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CHAPTER FOUR

RESEARCH METHODOLOGY

4.1 INTRODUCTION s )

This chapter discusses the methodology used in the present studg It starts by
elaborating the theoretical framework on the stock markef. M nexus. The
discussions in the chapter then explain the data, variables ods employed in

the study. A detailed clarification on the data analysis 1 as, 0 the ocess of

study is also explained. Besides, it introduces and prei$he mofiel hy&&'esm
a

of each variable. In the last section, there is a short co sion about tHiE c

\l

h
4.2 THEORETICAL FRAMEWORK Q}' ,\\ ‘é\‘?'

S

4.2.1 The Role of Stock Markets in Economro th T

In economics, a chronologically cont)éebaﬂe a t ademics has already
Nfal 1

7)'

taken place about the relationship bet th mediaries and economic

growth. Financial intermediari @pass @s stitutions — bank based and

market based. There are some the th s Skl their diverse explanations and

interpretations about the& ti n' bet en @mlal institutions and economic

N
rowth. (J
g O)

According to clasy i%dm‘o h@orlsts there is no significant relationship
and nexus betwe stock market conomic growth. According to their views,

that is beca:w the existence of t\>6 things rate effect and level effect. From the

neo-cla wth theorists, there are three different interpretations about the

intercémnecI®n between stock markets and economic growth. First and foremost,
capital accumulation in stock markets enhances the productive capacity. This
enhanced production capacity induces economic growth in any country. Secondly,
expected capital savings and net investment are increased through strong and efficient

stock markets. These savings and investments, through capital markets, thus result in
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economic growth in any economy. Thirdly, after establishing a strong capital market,
it is observed that, both postponing unnecessary consumption and a high level of

savings take place in any country. Ultimately, these two lead to an increased

allocation of capital for secondary investments. Thus, economic growth is re o)
stock markets. Here economic growth is the effect where strong and efﬁciec cial

sector is the cause. s

A strong, efficient stock market has a great role in enhancing economidgrowth of any
economy. It expands and induces investment ventures throug allOwAiting funds for
potential and productive ideas of entrepreneurs. This in tu s e onomic arena,
organizes idle savings, provides finance, assists to n risks, acc ates the
exchange of services and products and mobilizes modes roductipn ( porale:&' al.,

2004) and (Mishkin, 2002). Stock market enhances t 1qu1d1’ fi mal'sbapltals

It is a good determinant for the future economic ac t S ‘d@r\ | lains the
h (Sffahbaz, 2008).

ds and isio@ promotes new

investment ideas, new entrepreneurs, ate @ers to solve their

: N
problems and assists in national and g]%sk dﬁ/erm t10 .

Another school believes that th reVrelatons et;@n these two fields — stock
. |
ie

markets and economic growth. w9 Jo gh peter a famous economist

and development is, in fact, an

of the present world, the %ml ego
B :

inexorable outcome of n®togl vatl And at the same time, financial
institutions come out %-pro uct h%stg'&hnologlcal innovations and economic
growth. ; 4\

In the study o S (1 992) on stoch‘ﬁ?arkets in Sub-Saharan Africa, the result of the

0bservat1 te similar. After analysing these economies, he stated that, in the

nntla@ development, there is a specific positive relationship between stock

markets economic growth. In this stage, stock markets along with other financial

institutions accelerate economic growth in these economies.

Moreover, Camposs et al., (1999) found out another fact that government control, as a

catalyst, has a strong impact on the relationship between the stock market and
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economic growth. In the lower level of financial freedom, in which more effective
stock market and other financial institutions such as banks are under government

control, stock markets have a lower role in economic growth. This fact was obtained

in at least two third of the countries they studied. Y.

There are some special advantages of stock markets in attaining economy h in
comparison with other institutions, particularly with banking sectors. ; & thinkers

argued that financial markets are more effective in attaining econo¥ic growth in

comparison with the role of bank based institutions. Levine and N on the basis

of their cross country observation, obtained that stock m nore effective
positive relationship with economic growth (Lane et al., %’\ another
economist who believed that the stock market, not fankirlg sgcto @"eat
contribution to economic growth (Ang, 2008). Alm&b ctors"\save an
important role in economic growth, but this role i ort ’1 ei level of

ivateg savings and
g }@% necessary role

i K‘&ﬂe as these markets

financial liberalization (Bossone, 1999). M lec
intermediate those funds to enterprises in theWgjtia¥level, ba
to play. But after that phase, stock marke ea mo\{qct
required sophisticated institutional se nd ftam ks @ne et al., 2003). The
texts presented that stock markets ar el, aﬁgfsted by banking sector.

o :
After developing stock mark starts io c Pet ‘%th the banking sector in
economic growth (Yartey, 2({ ; , o‘

In some cases, both st marke ther(J cial intermediaries have similar

roles. In the managerr%) li uldlt rik gﬁ\i diversification of investment risks,

both stock marke’%l ankly segffor: h@ similar roles. The return on productive
entation o{ @tonng mechanisms, both have similar

effectlvenes:&t in some cases, \?ock markets have a great contribution to

activities and

accelerati omic growth. For instance, the monitoring of productive resource

which is performed by stock markets through acquisitions and mergers.
Another advantage of stock markets is its effectiveness in the area of performance,
appreciation that acts like a guide for allotting resources and capitals for investment.

Banks can do this as well, but to a lesser extent (Hermes & Lensink, 2013).
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4.2.2 Stock Market-Growth Nexus: Relationship and Effect between Stock

Market Development and Economic Growth

Linking both historical evidence and empirical studies to the role of the stock market

for economic growth requires a theoretical framework (Van et al., (2006). ver,
the theoretical abstraction on which the discourse of economic growth ha: %hnked
with stock market development and increasing market capitalization is n.(;kscepnble

outright. Attempts have been made to exhibit the causal relationship?etween stock
market development and economic growth; that the former acccMgftes the latter.

Thus, the general argument is that, the economic growth of §gun¥ies is more or less

causally connected with the development in the stock mar. \d

Principally, a well-developed stock market should ctcally gl e’c@l for

hou@‘mcrease

e to savers to

co@ic growth rate.
.Q 7) stock market

productive investments in an efficient manner. St
saving by enhancing the set of financial in

diversify their portfolios that eventually le % i

According to Seetanah et al., (2008) an if

provides a significant source of investm 1@ Ia@y low costs offering
liquidity, which is an element for g In ion, Adjasi & Biekpe
(2006) believed that the presence ock ﬁ,ﬁ tes an efficient resource
allocation and growth by mawi thc} ri .p%gent problem and reducing
information asymmetry. 3 éJ

However, the theoret1 a esh ﬂiﬂ:r (e/onﬂlctmg predictions on the role of
stock developme nt mi / On one hand, Goldstein & khan
(1976),Gurley (19 F‘&Kl n (1973) and Show (1973) argued that
liberalization financial sectorb&'} eregulating interest rate, removing selective

encouraging free competition in the banking sector augment rapid
economj%r opment in these countries (Ndako, 2010). On the other hand, Lucas Jr
(1998) ted that the role of stock development in the growth process has been
over exaggerated, and hence, financial development does not contribute to the long-
term economic growth. Similarly, some analysts claimed that stock market has little
positive impact on economic growth as they considered developing countries as

“casinos” (Seetanah et al., 2008). In parallel to the above arguments, it can be
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concluded that the debate in the theoretical framework has three primary strands; the
first opinion/view/group believed that stock markets promote long-run growth, while

the second one doubts the contribution of stock markets to long-run growth. The last

opinion argued financial development together with income distributde
technology have a significant effect on economic growth. Some studiese}‘ ee
conducted which support the first view. For instance, Obstfeld (1994) showe

international risk sharing through internationally integrated stock m? improved
et .,

resource allocation and accelerated growth. In addition, Benciven% ., (1996) and
iy to trade equity

&' Smith (1997)

n

Levine (1991) has argued that stock market liquidity, and the
easily, play a key role in economic growth. Besides, Gre

disclosed that stock markets lower the cost of mobilizifysavipg cilitating
L] v
.

investments in the most productive technologies. | &
-\
L 4

In contrast, the proponents of the second view T tN rlbut@ of stock
markets to long-run growth. For instance, Stigli 85)“5.1' thawGtock markets
tin re

—

revealed information through price changes Tgjd¥, creati er problem that

decreased investors’ motivations to m%( COS \%c é}e contribution of
- N,

liquidity to long-term growth has bee gatéd. ffo@ade by the traditional
latiaéﬁ{ip between financial

growth literature to explore thm al N
intermediation and economic g%vitrwas no, e.§ is because it focused on a
steady-state level of capital stock waﬁ @.tivity, instead of concentrating
on the rate of growth (Ag& L'DOOI)IQ <$
g
\, ¢ l (,5: .
is f coniplek Erj) ss influenced by many factors other

Moreover, economic
than the capital r%gevsl #t. ib terdependencies between these factors
o establish andajsplate the causal relation between the capital

suil

S

recent rei ent of interest in the nexus between stock market development and

make it very cw
market degn and the econom} growth (Brasoveanu et al., 2008). However, a
has Peen accelerated by the argument of endogenous growth models, in which

gro
growth is considered as self-sustaining (Agarwal, 2001).

For the third view - which is contradictory with the traditional growth theory which is
referred to as the endogenous growth models demonstrated that the financial

development, along with income distribution and technology, greatly affect economic
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growth performance (Caporale et al., 2004). To analyse this relationship, Greenwood
& Jovanovic (1990) inserted the financial factors role in models of endogenous
growth to formalize the interactions between financial markets and economic growth.
However, focus on the stock markets as an instrument of economic growth i

opening in the financial literature. In the past, its benefits had been largghy red.
However, the positive effect brought about by the stock market@

consensus in the present, for instance, Pagano (1993), Sarazervos (1

larger

Levine (1993a) all of whom overwhelmingly considered that wellgope

intermediaries have played a significant role in economic gro

ND).
First suggestion regarding stock markets is that it can bdggt econohic \,vtﬁ (E;@ugh
efficient resource allocation. This view has been ar% K‘i’n mfﬁ;g&w%a)
who proposed a model in which innovative activit%v d\\t engingdf growth.
The higher growth rate of productivity res Nm %r ra‘t!é?f successful
innovations. An individual might invest in“ggoj€cts that be@lckly, promptly
liquidated in the absence of financial m%, inste%\f?nv @g in assets that are
more productive but financially liqufg@ck%ar cm@vide individuals with

less risk and liquid productive investm (7' vin{ﬁl‘f%).

(
Secondly, financial markets c%uence €0 '@w’(h through the information

channelled. For instance, trﬁ@ irole @93) considered that because the

stock price includes perfq el Ion talcannot be extracted from the firm's

’ 5
current or future d s,')ockl marlgts’ féaioned as a monitor of managerial
io

performance. It n% megaltar :t or,e\dakeover, if there is a poorly performing
s, ¥economic growtl)

management. T Yi.n aggregate is the result of the firm's

productivity, &Qing from informatio\n, that is reflected in the firm's share price and

centives to build up higher productivity.

