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reform programme and macroeconomic; while the dependent variable is the stock
market performance. The study found that the banking sector and the stock market in

emerging countries in general and in Libya in special are more complementary rather

than alternatives in improving financial services to the economy. Y.

Besides, Siam et al., (2010) employed a time series data to investigate %cts of
interest rates on the stock market capitalization in Amman stock market uSteg annual
data during the period of 1999 to 2008. The study used a simple regres§fon model and
multiple linear regression models to examine this linkage. Stock nw capitalization

%whije, the interest
€

rate (S) is applied to measure the stock market developmen

e
rate is proxied by government prevailing interest ( ernment

development stock rate (D) as independent variables. T§ finding indi

is a strong and positive linkage between the stoc ket capftal ti(!n—he and

th( ere

government prevailing interest rate. However, the g nenbgde pm%ﬁggt.ock rate

has a negative influence on stock market capit w “‘

f\ )
Furthermore, Abdalla (2011) performed their stitly e t‘k 1 &%onship between
Sudanese Stock Market developme% onomc h$71e study used time

series data for the period 1995-2009 tudy’ eqd Aﬁ&}ranger Causality Test
based on Unit Root tests. Market rtalizatio tio,\and the Real Value Traded
Ratio are used to measure sto (o th. qxl!lfﬁnd, the economic growth is
approximated by real GDE, Wresu't ed t ere is a bi-causal relationship
between Sudanese Sto ke pme; d economic growth in Sudan.

d\ l
However, when the re%lue iacfe o 'C&ed the results illustrated that there is

relationship beco &nﬁir?t ngf. v@l, the study found that stock market
development in SydaWhas lead the ud@'se economy to grow at least in the period of
study. Accoyfhgg to the author, thisMesult corresponds with the “supply leading”

hypothegi

On the er hand, another study made by Eman & Nedal (2011) analysed
simultaneously the causal linkage among stock market, banks and the economic
growth in Jordan. The main aim of this study is to know whether financial market
development is supply-leading or demand-following. Quarterly data for the period of

(1992:1 to 2010:4) of economic growth (Real GDP), stock market (market
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capitalization, value trade and turnover ratio), trade (sum of exports and imports as a
rate of GDP), banking (bank credit to the private sector), lending interest rate (IR) and

industrial production index (IP) are measures using co integration system in a Vector

Error Correction Model (VECM) and Granger Causality test. Y.

The study results are against to the hypothesis, which assumes t‘?jnance

development lead to changes in the economic growth in Jordan. HoWever, the
econometric analysis showed that the effect of the local macroecorw indicators
(trade openness and industrial production) on the economic growﬂNore significant
than that of financial indicators. Add to that, Granger Caudlity{est i.nd innovation

accounting technique confirm that there is a significant

and economic growth, there are great similmiti@m‘he i erer@x;kets based
.Wket siggicant impact in

on their results; due the fact that the ca\

supporting economic growth. % \T &k'
n>7 S

Besides, in their paper Moosa & @Ol ex iﬂed@c relationship between

financial sector development @12‘1‘ n t%@udi Arabia economy over

the period 1970-2012. They u alter tiv ?bagbes for financial development

and some techniques incl\g if~gDeg_¥ests, Granger Causality Test, co-

integration test and the V& rrQeNQorigftion @iel (VECM). The study used time

series data to examine @Jj limk: ﬂeti&ﬁ Saudi financial sector development
d

and economic gro study stges there is a positive relationship between
s’ . : . :
financial sector. opment & ecgnomic growth in Saudi Arabia. So, the
>
development@ﬁnancial system M‘{H have an affect positively on the growth of the

Saudi eco

In the y Al-Majali and Al-Assaf (2014) investigated whether Amman Stock
Exchange performance is affected by a set of macroeconomic variables. Johansen
cointegration test and Vector Error Correction model (VECM), Impulse Response
Function (IRF) and Variance Decomposition (VD) are employed. Amman Stock

Exchange (ASE) performance is measured by the stock price index. Meanwhile,
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macroeconomic variables which are Real Gross Demotic Product, Consumer Price
Index, Credit to Privet Sector, Weighted Average Interest Rate on Time Deposit, and a

dummy variable explain the global financial crisis period are used to measure

economic growth. The data used in the study are quarterly data from 199 0
2014:Q1. The study has shown that the speed of adjustment in the &s
significantly and relatively slow. The results also indicated that th g’D a bi-
directional long run relationship between the stock price index m&éﬁ to the

private sector, the weighted average interest rate on time deposit% he consumer

price index. Y.

Moreover, Wild, J. et al., (2014) explored the relatio R be ewtgk market
008 15 20

development and economic growth in Morocco for the iod Tronfl 2 k na
quarterly basis. As proxies for stock market de 1ent,’t dy’ ch(o%e the
Morocco All Shares Index (MASI), market liqui&gh; markft\ tali%;o;l and a

principal component analysis based stock marf opﬁf:nt Mdex. @r testing for
cointegration, the dynamic interactions M GDP h @ stock market

development are investigated using bothﬁor errﬁ\sn?ct )éﬂodel (VECM) and
Granger-causality techniques. The r% ovled t qlo@n association exists
n

between stock market development ‘ﬁn 1 héﬁ' unidirectional Granger-
ne

causalities running from MAS4, traled vo market index to the real

GDP exist, but no evidence i conﬁ\M f&(é Granger-causality from the

capitalization to the real b& Thd V r&éa ed the presence of adjustment

mechanisms for the stg MI in pe C‘)rl(r_ll deviations from the equilibrium are
of)a i
8

corrected in the ca arkgt aﬁz\ iph and the stock market development
composite at I.ZV%EtA%&sz y h&s.

T
The results \ed evidence of the demand-following hypothesis and suggested the
ée

4,

N
presen shold level before a positive interaction between the real and financial

secto effect.
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3.3 CONCLUSION

In summary, this study as most of the above-mentioned studies investigated the

relationship between stock market development and economic growth. Many of them

used the causality test as the main method to prove the validity of their hypoties® but
some of them also used this method within the Vector Error Corre t%odel,
Regression Model, and other tests. While existing researches have exam%

of the impact of stock market development on economic growth W countries,

hardly any research has focused specifically on this linkage for thewof Libya. This
t&6t to investigate the

the issue

study considered one of the a few studies that use cointegra

ion to%very few
stullies Jat t afn,@fme

linkage between LSM and economic growth in Libya. I

studies used qualitative and quantitative and quahtatl

which make this study one of the pioneer studles t d the 1e{ho\ks in its

analysis.

This study, similar to the above studles the ock market in

economic growth using some of these etho s, ich ec rror Correction
t 1s unique compared

model VECM within Granger Causaht t oav er, Wis s

to the other studies is that con51der ne o e 10 dles to be conducted

exclusively in Libya. Due to this, Tse her fa@ many problems regarding
ex

Y o s (S
data collection due to insuffici istyle d 2
NUlilex
A L &
NG e (O
2 .9
l &~

T
&

'

T

)
&
S
S
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