In the doMefe over the effect of stock market development and economic growth, there
are four possibilities, as stated by Graff (1999b) regarding to the causal linkage

between financial development and economic growth.
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4.2.2.1 Financial Development and Economic Growth are not Causally Related

In this case, real factors cause the economic growth, while development of financial
institutions induces the financial development. The modern economic deveIOpYﬁn

Europe in the 17th Century could be an example of this type of relation. c\

4.2.2.2 Financial Development Follows Economic Growth

Economic growth causes financial institutions to develop an cme; financial as
well as credit markets to grow. So, financial development igge nd-‘iriven. As the
growing scale of economic activities requires more @ apital dfquid and
fixed), institutional increasing and pooling of funddafor induftry st’lg)ﬁr for
individual wealth to start up enterprises, and fon‘%d Jpr fit§f for EConomic
expansion. The current diversity of financial syw ‘n,e{

om @/ fact that
different institutional arrangements can equalthla

ob functions of
any financial system: bringing together inm
qdhe choice of bank-

appropriate uses of investible funds. Mo%r, the\o s n

id scope of economics

and cting the most

based vs. capital market-based finan em$are

(e.g. historical, socio-psychological, a

n A
Y[ 1s
This view is explicitly addr8S€d) by seine de institutionalizes (and other
believers in the famous %he@.d impYditly by many other economists
(Graff, 1999). (’5"

L
(} 8 e
4.2.2.3 Financial meen is Afcgus conomic Growth
2‘, ’ v’
VT
here are two pos&?&lities as Thornton (1995) stated that financial

For the third K,
developm a precondition for economic growth and its actively encourages

economic _Matured financial systems can cause high and sustained rates of

economi1&™rowth, provided that there are no real impediments to economic growth

(Rousseau & Sylla, 2003).
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4.2.2.4 Financial Development is an Impediment to Economic Growth

The last view considers the financial system as inherently unstable. In this case, rather
than emphasising on the efficient function of the financial system, the main fo
on possibly destabilizing effects of financial overtrading and crises. Tiffi done

through pointing out similar logic to the previous possibility of having sdflity that
runs from financial development to real development (Stlghtz, However,
Demirguc-Kunt & Levine (1996) offered a completely differen on the stock

market and economic growth, observing some channels thr:ugwﬂch liquidity can

rather deter growth.

The theoretical nexus between stock market developn and efono 11 g@,S&l is
based on the perceived benefits of financial market, pa larly’t gejthe hipndlty to
idity qﬂdes many

erngtives in the short

finance investment projects of the specific mechalsms.

opportunities for investors to differentiate and be wnde

and long term, which stimulates 1nvest reduce
ale et al., (2004)

ultimately contributes in supporting ,
considered economic growth and fi % opmghtuas ﬁtions of stock market

development. As an example, th a plau@ole hypothesis that stock
d figanc lli

markets cause both economic % pment They denoted x and
y as financial developmen and co c spectlvely In addition, they
assumed that previous b jate te te s causal relationship between the

two variables. A propgfe 1rd 7 a P for the moment) is omitted from
the model which w f (&He previous tests, but could be causally
related to x and mb concluded that if w does not cause either

X or Yy, then no problem m@bred and the previously drawn inferences are

valid.

Also @ar studies conducted by Atje & Jovanovic (1993); Saeazervos (1998);

Rousseau & Wachtel (2000) and Beck & Levine (2004), it was found that stock
market development is significantly correlated with real GDP per capita growth rate.
More importantly, the study found that stock market liquidity and banking

development could predict the future the economy's growth rate when they both enter
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the growth regression. They concluded, “stock markets provide different services from
those provided by banks”. These studies are also consistent with the argument made

by Demirguc-Kunt (1996) that mentioned that “stock markets can give a big boost to

economic development.” T

Besides the above mentioned studies/findings, there are also oth %)retical
postulations suggesting the difference in the magnitude of the effect of stdek market

development on economic growth varies according to the economi Edevelopment
country’s level with a larger effect in less developed economies ‘Mt al., 2000). In

'mternatlonally

igh eWJects also

addition, stock markets can affect economic growth wherfiggeare

combined. This enables greater economic risk sharing. S4

tend to be relatively risky, stock markets that facilitate diversifficat ’encé‘) mges
a shift to higher-return projects (Obstfeld, 1994). -

4 ¥

\ \»

The resulting impact is a boost in the economy thgt wl leaﬁit owt the shifting
of society’s savings to higher-return inve % How he & no attempt to
differentiate the roles played by variou nan 1al k uch as, bond markets,

& :
banks, insurance companies, and soc keﬁ nt mk?e between financial

markets and economic growth. In £ revm%ﬁles N urance companies and
i

markets. Also, the stock

banks would usually be regarded a en#ar
market's role in economic gn% and t e entlﬁcatlon via which stock

markets affect growth hav 1gno‘ %
é"
4.2.3 Economic Gro ’ C—)
(J

Before embar the %tween economic growth and financial
intermediarie ould have to ex@ the very notion ‘Economic Growth.' It is a
hard task to forward with a specific definition of the term economic growth. It is
an ‘Al » concept. Because of its comprehensive range, theorists have been
facmo ems in defining it clearly. It considers as one of the most thorough and

most important phenomena of modern welfare states. In his study Habermas (1981)
considers economic growth as the lubricant of the modern welfare state. Economists

have come forward with their enormous interest about this notion since 1950 (de

Bruyn, 2000).
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In his study Kuznets (1973) defined economic growth as “long term rise in its
capacity based on advancing technology and the institutional and ideological
adjustment that it demands”. Theorists defined economic development from different
points of views. However, a common ingredient is the increase in overall prodiges.
Principally, economic growth denotes the increase of overall productiv the
economy, or nation, the rise of its national per capita income and livin %rd, So

the notion means an increase in income level (Jean & Arche, 20 conomic

growth means the upturn of market values of any services or prodgced¥oods in any

term increase in production, which takes place for structur

accumulation and technological innovations.

4.2.3.1 Importance of Economic Growth

Economic growth is an important precondit Q , &mout economic
growth, it is quite difficult to reduce pov yjh‘\ Y aligolute. Particularly
in developing countries, economic grc% r“u% m ('Kng poverty in mass

I) c?%%dq @npirical study on the

impact of economic growth on edwg po‘,erty. e s@y reported that economic
!
%\1 in fegd g poverty. Of the 24 cases

growth has a strong positive d role in
explored, in 18 cases pove as co‘n\d y %domic growth (Melamed et al.,

2011). For the rapid grQKh, in | g c@ﬁries, people have their required

¢
purchasing power, angg@ thi 1f aﬂdﬁ&zs increasing day by day. They can

afford their necessgry on’e? % T b@‘c needs. From both PPP approach and
basic needs am ¥ economic groc\:;@. is creating such an environment where
~

poverty is de ing.

Econo@ h has a great importance in living standards of the country. In any
e the economy is growing day by day, public living standards increased.

level. Overseas Development Insti

o

—

country,
In this economy, citizens have more money to afford more product and services and

thus to develop their lifestyle. Without economic growth, the people do not get

enough money to take necessary products and services. They have to choose



144

something cheaper than those of their necessity. So in developing living standards

with standard and affluent products and services, economic growth is important.

Economic growth is, in fact, quite important in generating employment. Ecogomic
growth determines the employment capacity of the economy. If any econo&z;e
properly, in a planned way, business sector of that economy needs morcg el to

cope up with the rising production and service sectors. To meet the increasc® number

S

of goods and services, industries and business organizations need m¥re and more

people. For factories, to meet with market demand and to ensure hig duction rate,

more workers are necessary. Retailers face such a conditio they need more

people to run their business; as more people will enga mseleopping,
because they are richer than their previous condition. Alijghese things happ n&\&'an

IS

outcome of economic growth.

Without having economic development and nojhic \, hi@;ld severe
employment crisis may take place. In that '%n, ev ines§&gnterprise and

companies, to cope up with low profit of ghe buSin cignand of products,
have to minimize expenditure and @e d& thg. situation, just for
overcoming losses and ensuring hig& ossily%m_}lt, i&rises terminate their
unnecessary labours, so that the QY!Ve 1‘one om@axies and wages of these
people. As a result, more pe%te askf Jﬁ@leir offices. Consequently,
unemployment takes place. y 1@ ecorgdr, without having any growth,
when consumers cannot @ e 'y t(t'éry necessary products, then market
demand for both servic% g ds lalb%?wn. As a result of this fall down on
market demand, a{&;&s D‘J i d@ialist will be bound to decrease their
1

4 :
number of produc§pn¥of any goods or{%'n will be bound to stop any product. As a
result, some ] tries will be compeﬂ;f to stop their production completely. For this

reason, t kd employees in these industries will lose their jobs, and the severe

unempdgymait crisis will take place.

On the contrary, when a country can achieve economic growth, when its economy

grows positively, it can draw attention from more investors and then massive

entrepreneurship may take place. As an inexorable outcome of this more investment,

more industries and business ventures, and hence more employment generation will
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take place, that is because these business institutions need more people and, therefore,

create new job vacancies.

So these are the relationship between economic growth and unemployment. It be

mentioned that economic growth is a determinant of employment generation ﬂ an
economy rises and is managed carefully in an appropriate manner, econ rfc Drowth
ensures and allocates enough funds and resources for the necessary public s

health and sanitation, education, infrastructural development and socg safety-nets.
A™he end of the

ports as

Through this whole process, living standards of citizens increa

day, for economic growth, an increase of social spending tal e lwith no extra

cket. \d
X

@
- : o W I
Economic growth drives a society 1n a continuous pr ol produgti ckhiasms.
It has a very common motivation that ‘the more vo% er J society
un §

becomes.' For this motivational philosophy, soc'% tinué‘bg;roduction

process. As a result, new advanced technw innova taléSlace, and new
large-scale industrialization drives the sogfety to'a ﬁ oy ere sophistication
takes place. It will continue with the time Wgifbut §aving #ny @e

q Ql
Finally, economic growth is imp \as lt g e;atesgstrong basement for the

S ll‘ihh&gree of advancement and
th (ﬁ)?ure generations. It generates

upcoming generation of socie% enerf‘

numerous beneficial imp\s pr luti@ for a lot of economic challenges

O
(Melamed et al., 2011). % ¢ ‘.' 15)

G ¥
Economic growth Qf greaf‘e gith f@e nation. It has a strong relation with the

prosperity of a A When the econ \5 growth takes place in the country, then that

country beco \rich country. In any country, in its economy, when it can produce

having money can afford more goods and services. This increased demand for
goods and services induces the businessmen to produce more and this high level of
production results in the greater wealth for that nation. However, in the opposite, a

country becomes pOOrer, without having positive economic growth. It reduces its
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services and production for its citizens, as a result, that economy can generate less

income for its citizen. It becomes poorer and poorer.

Economic growth increases the efficiency of any country in utilizing its
resources as well. It helps to develop effective management of its limited re NZ SO
that it can come out with the highest possible profit by prudent utilization.} : ,

4.2.3.2 Negative Economic Growth and Its Role Y.

Economic growth has a dark side also. There are some notable e outcomes in

the development of living standards. Firstly, since econom wthlrelies on the

allocation and sharing of greater profits, it has a common pro

sityf to Sh& gun%_the
poorest citizen. é | @
’ b &

Secondly, economic growth has some common predgnditi N ich a%%’ a strong
arTé . Economic

conflicting situation with environmental issu@ as q1")b
growth causes pollution in many ways likem e industrg
these sectors pollutes. The economic g (%is smﬁg @ system where it
increases the standard of life up to a s@‘ev ot elog&éﬂ. After reaching the
development specific point, econongic t n antif\éimax turn. At that stage,
it makes obstacles for sustaina l'%:tamlvrc.i}eﬂ@ al., 2009).

&

like Rvironmentalists and economists

Thirdly, regarding the en@enu k

ith thei t
come forward with the %1 epts
agendas of economiQOJ'a‘n impl tJi@ Where it caused a severe collapse of
natural and biologi% urce’ 'versi&?s (Meadows et al., 2004).
Yv

A >4
Besides thes ,\Q)nomic growth has\cu? negative impact on global warming. The

?nvi@hg facts that, there are events and

economi has a strong positive connection with carbon emission; particularly
in mo@ped countries this rate is very high where in less developed countries,
this level 1s quite low. However, the overall situation is quite concerning for the
overall condition of global warming. A report, revealed by the Stern Review, stated
that ‘under the business as usual, global emissions will be sufficient to propel
greenhouse gas concentrations to over 550ppm CO2e by 2050 and over 650-700ppm

by the end of this century, which is too robust to cause a wide range of changes in
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model assumptions’. Additionally, modern environmentalists and scientists have a
common consensus that it is required to stabilize CO2e at 450-550 ppm if we want to

maintain a planetary ecosystem without inducing any inevitable risks for the whole

planet (Stern, 2007). Y.

To ensure this requirement, economists, particularly environmental %mists
gin

proposed a strategy to impose government interventions in chan energy

production systems, preferring solar, wind, nuclear and hydroelectg (Jaccard,

2006). Ensuring equitable growth is another notable challenge i Mic growth. In
C:Ries lfor the poorer

many cases, economic growth presents many obstacles and

portion of any economy. An overseas Development Instit&D) rdgeargiffobtained
that in Uganda, during some fiscal years from 2000 to 2 when t e;\\g'r@as
2.5percent the total percentage of poor people living fger the po jne fﬁbreased
by 3.8 percent. Based on this reality, ODI put its W’t e to @a’urve extra
concentration for poorer group, and to ensure %ynent disafyantaged part

so that they can participate and perceive the (N h.

a

ic g

) &

Another important dark side of econon% heisthat cono%}ic growth can cause

: - o, : :

resource depletion in any economy.\ y %j onl ppens with the single

fixed mode of production — land, t lutinlin L@ransport sector generated

famine for the first time. That % u% ck of arable land; caused by
railroads, steamships, ¢ Ml

developments, which to@ that takes place in the case of

ch. (Wells, 1899).

minerals and other ress@ as UIE/

S some other infrastructural

of econdaicowth. These theories and interpretations are categorized into some

categor the basis of their timescale and nature of production. There are three

schools with their own theories on the economic growth process. These are:

1. Classical growth theory (pre 1700 economic growths)

2. Modern Growth Theory (post 1900 economic growth)
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3. Combined growth theory (2002)

These theories explain as follows:

Firstly, classical growth theory explains the economic growth process of rer
economies. Primary theorists of this school are Adam Smith, David Ricard K us

Karl Marx, Joseph Schumpeter, etc.

e mzt prominent

, ‘An Inquiry

From classical growth explanations, the theory of Adam Smith is

and, in fact, the oldest one. Adam Smith (1723-1790) in his fam
into the Nature and Causes of the Wealth of Nations,' short ed Ps ‘Wealth of

Nations’ stated his thoughts on economic growth and its pr 5001ety
According to the view of Adam Smith, there are three s o Afodu 1’n @gh
which economic growth can be attained. These are laboul aplta} d Ighd.

' ;z ‘?’
¥ = £(K,L,N) 0}) “\ Q Y@

Here, in the view of Adam Smith, Y den he tota\utwt f@?y economy, and f

denotes the total functioning between%pitaﬂ,‘ 1= ur N= Land. Here, in
Smith’s view, production is subject toN asj S to\&%‘le. In his view, the real
cost of production will tend to th'hrou?;j Qa@ of a fixed time and as a
consequence of external and%nal Oneflicd deyelopment (Adelman, 1961).
According to Smith, growt %ds 0'1 threp thingsa®proper division of labour and its

dependence on the scal Mtlv ty, @}d nature of the market and finally,
ID of flabgu ( ff()ency) In his view, Smith explains

trial® gof eégnomlc growth or the stage of initial

g, 2005). In tl@bw of Malthus, in traditional society, there
1 of per capita. In that phase, there were two problems - growth of

the improvement 0

particularly the

industrializatio

ne single production factor - land. On the basis of this explanation,
the nature and relation of population with the economy. He stated that-

‘population is a biological one, rather than an economic one (Aghion & Durlauf]

2005).
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Malthus’ growth theory was described by Cobb-Douglas technology. Malthus’ growth

theory is explained as follows:

YMr == AM:KM..LMtN M, ﬁa

Here, Y;; means the whole output of an economic system, Ay, denotes ﬂf&a factor

N

indicates that this theory is brought about by Malthus a not s%ciﬁcally
given time. ‘ \?'
L

Malthus came forward with his own interpretatio ongnfl ha His basic

assumption is that economic growth depends on4ge tohal ﬁ\cto rodu@es related
to capital, land and labour in a specific perio\ n& , 28)

productivity (TFP), K, means capital, Ly, means land and Ny, me Here

AN
Schumpeter was another influential eco;;%who %& & economic growth.

not farced dh outside, rather these
changes take place by its own il J om w1t He believed that only
ratio

production side can determine of oho@ change and growth. There
d @f
\Ossg s fol

In his view, changes in economic liff

are five cases of Schumpe er

1. Starting of new goo W u \? thea)(&)ne
2. Starting off a n@d ol 0 ucﬁ’ in any zone.
3. Introductlo w'marketplace for%pxz)duct or service.

4. Introductio he new source of raw materials or half-manufactured articles.

5. ingYmit of new enterprise or organization of the industry like breaking up of a

monopoly position.

Schumpeter stated that profits are, in an economy, temporary in nature. The
innovation is accruing the emergence of the profit. In an economy, dwindling of profit

takes place for two causes - Profit is shared by the increased number of innovators and
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profit is finished due to rising costs and falling prices. By these processes, in an
economy, profit becomes disappeared finally. In this circumstance, in any economy,

according to Schumpeter, some newly established organizations with their noble

production method are established, and these new methods beat older and Rfgm
methods. According to his explanation, profits are, thus, both victim and En ary

of economic development. s

Schumpeter stated that, this competition between old and new produgion methods

creates cost-price equality. At this stage, because of this hugeegoniWetition, labour
wages and land rents will increase and the price of the consu ds,will decrease.

In this flow of competition, some other innovations will di existing stagif-holders.

By competition over profits and innovations, <creat1\$ructlo wi Tn@ in

this process. As a result, fear for survival will take ce am?n t oldérd new
innovators and from this fear; efficiency (for the sur\gval) ‘l‘l\gl\ am@ all. This
dynamic competition, in the view of Schump Neatesﬁan ighova among the
enterprises and destroys all old equilibrium@blishing c@mations. Thus,

according to Schumpeter, through this co&jtion axm\l'eﬁf:t' @Etruation, progress
6 se

in productivity will take place (Zh 5). lyio dern growth theory
describes the economic growth of postN) S Ikzm@olow, Rostow and some
other theorists explain their vie abgt econ‘mi rp\@
d &

In the view of Solow, in &ﬁn tiriles, er 19887 economic growth depends on
agoregate modern produch cti od conomic growth, there is no fixed
ggregate 1 produchQ : p c%l} g

factor of production. rehgnsyy n{)rt\_/)e ent of technology takes place in this

k itg

phase. As a result % utpye h saék\ resources ensures economic growth and
development i;Am dern age. Solog){sv.growth theory stated about the position of

population w and the impact\of economic growth on population growth.

s

Accordi olow, all factorial output of any modern economy overtakes the

numb f Wereased population. As a result, living standard rises in the modern
economy. Solow studied the economic growth in Europe, particularly the United
Kingdom and U.S.A. In his observation, in the economies of U.K and U.S.A,
investment and consumption shares of output are constant. Concurrently, income

share, which is paid to the capital is constant as well. In addition, capital-to-output
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ratio is constant and real return to capital is constant. Here real return to capital is an
important phenomenon in the modern economic growth described by Solow. In

Solow’s explanation, according to Cobb-Douglas production function, there are three

factors of production. These are Y.

yrsr - Asr Kgst Nl‘ﬁs t Y

Here, Y denotes the total output of Solow model of economidaero\th, 4

A
=
o
5
7]
3
)

factor productivity (TFP), K°s denotes the capital $1 s, not\;{‘? J@Y)ur

input, land. CV
The basic difference between the traditi%}\%wo Multhus and modern
10,

growth theory of Solow is, in the traditio rowth molfel, pc@uﬁation growth has a

d Q—
major role whereas in modern groth lat%j\h 1 minor role. The only
case where this matters in IEOdWrO“#l fi li(§} the exogenous rate of

technological changes. \,‘ P 2 &)
N @)

In modern growth theory! IMQOSts

thoughts on economic as Ivl

%, @
&
1. Linear-stag moﬁeb-),' 'é\

e-of*
5{ 3
2. Theories atterns of structural Je.

3. Thei ional dependence revolution.

4. The nefassical, free market counterrevolution.

In linear-stage-of-growth model, there are two models of economic growth. These are

Rostow’s stages of growth and the Harrod-Domar Growth Model (HDGM). W.W.

Rostow described five stages of economic growth in his famous book named ‘the
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Stages of Economic Growth: A Non-Communist Manifesto." These five stages are
traditional society, pre-conditions to ‘take-off,' ‘take-off," drive to maturity and the age

of mass consumption. Figure 4.1 illustrates the five stages of economic growth based

on the linear stage of the growth model.

Figure 4.1: Five Stages of Economic Growth Based on Linear Stage of G@\mdel

MN&’:onsumphom

Trad:tional Soc ety

S
Source:http://www.ass# oint. -
A

2\

%,

A
Ny
<

characterized by Agro-based economy, hunting

Traditional Mgjety stage of Rostow 1
d ga most wholly a primary sector economy. There was a limited scale of

ntec@dbloads/2013/02/F ive-Stages-of-Development.jpg
(Rostow, 1990).

an
tec n that society. It was a static and rigid society. Individual economic

mobility was absent in that society.

In the second stage, in pre-take-off society of Rostow’s growth model, there are
trends. This stage has some features. In this stage, the external demand for raw

materials introduces economic changes. Producers are not consumed the development
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of more productive, commercial agriculture and crops rather these are largely exported
in this stage of growth. Physical environment needs to change to increase of
production to help the investment takes place in this stage. As a result, technological
innovation and advancement are initiated, and individual social mobility be

Social structure started to change where the previous social structure is in a
ti

As a consequence of this whole process, the development of national 4

shared economic interest take place in this stage. Y.
In ‘take-off> stage of Rostow, large-scale manufacturing is initi y this large-
scale manufacturing, a secondary sector is expanded in this sta fouﬁh stage,

drive to maturity, diversification in the industrial base oc s1on of

industries, rapid transportation and infrastructural devel@mgent jf
demand of time. There is a large-scale investment 1n SO infr ctuges b mg
at this stage.

In the final stage of Rostow, a widespread arl\coQatlve cor ptlé‘t)f high-value

S n starts. Here, a

consumer goods begins. By this process, e of

disposable income beyond all basic nee ddifiona qod }s this stage to the
highest level of growth and maturltym &J 06 gﬁ stow, 1990; Slattery,

. S
2003) c:?e :u‘ : 3

4.2.3.4 Harrod-Domar Gro llo ng ag.lnvestment
NS

The Harrod-Domar mod(% deLebpe egéadently by Sir Roy Harrod in 1939

and Evsey Domar in

% his Jl is wth model which states the rate of
economic growth Swono yys“dépengdent on the level of saving and the capital

N
output ratio. \c')
If there is evel of saving in a country, it provides funds for firms to borrow and
invest. ent can increase the capital stock of an economy and generate

economic growth through the increase in production of goods and services.

The capital output ratio measures the productivity of the investment that takes place. If

the capital output ratio decreases the economy will be more productive, so higher
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amounts of output is generated from fewer inputs. This again, leads to higher

economic growth.

Rate of growth (Y) = Savings (s) / capital output ratio (k) (,%

S

developing

This model is mainly used in development economics. It suggests tha

countries want to achieve economic growth, governments need to guncouypge saving,

and support technological advancements to decrease the econo ssetapital output

ratio. The Harrod-Domar model provides a framework for econging eve’opment and

has been an important influence to government policies, stgas I dWe Year
2

Plan (1951- 1956). é | N
A
: . : 4
(o)

od nit bf/Y(;utput,

ilab?‘: in ece@vn.y at any
when a ntry@‘&yroduction of

is spending that

while capital stock means the total physical capj
given time. Meanwhile, economic growth —
goods and services increases over time. On ther hAdNgyes

aims to generate income in the future. 1ldiflg facjoties @ buying machinery

(Vanessa. C, 2013). The figure below SM he rati of Lm%’model as follows:
=

Figure 4.2: Harro ar G? Qz. he Rational
O

Increase income %\ . fl ("') crease investment
| s ]
g ly’

N Large capital stock

Increase outpiit

Source:htlps://ww% my/search?newwindow=1&biw=1525&bih=602&tbm=isch&sa=1&q=harrod+domar+growth+t
- g

=img.1.4.013j0i30j0i2416.10394.13559.0.17128.14.13.0.0.0.5.768.2253.0j6)2j6-

heory&oq=h rowth+&gs_|

1 .9.0.msed@jmg.. 10.4.1315.qhbOCAECtWA¥# imgdii=_&imgre=MYVt RV

27STsM%253 foRQpTLU4CSM%BBhnp%253A%252F%252Fwelkerswikinomics.com%252Fblog%252FWp.
content%252Fuploads%252F2008%252F02%2 52Fgrowthmodels_1 jpeg%3Bhttp%253A%252F%252Fwelkerswikinomics.com

%252Fblog%252F201 2%252F01%252F30%252FmochS-for-cconomic-growth-ib-economics%252F%3B629%3B419

Theories and patterns of structural change are another thought of economic growth in

past World War I literatures. According to this thought, economic growth takes place



155

when underdeveloped countries transform their domestic economic structure from
traditional subsistence agriculture to urbanized, more modern, and more industrially

diverse manufacturing and utilities economy. In this thought, there are two
explanations - Two-sector surplus labour of W Arthur Lewis and patt{ 0
development model of Hollis B. Chenery. c)

According to Lewis’ explanation of growth, there are two of an

underdeveloped economy. First is traditional overpopulated rural sisfence sector.

ector is high

In this sector, a huge number of surplus labours exist. The se

antl actions are

d thMgm the

r, it sflould r’p&yﬁqis
ant gleme of\%pwth is
i acc@tion and
'5)

In the explanation of Arrow et al., (1961) e%—nic grﬁiga {é@ss through which

productivity, modern urban industrial sector. Here, two
necessary. First of all, surplus labours from the first sector s

subsistence sector and secondly, after developing modern

the economic, institutional and indust ctur® of amqn veloped country is

&

transferred over time to allow two ne\must i lacekadltional agriculture as
the engine of economic grow%T auth{isjd, @he most important and
necessary element is a set of h&iLI elat{ g‘géjhe economic structure. This
change should touch all eco@: ngtions ghd m@nisms.

&)
e D S
There is a small diffeggpCe petwgen & &9 ght and leaner-stage growth model
| !% N

and Chenery’s mo henery’sgmode believes that it should perceive to the

increased savinQ nvestment as Qgsgsary ingredients, but these savings and

investment arg&ufﬁcient conditionsﬁ'or economic growth.

The in@al dependence revolution model explains economic growth as an
outcome ¥ international connections among states. There are two types of

connections and relationship among states — dominance and dependence. There are

some criticisms of this model. Some said that, this model is an indirect outgrowth of

Marxist thinking, were described the states as a centre and peripheries that are like

neo-classical dependence model of A. G. Frank, Paul Barren, and I Wallenstein. Some
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argued that the model is a false paradigm model as always, only developed countries

can gain growth and underdeveloped are the victims of the exploitation.
The final thought of post-World War Il literature is the neo-claYﬂ,

counterrevolution model. it was developed in the 1980s. This model sugg N
free market, public choice and market-friendly approaches for economic g I)Tlns

model recommends for moderating the policies of macro-economic supglyside. It has

said about free market, dismantling of statistical planning, publig owgership and

covernment reculation of economic activities. The basic argumentgegighis school are
as follows: l

o @
Firstly: underdevelopment results from poor resour allocat n\%ls Xof
erruptlon e\%_aswely

e’si;%huption
in the cconomic mechanism and functions sl w a°c¥ cox@c growth.
:1 th

thrée ) pproaches as

inappropriate pricing principles and large-scale stat

active developing-nations” governments. This school est

According to this school. to attain emnom]c a , there

follows: g) » S
\ ,}] g

I. Free-market approach

Public choice (new political ¢ \ )app achf ! 0
\ J‘((JQ

Market friendly approauh'&\ l
g )u
wouldfle
s

§9]

y]

In their view, nco-class
so that they can continue with their

o

N
CHrey L}bnq:geé argued that, markets alone are
a emay

cfficient. So, governn

It. botlFmatketwelficiency and economic growth will be

&

own rules and, 1:%1

stimulated.

& approach, it is argued that, governments can do nothing right. So,

In public ¢

minimal o Sw@mment is the best government. In a market-friendly approach, it is

arpued that government should intervene in some non-selective sectors such as in

infrastructural development sides.
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Based on Sims (1972), Granger Causality test (1969) is used to examine the
relationship between stock market development and economic growth in Libya.
According to Sharma & Mathur (1989) Granger Causality is a good method to

examine if the stock market development has causal effects on economic growth, or

vice versa. \
This chapter will be divided into three parts, the first one illustrates the&cjonected
to investigate the role and causality linkage between LSM and ecwmmh, The

second part will address the variables used in the study, which M variables,

including market capitalization ratio (MCR), turnover ratio, (T d Index (IDX),

and real gross domestic product (RGDP) as an economic gro riable. Meanwhile,

the third part explains the research methodology used in

methods the interview as a qualitative method and su uesti

well as Granger Causality test and Co-integration te% u% v et@.

To determine the differences among the quafit ?i‘q tatiye“esearch Rust
(1993) has explained that the difference be the tec ues @ccordmg to the

\A gWhile quantitative

purpose of the analysis rather than the %d of %
)
eé 0

research answers the question of h hgs_often happ G)However qualitative
escn@ decode, translate and

methods comprise interpretive t
explain the meaning, not th ncy, ;f ena in the social world

(Maanen, 1983). Researcher are pecial methodology, but they

can use diverse tools and s aegordig® to th?aqulrement of problem resolution

NS
(Denzin & Lincoln, 2@09LNu. 1t%$leq§/is most suitable when the research

requires a ‘rich’ in on a ou l@dumber of subjects, when a flexible or
suab(e mbers of the sample population involved

by encouragin scrlption and analysis of situations in their

own words rst & Veal, 2000).

This Qﬂed qualitative and quantitative method. The first method, qualitative
technique is implemented by conducting interviews with the experts and well-known

people in this area. They are; Dr. Mohammad Karroud (Head of LSM), Mr. Fathi
Almoghrabi (Head of Studies and Training and Media Department), Mr. Mohammad
Alhooni (Director of Indicators and Reports), and Mr. Mohammad Nasouf (a staff in
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Management of Depository and Central Registry). This semi-structured interview was

conducted by the researcher; during June 7 to 10, June 2012 with the interviewees

respectively.

The second method utilized in this study uses the quantitative technique. T, ew
three types of quantitative technique employed in the present study: Quefg ire,

VECM as well as Granger Causality test and Co-integration test. For jonnaire
distribution, three main parts are specifically highlighted and Tsed, The
e

researcher has distributed a questionnaire among the LSM players, ntatives of
contributing sectors in the market, local and foreign ingest and brokerage
companies’ officers. Through the questionnaire, the study %ﬂ e extension
of the role of LSM in promoting economic growth and, its M (ﬁher

takep b t to
problems faced, and the plans to solve these problegs.

d L\ i wth.are the
it1 he 1@ew seeks
to know their feel about LSM services so as \‘@t

to look for suggestions to increase their inv tm ents i Yhe\nT

important target of the questionnaire is to identify the

enhance, improve its contribution to economic gro

c}

In addition to that, the researcher 0- mt rat1 ‘!es Qo know if there is a

relationship among LSM developm mi gro n the long run, and the
t the role of LSM variables

extension of it. The study also e% VE“
in boosting RGDP growth the %sh \N.Q d run. The third method for
quantitative technique is C&gr C @est @test is normally used to assess

the causality relationshi en,,S y!lo nt and economic growth.

4.3.2 Data 6' fu.);

i %thods are con51dere} as a significant part of research design and

Data collecti
depend p 'v%w)n the research objectives, approach and strategy (Sekaran, 2006).
There twiMechniques concerning data collection: The primary data collection and

KM?/C‘

the secondary data collection. These two types have been widely used in social and
business research. Both methods of data collection were adopted in this study as
suggested by Malhotra & Birks (2007), who strongly recommended using this strategy

that was done together with a combination of qualitative and quantitative methods, to
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provide an opportunity for triangulation where possible. This study will examine

primary and secondary data sources in the following subsections.

4.3.2.1 Primary Data

Primary data are collected by the researcher who goes directly to the Sou€e§3the
evidence and then they gather the information from the primary resougggto nswer
their research problem (Worrall et al., 2000). In addition to that, Pri ta can be

done in various ways utilizing different (both quantitative andyqugitative) key

methods. Y-

4.3.2.2 Secondary Data \d
N3

Secondary data is the information or data that have y been gpll ec; b\gthers

for other purposes (Cooper et al., 2006). By other , in *e&:esearch

r
project, secondary data can be referred to all so mf@ﬁma n tha.é%:- available.
Sekaran (2006) mentioned that: \ O’*

“[...] Secondary data can be extractégirgh ¥ 1 rc%‘ncluding books and
inf¢ ti ources, the media,

periodicals, government publi
d eleh ‘onic information of all

census, stock market reports, an chagi
kinds such as a barcode, ang’ata, d in e%t. Secondary data can be
culled from the historical %\ of thﬁ ir.gj;laﬂé’ itself, from the information
already available on t}ﬁz et Yn\{ m e@lal sources such as the ones
mentioned above, eit& g@met@therwis&"

" N

: : ! :
This study used a mixe \odtpbr Ifto 1 research design and data collection

activities, combinipg titatfve itative methods within the overall
framework of a g&ase stu (L’ib@'that depends upon the collection of both
primary and QQE data. The prim}(@ data are obtained from the interview which

made by t rts as well as from distribution of the questionnaire to the LSM

player@nuting sectors, brokerage companies’ officers and investors. The aim of

the interview conducted is to check the consistency of the result given by the experts
with the result collected from the distributed questionnaire. Meanwhile, the
questionnaire is distributed with the objective to identify activities and policies that

LSM did to promote Libyan economic growth during the period of the study and what
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are their plans to gear up the promotion. Besides, this study was interested to know the
problems faced by LSM since it is still considered as an infant market. The other

importance of the questionnaire’s result signifies and demonstrates measures taken by

LSM to attract the local and foreign investors.
he

The questionnaire is distributed and conducted via a face-to-face metho;@t

LSM members and other people through three stages with specific q s, this
procedure was in Tripoli branch. Meanwhile in Benghazi branch the r cher sent
the questionnaire via email because of the war circumstances. Befow distributing

the questionnaire, the name list of the respondents is given c&i?g to the LSM

society, starting from the head of the market passing throu edds @Tments
and the employees. On the other hand, the investors’ numpger coptrib 1’,, sgswrs
are according to their contribution volume in the marke RN
' 4
- VY
hed arch and

Moreover, secondary data have been acquired frwxnt

articles on the relationship between LSM d@ nt
type of data contains a review of the literatuge and%he mﬁt

to the economic indicators in general,

omi&, growth. This
t R@:aﬁons related

to particular. Quite

Data covers the 2008M4-2011M2 se é’&t e availability of data
collection sources, annual ﬁgur% e pe}i d ‘Qig @10 are used. Unpublished

&
data, for instance, thesis ther ri fr
1 Pdple’yf Comfittee Secretary of Economy and

mj.nt,' T gi! bfa%éh are used. The World Bank and

. . . N A
specifically, literature relating to this ; s applicatigh 1n k&a has been featured.

ate; om the General Statistics

department in Libya, the

Administration Record

the IMF are proved t;%ﬁﬂ’s

the Libyan situatio Isotot ma’rrk%%d emerging economic indicators besides.
. &0 explained that u§c;\)g secondary data within organisations might

Saunders et al
additionallfé greater advantage.

@]

I¢ stapetics and other data relating not only to

Specifica e secondary data is gathered from various sources, each variable is

collected from the Central Bank of Libya CBL. The LSM data are taken from LSM

reports, publications and website. The data of RGDP are collected from the CBL and

National Centre for Information and Documentation.
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The study utilizes monthly data covering the period of 2008:M4 -2011:M2. Not all the
data used in this study are real in terms of their values, because monthly data of

RGDP are not real, the reason is that the available data for RGDP is just yearly data in

the sources and because of the shortage of LSM, since the characteristic of the dgta is
not fulfilling the requirement of conducting Co-integration test and VECI\Q&Z
causality tests. Thus, this study interpolates the annual data to derive m ata.
Meanwhile, the LSM variables (independent variables) are providing the realMata for

monthly data. However, since the dependent variable (RGDP) uses inteMolated data,

thus, this study uses a mix of interpolated data for the dependent and real data
for the independent variables. The index year is 2008 becau ea is an active
year, and it is also the year the LSM started using electro ing moted

LSM to improve its activity.
.{°
4.3.3 Variables Y. ’ ¥

This section describes the various measure @l
ar

growth variables. LSM is measured by m

variable), turnover ratio (TR) and Index (11;'1
gross domestic product RGDP in inclu ) (@1
S

4.3.3.1 Economic Growth vari zeal Gl‘ms pe roduct (RGDP)
, ’

£ &
The use of real GDP as the ic grgéﬁ is justified on the ground that

a significant change in R P, h T d usually has a significant impact
der d wéQi bad economy usually means lower

er stock prices. The investors worry

on the stock market. I s to

companies' proﬁts
whether the investey ¢ ntr1es have ne o@é RGDP growth, as it is one of the main

Mmsts use to knovhf the economy is in stagnation. Besides,
®tion and growth, RGDP represent many things and has a large impact

factors that
economic
on neanéone in a particular country. For example, when the economy is strong,

typically, the level of unemployment is relatively low, and wage increases as

businesses demand more labour to meet the need of the growing economy.
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Changes in information about the RGDP future course may choose to change the
prices in the stock market. The rationalization for the linkage among the stock market

and the growth of the RGDP is that changes in stock prices will lead to reduce the

asset positions of the corporation and affect their borrowing cost. When it costs
for firms to borrow money, they borrow and invest less than when firms inv\izs,
real GDP will grow slowly. According to this view indicated to by some (@nce-

sheet effects and others as the credit channel stock prices will change becaus® of the

changes in real economic conditions or some of other factor, but the czdit channel

Y

may affect the severity and length of recessions (Ray, 2012). y

Based on a study of 80 countries during the period 1960 19, in

financialdevelopment measures respectively, King & Levgne (1'993)

statistically significant correlation between GDP per Ié

development. Y' d

In this study, RGDP used to measure the ec@o
d

role of LSM in promoting economic growth an per@
unavailability of RGDP monthly data i vail

interpolation method to get monthly &K nnuakgata gor thgﬁériod of 2008:M4 to
2011:M2. , S
C.;T J 'S

4.3.3.2 Stock Market VariabK ' \" "éo
. Si i apftaliz tio@'CR
1. Size Variable (Mark@ i : . S )
Market Capitalizatic)z&n u 0

U 1

equals the total al lisEd §ﬁar{$‘ln terms of economic significance, the
assumption is tw ket size and the alc;ﬁity to mobilize capital and diversify risk are

positively c%d (Levine & Zervos, 1996 and Augustine et al., 2010).

Otherwistiaf their study Van et al., (2006) using annual data for 1830 — 2000 in

o

pOS{vﬁs,
cial

oi’ ﬁ@
e

N

3
ya xamine the

H_{Qver, due to the

e study used the

Y

ock market size indicators. This index

Belgium, said that market capitalization gives a significant and significant influence
on of economic growth rate being the most commonly used measure, it equals the

value of listed shares divided by GDP. The assumption behind this proxy is that
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market size has had a positive correlation with the ability to diversify risk and

mobilize capital on a wide- basis of the economy (Levine, 1996).

This research uses MCR real monthly data as a size measurement, for the period for

2008M4 to 2011M2 in order to evaluate its performance, and to examine th@

LSM in promoting economic growth in Libya. (‘)
2. Liquidity Variable Y.

In her study about developing countries during the period 197 3 Levine &
Zervos (1996) said that stock markets may have an impac on<lm1c activity

through the creation of liquidity. Many profitable inve g-term
commitment of capital, but investors often don't wan&ve t l? T(":,@glr
it

savings for a long time. Liquid share markets make i ment:m re ‘gitra 'z"t and

less risky because they allow the savers to get an asset u ply and

quickly if they want to change their portfolios M access t
the other side, companies enjoy permanent M;t the1®ap1tal through

equity issues. By facilitating longer-term, 11 gﬁhble investments,

improve the average of their capital and @momlc growth for
Ne

the long-term. Furthermore, by makmgk,mI ss HN(y and more profitable,

N
this will lead stock market llqul%zttrac ore Ye@ns which in the end will
push the investors to come if th ey c 3 s éy
i. Turnover Ratio (TR) \ '
‘—) ’

This measure equal e of p? & ’&fded divided by market capitalization.
Even though TR %a direcWihed retlé\ definitions measure of liquidity, low-

oﬁen indicated bx a high - turnover ratio (Aljbiri, 2012). In

transaction cos\
addition, tu, ratio complements the market capitalization, a big but inactive

market ca large MCR but a small TR. In addition to that, Turnover ratio also
the total value traded ratio; it means small liquid market will have a

eir ngs From

complemen
small total value traded ratio but a high turnover ratio. On the other hand, the total

value traded ratio captures trading relative to the economic size, turnover measures

trading relative to the stock market size (Levine & Zervos, 1996); (Augustine et al.,
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2010). In other words, TR is given as the value of traded shares considered as a

percentage of total market capitalization (Matadeen et al., NA).

The present study used turnover ratio is one of liquidity measures to investiggte the
role and performance of LSM in promoting economic growth in Libya. TlN‘{ ted
from dividing total; value of shares traded by MCR, using real monthly. t%or the

period 2008:M4 to 2011:M2.

3. Index (IDX)
The index is a numerical value that is measured by changes i ;ck l‘narkets and is

expressed as a percentage of change at a particular mom omparethyigffithe value
| ]

in the base period or the starting point. The IDX meas the up jand Yn g,&;ice

movements, reflecting the market price and its directio in<}'c or jor t vestor

\Of\t c invc%r is very

he k market. In

addition, it helps the international investors to pare on ck r@(et anywhere in
* public awareness
&

the world with other markets. The result \%e to &h 1
% 0 )

and increase the foreign investment in ck markegp &

\

Ny : :
It is worth mentioning that ; Mark4 th @es not include all listed

companies, but a select few ol thgm .Ber]e criteria as a condition for

inclusion in the index. Fi@martet
ies i i .,Th
companies in the inde W s
ala
\

index up, even if th erfq
study uses the ID ;kontm omé’OOSM4 to 2011M2, to measure the role of
LSM and its pe;[&ance in promotin@xﬂlomic growth in Libya.

N

4.3.4 ::@e and Quantitative Methods
As men d in the introductory chapter, the main objective of this research is to

usal effect of LSM on economic growth in Libya. Both

as a standard to measure the level of shares in tmk
important; since it acts as a standard for mea Nle

(¢]

jffer éQ termining the number of listed
dif@ in their method of calculating the
sgme?lrpose (Investor’s guide, 2008). This

investigate the role and ca

qualitative and quantitative research methods seek to help answer questions, to

address issues and shape thinking for future action or non-action.
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The research methodology of this study is divided into two categories the interview as
a qualitative method and questionnaire, Granger — Causality test within Vector Error

Correction Model (VECM), and Co-integration test as a quantitative methods. For the

first part, this study uses critical analysis to evaluate the output of the inigry
collected from the experts. On the other hand, the second part is run VEC@gg‘e:

Causality test and Cointegration test.

4.3.4.1 Qualitative Method: Interview q

Qualitative research approach aims at looking deeper into t r@h questions and
is more flexible with limited structure (Bryman & Bell, a dltion it allows
the subjects being studied to give much ‘richer’ answers to stiins,

valuable insights that might have been missed by any

&
3
(=N
>
&4 3
2 Yy
g & 3

underlines, “There are limits to what the rationalgsy

statistics can do. No matter how precise,

especially in a society whose bonds are fo@ symp.
eo

Because of this knowledge and the belief j, people? 1 Tp i(e(me and perceptions,

one of the approaches which the researc Qseﬁ condiic tl@tudy, is an interview
o

with LSM experts, which leads \ ing h)/the Aﬁ&};iricism through the

interpretation of the subjective Ti?ﬂi’posl of st@ is to explore knowledge
%e impact 9 @ economic growth in Libya,

related to deeper comprehensio

The researcher is more a&%;d to fo\en emglirical experiences from people’s

expatriation and interprebi{ 1th\.n? | gt thargy of data to make the results
’
l ’ ?

e calculation.”

ot

of this study more trust

1- Validity and ility
N S

Using prope X‘xiques ensures that qualitative data are collected in a scientific and

Mgner. Improving data collection techniques will enhance the validity,

the accuracy of research findings (Harrell & Bradley, 2009). Validity is

consiste

reliabi
required to ensure that the same results are gained on re-measurement. Reliability is

necessary to ensure that the same results or observations are obtained or made by
different researchers on separate occasions (Lewis et al., 2007); (Lewis, 2007) and

(Sekaran, 2006). In addition, Leedy & Ormrod (2005) reported that a data collection
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method must be valid, accurate and reliable because both validity and reliability can
affect the probability that a researcher gets statistical significance in his data analysis,

and to what extent the researcher can draw meaningful conclusions from the data.

Since the researcher adopted a multi-method approach using two data co ?
methods (personally-administered questionnaire and semi-structured cN

before, during and after the data collection, the procedures undertak ensure
validity and reliability of the study results are described next. Y.

i.  Validity Y,

There are two different types of validity; the first one is t Y lzalid’ty, which
indicates to the ability of the measuring tool to differentiate Dgtwe nMaLQWlth
reference to predicting a future criterion variable (Se , 2003). ITh cl)q@rpe of
validity is concurrent validity that indicates to th t to r@s.urement
scale links to other well-validated proxies of th penh , 2000). In
order to meet the needs of validity, as s ks (2007) and

Saundres et al., (2009) , following proced es Wi e

a. An extensive literature review wa ak y @d’deﬁne the interviews'

questions. Some questions usedw ilj we %dopted from the related
few sfudi do

previous studies, although t pn the same field. However,

('D

there are some studies that Jked"ab ‘bh){ eld T ng to the other subjects, which

made it possible to m 1nd1 arlS\L‘.\Q, ong the research findings with
those findings of thos j 3 O
al

b. Although the s kd a‘c @ the interview, but the interviewees have
a good experien d knowledge, Whj&l. made them ideal sample for the interview.
Rsample of the questh’nnalre was the whole LSM society because as

Meanwhil
menti:%

re this society is already small. For this reason, the researcher

preféged t@%nclude the whole LSM society in the sample size.

¢. To meet the requirements of the content validity, an extensive literature review was

undertaken to clarify and define scales and proxies adopted in the study.

d. Prior to using an interview to collect data, the pilot study of the interview was

conducted in three stages: academic experts, colleagues and target participants. This
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test was to ensure the content and face validity of the questionnaire. The authors

suggested that the content validity of the interview be established. The same

procedure was done with the questionnaire.

The validity of semi-structured and in-depth interviews is established throui&zgle

and responsive interactions possible among interviewer and interviewee ts w the
d qudsti

meaning to be probed; the topic to be covered from a variety of sides an

X

ii. Reliability ? ;
The reliability of a measure is an important indicator of the sis nttability

and of the instrument (Sekaran, 2006). In this study, th stion y d':s@ to

be clear and understandable on their pilot study. 2 b

ons to

be made clear to respondents (Saunders et al., 2011).

Y
NN
Moreover, the researcher attempted to ensure t ndeﬁ‘s haQ\ mpleted the

questionnaire had enough knowledge about N iew andJtestibnhaire questions,

by having an informal conversation with %whe%‘t \,pl%&sible. There is an
argument about the recommended minj%cceﬁtabl i it% pha. Serakan (2003)
argued that if the alpha coefficient schare 0.6,0\&1ey are considered to be
poor. In the present study, thcro ach alpha geqresnJer the questions that were
adapted to measure the studqr' lesq{ e té,in the research data analysis
chapter. & Q ‘Q%
C
@ | (,)
2- Interview Proceia ¢ &
%intervie is{lsw\;é: get information on the story behind the

The qualitative mﬂ
participants’ apchiences. Qualitativ&"?nterviewing is classified into two types:
unstructure%semi-structured interviewing. This study uses the latter as it has

Questions as a guideline to ask the interviewees.

=9

=

provided s

For the interview method, it has to go through three stages. The first stage is an open
interview: it is called an explorative stage. In this part, the researcher asks random

questions because the researchers need to understand the real and current situation

such as how to enter the market, how it works, and what types of respondents that this
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study should explore and some other questions. After achieving the first stage, the
scope of the study has been determined, which is the effects of the stock market on

economic growth for the stock market members and the measures taken to attract the
investors, but it merely touches on the questions of the general aspects. In t
azpeen

stage, a more organized and specific questions have been made, and i@

prepared according to the two previous stage results. This stage is the adygliced’stages

of scientific research. Y.

After the above-mentioned stages, the researcher did a pilot test t(‘ﬁhe the relevancy

of the interviewer questions. Based on the test conducted, sofg.g stic'ns have been
corrected and adjusted in terms of the structure and word , but the nn ing and

s . . e
the objectives of the questions are still remained. It has Regn chan d a®s metgg?he

questions are too long and may easily make the intervicWwges get boged. omi:?q very

direct questions, but might be quite sensitive to som?e%p \FQK stancqy detailed
question related to the political problem; whitw uestiopg) use gon words
which may lead to confusion for some peoplN 7 it has begl ad] accordingly.

| E% NS
The semi-structured interview method wa: uqted for ghe f(@vmg reasons.
u

&
|

i. Semi-structured interview has t@ws c§ of ibility of all qualitative
methods and it's able to % pecifi
).

: E‘dltsbnore effectively than the
questionnaire method (Leed%)rmr &

P
ii. Usage of an interv'@mi lqu@fnnaires need the researcher to
’
é@ 2
s

interview responde dug tot Cam use semi-structured interviews, as

N . ;
n@necessary to interview respondents two

times. A \(_})Y.

que allows the researcher to ask follow-up questions and more

well as a questio% appppdth }

ili. Interview
com@ ions. This advantage is not available in the questionnaire. Moreover, it

takes 1 onsideration the non-verbal communication such as the behaviour,
feeling, attitudes and facial expression of the interviewees. So, this will allow a

higher degree of confidence in the respondents’ answers than in the questionnaire

responses (Collis et al., 2003).
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iv. The use of the interviews increases the certainty. Due to the direct contact between
the interviewer and interviewee, it gives enough time for the researcher to explain

the study purpose more freely, to clarify any doubt and avoid any misunderstanding

of the questions or the concepts (Oppenheim, 2000). T

The researchers chose the interview because of its flexibility, and it is on &ae best
ways to capture how thinks about a particular topic and it also allows the inlerviewee
to go into as much depth as they feel for whereas other data collectjon thods would
not allow this kind of freedom. Additionally, the semi-structure ew allows the

interviewer to probe deeply and ask more questions that haviagt een'wntten down

(Deng, 2013).

In a semi-structured interview, the interviewer has a lv@estlo S c}" a;‘é?,alled

interview guide on specific topics to be covered, bu of K lew Y’a_&antages
is, the interviewee has a leeway big deal of leew, W R‘ epry. Qu@@ns may not

es é will be asked
Te

(A. Bryman & Bell, 2011). Conducti

requires a thoughtful planning, especiall e iyep tq no @erwew guideline. In

In his study Steinar. C (1996) addres e %jypg"df question that can use
Iriftddu

follow exactly the way outlined on the sch tallt

i-stxuctured interview

in an interview situation, thes ty e: ) l questions; 2) Follow-up
questions; 3) Specifying quest;ns, 4) P 1ons 5) Direct questions; 6)

Structuring questions; 7) Iquuesﬁon . Sll 5 9) Interpreting questions. This

interview starts with so w 1, 1 n tlons such as questions about the
interviewee’s workin p ency, ; r&e@ Then questions of the interviewee’s
opinions and atti out gt léfbplc are followed up, with open-ended
direct and spe V@ estions. In d the researcher added a question about

whether the 4 jewee would like to add anything they think is important for the

researchd
ideas.

the interview process in this study contains seventeen questions divided

er to give more room for interviewees to provide their thoughts and

Specifically,
into three themes. The first theme is about the performance of LSM and its effects in

promoting economic growth in Libya. The second one talking about the measures

taken by the market to attract the local and foreign investors. Meanwhile, the last team
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is to know the LSM’s plans to make it more stable, strong and sustainable. Also, some

questions about the important sides of LSM have been asked. The interview themes

are explained as follows:

The first theme contains various questions which have direct linkage with
as, the establishment date and the reasons of its establishment. Moreove de ite its

established in 2006, the reasons behind the delay of LSM trading ﬁ@vely until

April 2008 and some other related questions. V

The second theme is about the performance of LSM and its z ing economic

growth, and whether it has a positive effect or otherwise \"Y 11 t theme

touches on the measures taken by the market to appqgg to the Jlocal d’ﬁ‘@‘{gn
investors. Each team theme has one question regar LSM 1m ve its

operations to make its role more significant.

a. Pre-testing and Piloting the Interview G)
To ensure the questions in the interview %ali'c‘u;y €

it was necessary to pilot them. Thus, terviewy qu iﬁns&re pre-tested by some

of LSM players. This step was ust nlth dgt ir@at the question wording
co w; tlh o be effected to achieve a

A

sesearch objectives,

was clear and unambiguous a J’

satisfactory response durin g main s'(

te tq Stt lhe C{)a}mn of the managers to particularly
ikly @tlon of interviews in the estimation of

ties of the behaviour of the majority of

The interview test was

sensitive questlon now fthe

rch f.{ ﬁcu

e into consid
on the favourable access conditions and were used to assess both

time-scale for thj

bn. Interviewees were chosen from four

departments b

PrOPOSwQ ollection procedures and types of data needed to repair the research

questionSihe following subsection discusses key contents of the interview pilot

study.
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b. Interview Sample

In their study Laforest et al., (2012) stresses that respondents under study are “people
who, because of their position, activities or responsibilities, have a gov
understanding of the problem to be explored... Moreover, they may represent m
client groups and areas, have administrative responsibilities in a municigglity*or
community organization, be experts in a particular field, and so forth." bove

authors also addressed that it is hard to determine the exact interviewiag nyhber that

have to be done. However, the researcher argues that the number of Tews should

be small since the aim of interviews is not to obtain a represen samble of the

different information categories, but to gather the information a tanfial from
them. \Y~
| O

Thus, this study conducted four interviews in the LSM Wn
to avoid the misunderstandings with four experts N the
and three of LSM managements heads for fou&b
Interviews took between one and two hours \%he i% ARLIoT permission.

at i- <sf§;l\tured interviews
l

The researcher agrees with Cohen & Cea 06)Qh
the jderview guide, so it is

often contain open-ended questions and rrMWJ

the best to record the interview and enwit lafer. Bes, d@ is difficult to focus on
noids. By g gebr @sing, the interviewer does

conducting interviews while jotting Bg\

not need to worry about mis& l’l

addition, during the intervie s\Way agte

4 : .
as “anything more?” “% wafit d @thlng?” Or silence to allow the
respondents to expres eirfd ry Yg\
>

Mals who participated In the interviews were also respondents to

Mvey, they were chosen to be respondents in both techniques

s oppdisryptifig the interview process. In

S ko \w with probing questions, such

The interview in

cW¥cher decided to get more benefit from their individual experience
and their requisite information about LSM issues. Also, they occupied critical roles in
their managements. The semi-structured interview is very beneficial in providing an
in-deep analysis of points under investigation. In this research, targeted general

managers were interviewed and were asked to fill a questionnaire.
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In an organisational setting, the opinions of leaders who are very knowledgeable are
included in the sample. Enlightened opinions, views and knowledge constitute a rich
data source, because either they are the only ones who possess it or to conform to
some criteria set by the researcher, even if their number is small (Sekaran, 2006)

this study, the interview is also among four of the questionnaire respondent Kse
the interview will give them more space to provide their opinions. In add there

are some questions in the interview, which were not in the questionn d vice
versa. V

Moreover, General Managers are the most knowledgeable peopl ms 'of financial

market practise. So, it should benefit from their knowledge in ey fiel Wr‘essed
their willingness to cooperate and fully participate in the @mair and t'r\—f{%v
’ X

4.3.4.2 Quantitative Method Y' N ,ég\J
1- Survey Questionnaire \G)V Q‘ O"‘

AN
qu@i ¥ d}@e main method in
]
iy strucgfiréd tions chosen after
testing considerably to achieve a reli I;T a ~?cted sample. For this

research, the use of a questionaj fol \Als.@-ectly from the research
' &
& @)

objectives. \
i
e DL S
[53°¢
There are four types &s’u@i br%\ e@stionnaire: the nominal scale, used to

obtain information 30 respondents aongiﬁeir years of experience; according to
tionnaire, relating %’demographic data. The second scale is an

questions in th mgs
ordinal sca % was employed to analyse some demographic data, such as the

In his study Collis et al., (2003) addressed

survey research. It is based on a list

9

level of istitul®nalisation. Moreover, the third scale is an interval scale, which was
used to measure managerial perspectives of sources and information. Meanwhile, the
fourth scale is a rating scale, which was used to obtain the data for this research.

Rating scales allow respondents some degree of flexibility to reflect the intensity of

their views, thinking, feelings and understanding.
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A five-point Likert scale to organize the questionnaire in order to clarify the degree of

agreement or dis-agreement with each item included in the questionnaire, in which the

range was from 1 “strongly disagree” to 5 “strongly agree."

Even though English is one of the important languages of business and com_%gr

Libya, and widely spoken in business sectors, especially in mixed companie3\(e.@ Oil

and foreign banking). However, since all respondents are Libyan, it was ?ted that
e

respondents would feel more comfortable using their native lan ence, the

questionnaire, whilst originally in Arabic language was translat. English to

render the questions clear and avoid the possibility of misund 'ngs'. However,

some respondents prefer to answer the English version of the igtio iw
L]

| S
ii. Pilot Testing the Questionnaire -\
4 X

Y
ﬂfp'\reseqéhyt.o make

ic, erstandable

Pre-testing the questionnaire before data collection'w;al
sure that the final version contains exact quefx?)at are

and capable of obtaining a response from 1%

s
x /S
(Saunders et al., 2011). Py <§"\
% /

In the present study, the researcher p% tj rvey to %mmittee of arbitrators
t t

who specialize in economics % istic} 0 jddgb he consistency of the
questionnaire before its distribwl. Arba have( €Xpressed their opinions and

suggestions regarding the @, L con(@s have been taken into the
!
l : ’ ;

researcher consideration.
N

Figure 4.2 shows tlj@c'h &@e&s a%'l.!zctivities required for the pilot studies

undertaken, deve ccording to the '\x@(mation gathered from literature and other

documentation. E
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Figure 4.3: Research Activities and the Pilot Test

@ I Literature Review
A

! '
| _\C—}
Y.

Preliminarv Version of the Ouestionnaire

Towards a Conceptual Model
Expert Opinion i

v

[ The Revised Questionnair

v

I Pilot Studv
1#
Source: Hardaker 1997 Final Version of Questionnire b 4

Many researchers such as Bryman & ﬁE%(ifii: tekgt that short

questionnaires receive higher response ra es aire consists of
3 » . Y
two parts: the first part is about demﬂ c %}mn Az&n the respondents,
se

i
whereas the second part is divided Yﬂuee':? c@m the objectives of the
(—) BN

study.

iii. Fieldwork &\
N ! T .
At the first stage, thesgese chey visi {hU M in order to build trust with

LN . .
ined Yor complete the questionnaire and

respondents and tofdgthmings’
t0 that, via thesed;&?s the researcher was able to determine

N . . .
ted to make the interview with them. This stage started in the

¢

interviews. In addjti

requirements, due to the special circumstances, and he/she must have some special

skills, these skills are as follows:

a. The researcher must be competent in Arabic (the first language of the researcher),

and should be aware of cultural influences, choose the suitable and available time for
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both researcher and respondents and understand all the ethical issues concerned with

conducting research in that particular environment.

b.The researcher must have enough knowledge about the importance of hum d
social relationships (family support, friends, and relatives) and know how to mgt

from these; for social networking because it is very important and helpful.

¢. The researcher must be able to encourage the participants’ full co- jon and,

then ensure that they completely understand both purpose and naturagf th® research.

d.The researcher must be able and ready to learn from the ex ‘eRes gained in the
process and to accept that these may change the resear gali 1t dq{pl? as it

progresses. . X
é\ | &

The second stage was distributing the survey questy es. [tQo hr%Weeks

\t‘ed to .féu.YTypes of

sectags, brokerage

starting from 20th June 2012. The adjusted questioggair ps dj

respondents: LSM players, the representatiy S%} ntri
officers and the local and foreign investors. F'%h r%
%n ; %

LSM players to identify the measures t at

h& terviewed the
\Y {?s contribution to

economic growth and to identify tl bl ac ?md&ssible solution to

em
overcome these problems. Secon e jint W § conducted with the
representatives of the contributir% IS in 6}; e@!astly, some investors are
i rviCéé% that this study could come

to i@fest in the market. It should be

ubst)
. <
questionnaire. 4\
& v e
It should be sai%ﬂ&xe survey questi@ire distributed in the two LSM branches,

serted in the main body of the

Tripoli branch nghazi branch. In Tripoli branch the questionnaire distributed by

the rese% in Benghazi branch the questionnaire sent by the email because of

the specia mstances in Libya due to the war.

2- Empirical Analysis

The objective of empirical study is to examine the causal relationship between LSM

and economic growth in Libya. The dynamic causal relations among variables are
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assessed via Granger-causality test and a Vector Error Correction Model (VECM),
and cointegration test. Theoretically, stock market and economic growth may have a
bidirectional causal effect. The cointegration test employed to set the relationship
among LSM and economic growth in the long run. Then Granger-causality test j \W
to determine which directions of causality exist in Libya economy. On the ot&d,

the VECM is used to analyse behaviour of variables involved. The researc ed the

VECM approach because it was able to analysis relationship between Tmn and

long-run behaviours. V

due to Granger causality test and VECM modelling requ Wseries

]
involved being stationary. The study uses Augmented Di%‘uller AD ,n@
I

test to determine whether the variables are in stationar, rty g ihte atiox’qurder.

N
If a variable is not stationary, it needs to be diffgrentigted \ﬁ&'m sta%'dﬁarity. A
@' S

variable is said to be integrated of order d if itr\ diffgrén d Ql to attain

o)

!
stationarity. c :\T é
?- i ne o t@br co-integration

If the variables are found non-station netess
properties before adopting the VECM Nod' iflerencilg process causes the

\
variables loss their trend whichgmeaXs that fhey dopt @ long term behaviour.
teh & determine the long-term

@)

dy oys the VECM based on the

Therefore, co-integration test is andim
relationship among variable& ed

approach of Johansen anctmus 19 '2] c&()'n}egration test. This test has more
s

cofintegration {peluding the two-step Engle-Granger

power than altemative% X
(1987) co-integratiojfgst Chedr pai, Y1‘!;&) and (Gonzalo, 1994). Moreover, the
ing the number@o-integrating vectors which governing the

test is capable of i

long-run relatiofsgiPs among the variables.

i. Unit @st

Following the studies of Athanasios & Antonios (2012) and Adenuga (2010) this
study first employs the Augmented Dickey—Fuller (ADF) unit root tests to check the

variables' stationarity. The ADF test involves the estimation one of these following

equations respectively.
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AXf=6Xp] + X, 5jAXLj + &t (4.5)

AXt = () + 6Xz-] + Xf=, SjAXtj + st

S
N
\yf

There are some additionally lagged terms included to §sure tha th\gofs\&%

d progregse own‘{?the
t

AXt=o() +oc] t +68Xp-] + X5 SjAXej+ <t

uncorrelated. The maximum lag length begins with 3 la ’
. ; o f
appropriate lag by examining the AIC and SC 1 alN 1a.@¥; null

hypothesis is that the variable Xt is a non-statio.%vles (P‘O: 0) 18 rejected
when B is significantly negative (Ha: p<0). IN
than McKinnon’s critical values, then the n\.%oothw i jected, and the
series is non-stationary or not integral o zerd (0 ste@f that, rejection of
the null hypothesis will lead to stationm ajl Jec'g.\m%’null hypothesis will
lead to conducting the test on th% ence iLthf i@ further differencing is
conducted until the null hypothesis 1s ject@ a‘s(tej;onary is reached (Dickey &
Fuller, 1979). &\ Q

1 O

In order to find the appro stjctﬁr dhe SoF equations, in terms of the insert

in the equations of ag IINGgEept 4 %d t@ﬂ (t) and in terms of how many extra

o include in th\e?'ADF equations and to avoid possible

S ic is higher

¥

4y,

enhanced lagged t
autocorrelation 'w turbulence, the mi?hnum values of Akaike’s (1973) information

multipli ) test were employed.

criterion (:1 Schwarz’s (1978) criterion (SC) based on the usual Lagrange

ii. Co-integration Test

Cointegration test is fairly common and is well documented elsewhere (Engle &

Granger, 1987); (Johansen, 1988) and (Johansen & Juselius, 1990). It made a
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significant contribution towards testing causality. Two or more variables can be
cointegrated if they share a common trend. As long as the related variables have a
common trend, Granger causality must occur in at least one direction (Clive WJ
Granger, 1988). However, although cointegration indicates the presence o ?
absence of Granger causality, it does not indicate the direction of causality \
the variables that can be detected by using Vector Error Correction Mode M),

which is derived from the vectors of cointegration (Abu-Bader & Abu-Qar 6).

NV

long-term
tegl'ated, then

there is a stable long-run linear relationship among them. ddifion} e W

®
an @ thought of af a-ég.

test stage to avoid "spurious regression" situations. ? \’T
n

invéSgation of

Moreover, Co-integration analysis is used to determine wheth

relationship exists among involved variables. If the variables bein

Granger (1986) argued that the test for co-integration ¢

Since it has been determined integration between % ableéﬁ.l
’®.G

order 1, then the co-integration test is perform Johansgll® & @ ius (1990)

approach for co-integrating test has two—stat%ests t0Y ?fy tgkfé‘lumber of co-
integrating vectors (or the rank of IT). The%he i ‘pigzj@lue and the trace.
The null hypothesis examined by the trac tjlay iss\ere are at most r co-

integrating vectors contrary to the bstztion
4

2

co-integrating vectors.

This statistic is calculated by:

RN K
L ) = —r. in(1 (4) l .} ‘_l(j)
i=r+1 & (48)
%E fv.) S

/)
s
£ (a//

P
Where the A is egest estimated vs&}é of i characteristic root (eigenvalue)
m

ated TT matrix, r = 0, 1, 2,....p-1, and T is the number of

obtained from th?
applicablc@ ions. The Anace statistic tests the null hypothesis that the number of

0
distinct char istic roots is less than or equal to r, (where r is 0, 1, or 2,) against the

general alternative. In this statistic Arace will be smaller when the characteristic roots’

value is nearer to zero (and its value will be large related to the characteristic roots’

value which are further from zero).



On the other hand, the maximal eigenvalue test consists of ordering the largest
eigenvalues in descending order and considering whether they are significantly

different from zero. To test how many of the numbers of the eigenvalues are

S

4.9)

significantly different from zero this test uses the following statistic:

Apae o7 +1) = =T In(1 = A11)

The A\ max statistic tests the null hypothesis that the number of r co-int€ d vectors

is r against the alternative of (r+1) co-integrated vectors. Thus, th u%ypothesis =0
i Yan !
t

is tested against the alternative that r=1, r=1 against the altern Qfgh. If
the estimated value of the characteristic root is close to zggo, t A Wit 13'

small.

4

It is well known that Johansen‘s co-integration tests gge ve seg\ \so th@ength
choice. Firstly, a VECM model is fitted to thegt a ¥ ordgg to find an

appropriate lag structure. The Schwarz Criterjon ) ﬁ thz eli&g ratio (LR)

test are used to select the logs required num € g a IL‘,Q%‘
e

U]
iii. Granger Causality Test . \ , ¥ Q\AQI

O
Causality is a kind of statistical tool,"wijth ui%’ ejb% ing of forecasting models

widely (Ray, 2012 and Gra@%ﬂ salityé‘ﬂroach is used to test the
et

relationship between stock an@eonomic growth. In accordance

with Sharma & Mathur

177

€S

0

Vs

caugali ﬁw(é?anger sense Granger, (1969) and
Granger & Joyeux (1 an gnpprofyjate &od for investigating whether stock

m&se economic growgn%.r vice versa.

market developmen{ ¢
Following t a%és of Tachiwou (2009); Adamopoulos (2010) and Ake &

Ognaliguig20 the Granger causality test use the following equations:

¥y = Bo + Xx=1 Br Ye—rc T PN P T (4.10)
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. M B N -
Xy = Yo + Xg=1 0k Xere T YY1 X T 4.11)

Where ) and X; are the two variables, U, and V;are mutually uncorrelated error T

¢ denotes the time period and ‘4’ and ‘I’ are the number of lags. The null hyp S&)
=0 for all /s and % = 0 for all k’s versus the alternative hypothesis that a# 0

t # 0 for at least some I’s and k’s. If the coefficient @ ’s are statist1c ificant,
but ? & ’s are not, then x causes y. In the reverse case, )’ causes X. W O, and ¢
k are significant, then causality runs both ways. \d

| ]

o}"
In the present study, the causal relationship between th 1ables i 1s h a

simple equation as follows:

6‘( 12)

Y=X

Where (X) refers to Libyan stock market ( de«eﬁjam}'\() is economic
growth. It also assumes that LSM deve\ nt ha 1t1v usal effect on the
economic growth in Libya. The nu hvesm in t a@ causality test in this
study suppose that; variable (X) do ran ble (Y), and that can be
tested by running an OLS re n, @ ver, é y calculating the sum of
squared residuals and the s f sQuare ivariate autoregression, then

‘flt}t?z critical F-value. If the F-statistic

calculating the F - statisti %Omfﬂng
- - %.'e u s will be unexpectedly rejected, that

is greater than the criti ;

(X) does not Gran ergau and does not posmve effects on (Y), and conclude

that (X) does Gr: cause and has posu\e effects on (Y).

Moreover@ hould be no distinction between endogenous and exogenous

variables. So,¥fter abandoning this distinction, all variables are treated as endogenous

that means that in general reduced from each equation has the same set of regresses,

which leads to the development of the VECM models.

Furthermore, it should be said that this study applied the causality test to investigate

the relationship between L.SM and economic growth because the researcher found that
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this method is the suitable analysis with the available data, and there are some studies

which examine this relationship at the same time with the rarity of the data such as:

N4

iv. Vector Error Correction Model (VECM) c

(Ake, 2009) study about Cameroonian Stock Market.

Vector Error Correction Models (VECMs) are a group of multiple time ser&dels

that estimate the speed at which a dependent variable -Y - returns to equl rium the

situation after a change in the independent variable - X directly. T dels using
for estimating both short and long run impact between time serie d1t n to that,
VECMs are useful models when dealing with integrated data Wlth
stationary data (Best). Following Best 2008, the basic @e of dV ]\i[ 1§:}
follow

n‘ (4 13)
<<
@)
A

AYt = a + SAXt—1—BECt—1+ & \,
Where EC is the model error correction % :oanta IS gséspeed at which
d

prior deviations from equilibrium are ¢ E ge K@mdels can use to
estimate the following quantities of all bl L e\
N

a. Short- term effects of X on Y ) s (4)9
b. Long term effects of X on }ru Il‘llllt r) Q}

N
c. The speed at which Y re n e ijibr '_la I(aldewatlon has occurred.
O
mb

The versatility of VE es tm desirable properties.

\,Y'
- Estimates of s long term effect?\

of short and long term effects.

- Easy inte
o Apphcé time series data integrated and stationary.

- Can be estimated by OLS

- Model theoretical relationships

VECM s can be appropriate whenever time series data are available and are used in

both short and long term links between multiple time series data (Best, (NA). Thus,
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the VECM describes how the examined model is adjusting in each period, time, term

towards its long-run equilibrium state (Adamopoulos, 2010).

Besides, the aim of Vector Error-Correction Models is to know whether

integration exists between two variables. Thus, to be true, there should be

causality in at least one direction. However, the most valuable aspect is tngf -

integration does not reflect the direction of the causality between the vari geli,

2013).

Moreover, since the variables are supposed to be co- integrated gn in the short
run, deviations from this long-run equilibrium will make the r n to t%dem
eqpul 1b

variable changes in order to impose their movements to thg long-te rm@'
state. Thus, the vectors of co-integrated from which th T corre i0 te

derived each referring to an independent direction wh
run equilibrium state exists. The VEC spec1ﬁcatlotwes thﬁ lop@d-run
the endogenous variables to converge to their cow ted li

short-run dynamics. The model dynamic speuﬁslon
variables. Meanwhile, the error correction kefft. T or@rection term size

indicates the speed of adjustment of anm qT 0a %fg term equilibrium

state (Vazakidis & Adamopoulos, 9) [ 0
: , d J‘ &
4.3.4.3 Empirical Data \ | N ‘%()
A R

The variables in the analy§ eds fl eééerlc growth and stock market
development in Libya. gro ﬂ\ tiﬁ'dduct (RGDP) is used as a measure
I8 or onstruct the level of stock market

of the level of econo§1 elop \3! toc

development, th1 considers two @ects namely size and liquidity. Market
o of GDP (MCR) is used as a proxy of market size, while

capitalization

turnover ratio is used as proxy of market liquidity. Meanwhile, stock market

index (IDX).
does not extend the sample beyond 2011:M2 due to war in Libya. Following Ihsan et

al,, (2007); Ake & Ognaligui (2010) and Tang et al., (2007) the researcher

k study data are monthly spanning the period 2008:M4 to 2011:M2. It

interpolated RGDP data from annually to monthly data cubic spline interpolation

method, due to the data of RGDP is available in yearly basis.
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4.4 THE MODEL, PROPOSITIONS AND HYPOTHESES

4.4.1 The Specific Model

This study adopted the Vector Error Correction Model (VECM), Granger Caﬂg

test and Cointegration test methods, to estimate the role of LSM develo n
economic growth through the effect of LSM variables on real gross domestic pféduct.
RGDP. The use of this methodology expects the cumulative impact is #king into

consideration the dynamic response between RGDP and the other exanm variables,

in order to investigate the causal relationships among theg zhe lfollowing

multivariate model is estimated as follows: \d
| ]

Y= Bot+ B IMCR; + B2TRe + B3IDX + e J l‘L@
s b 3
Where: T \ Y‘y
NV S

Y = Real Gross domestic Product RGDP \)
MCR = Market Capitalization Ratio c) >\'T &
o =
~

IDX = Libyan Stock Market Index \
TR = Turnover Ratio T , l 0
ut = The error term ) \o‘ 2 &
N, | &
The data that used in this @s &@ﬂy & ring the period 2008:M4 to
m
Oop,

2011:M2 for Libya, rega%- gr!es a are expressed in their first

All-t
difference and E-view ‘Qﬂnet’ri c a

the model. Figure 4.: rates th m‘de\lv study through the explanation of the
relationship betWﬂ study's variables@

N

ter ware is used for the estimation of



4.4.2 The Study Model

Figure 4.4: The Study Model
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L |
I 1.SM variahles J
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Capitalization Ratio Index Players
Ratio (MCR) (TR) (IDX)
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R&Gro on;\mé d (ﬂ‘?ﬁea

'\ 7§

4.4.3 Study Propositions p7h¢s ‘, (.)
O

tns&re methods. Thus, it has propositions

This research contai tivel’ &
and hypothesis as H.m ‘:)V

e
4.4.3.1 Stu Sltlons

Researchers propositions to express their expectations of the study findings in

qualitative research. In addition, propositions are not tested statistically, but are
inferred qualitatively whereas hypotheses require data and measurements to enable the
researcher to test them statistically. Besides, propositions may be used to guide the

formulation of hypotheses. Hypotheses may in turn be used to support or refute the
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researcher’s propositions (Cooper & Schindler, 2003). The propositions of this study

are as follows:

1. First Proposition

The Libyan Stock market has a role in economic growth in Libya. %\
2. Second Proposition Y.

Libyan Stock Market performance is good comparing with its establi*?e date.

3. Third Proposition é

4.4.3.2 Study Hypotheses

A hypothesis is an initial statement about tt

variables. Also, the hypothesis is a specifj

i. First Hypothesis (K\ Q
\ ¢
HO: LSM does not have Qe' ecohomi

H1: LSM has a posit & in econ mif g%%.

ii. Second Hypot

HO: The @nce of LSM is still weak.

H1: The performance of LSM is good comparing with its establishment date;

iii. Third Hypothesis



187

HO: LSM does not make serious measures to attract local and foreign investor

H1: LSM made serious measures to attract local and foreign investors.

2. Co-integration Test Hypothesis \Y'v

HO: LSM development (MCR, IDX, TR) doesn’t have a relationship with nglic

growth (RGDP). Y.

H1: LSM development (MCR, IDX, TR) has a relationship with \n%ic growth
(RGDP). i

3. Granger-Causality Test Hypothesis

|5
HO0: LSM development (MCR, IDX, TR) doesn’t Gragger eause £con ic %’gﬂmh
(RGDP) V q‘
H1: LSM development (MCR, IDX, TR) do@n&ca ect@nic growth

AN
(RGDP). (—) ) N qT $
4. Vector Error Correction Model (V HIN \A&
X~ ? S
i. First Hypothesis % P ‘-l 0
&
el

HO0 = Market Capitalization R&

3o, Ve T
H1 = Market Capitaliza@i !\j £ G(S?niﬁcant impact on RGDP growth
4

rate.

ii. Second Hypot&ls
HO = Turno i’o (TR) has no impact on RGDP growth rate.

H1 = Turnover Ratio (TR) has a significant impact on RGDP growth rate.

iii. Third Hypothesis

HO = Index (IDX) has no impact on RGDP growth rate.
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H1 = Index (IDX) has a significant impact on RGDP growth.

4.5 CONCLUSION

This chapter discusses the research hypothesis based on the research method @

Error Correction Model, Granger causality test, co-integration test %{ e
questionnaire conducted with the LSM players, contribution companie cers,
brokerage companies and investors. Also, the interview conducted w fferent
patterns in the Libyan stock market. V

An in-depth analysis of this study is elaborated in the next chapt :to e'(amine the
role, causal effect and performance of LSM development in mdtin: pmic

growth in Libya using monthly time series data. In addit%ﬁat, tq inye, tita@yg
n

measures taken by the LSM in order to attract the local eignginvesjprs Rovvvest
in the market that will lead to improve the whole ecq omz \ EY'

—=
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