


CHAPTER ONE

INTRODUCTION

1.1 RESEARCH BACKGROUND Vv

The financial markets contribute significantly towards guidin@s'avings and

investment flows in the economy. This contribution faciliiﬂ?ﬂ’\e accretion of
investment and goods and services production. The arrange of {vell-developed
financial markets and institutions, as well as different ps jof gial_tools

products serves the needs of borrowers and lend%, thefefqrg, }hﬁvv-erall

economic growth. Under these circumstances sto% ket dh no@ growth
d S'
o C? N
Stock market is an important part of the co economyg It h@ to improve the

growth of the commerce and industry o gﬁount;b\*c‘i \d? end will affect the
é a ,

country’s economy to a significant exj. government, industry,

" g
commerce and the central bank of nt oTi\tor @evelopment of the stock
market. This sector is signiﬁc% the find tr&'@nd investor's point of view.

rel

Since the last few decades, K L4

10l twegéﬁe stock market and economic
growth has been a debatabl&le s waflely @ssed around the globe.
N, (_)(J
d

relationship has been a crucial issue around the V%

.

!
The relationship amo%fl' ci# € gn@x and economic growth has received a

great interest in th ical € ite aﬁ'e. Economists have four different views

about this mattag e first group ar@ that the stock market has a major role in

promoting th xlomic growth, while the second group believed that there is no
OE

signific layed by the stock market. Meanwhile, the third group claimed that
there is lationship at all between these two sectors. Finally, the fourth team

considered that there is a bi-directional relationship among them (Mohammad Jamil,

2010).

Many theoretical and empirical studies have been conducted following the work of the

pioneering theorist, Schumpeter in 1934. The author argued that growth and



production-accelerating related issues affect the services provided by a developed
financial sector. He pointed out that financial intermediaries play a significant role in
enhancing technological innovation and economic growth. In addition, they provide
essential services such as mobilizing savings, evaluating the proj f the
investment, managing risks and facilitating transactions (Chﬁstopo@

2004). &

Meanwhile, Samargandi et al. (2015) examined the relatio shipzetween financial

development and economic growth in a panel of 52 middle- countries over the

ionas,

1980-2008 period, using pooled mean group estimator nainic heterogeneous
panel setting. The study showed that financial develOmgaent oWhave a linear
positive long-run impact on economic growth. When'ghg study fons eiet;@)xn-linear
relationship between financial development and wth, .,it foynd aw.mverted U-

\g{ n. I Q\c’ short-run, the

riddI@*income countries

shaped relationship between finance and growth ¥ the

relationship is insignificant. Their findin est cnth

face a threshold point after which finan deyelopo®ht m@)nger contributes to

economic growth. %
% 3 =
L.
On the other hand, Ali, A.S et al. 5 Y atediég complex linkages between

stock market development dzconmiic oyvt@he authors employed market
ila a l'd‘éa

capitalization ratio, turnover raf ) f shares traded as a percentage of

GDP as proxies to st@rke@pm@while GDP per capita and Foreign
Direct Investment (@s pg? age eéal)P to gauge economic development of
BRICS countrie razil, ?us ja, l'x:(@; China and South Africa) and Turkey.
Significant po;&s &v)yvea,é\ by the vector autoregression (VAR) results,

indicated t ock market de@'pmem positively and significantly affects the
econom@’th of Russia, India and China. The Ganger causality test model

at stock market development significantly and robustly influences

unco
eco&growth for Russia, India, Turkey and South Africa whereas for Brazil and

China, it is the economic growth which promotes stock market progress through

enhancing liquidity.

Against this backdrop this chapter provides an overview and general background to

the research and its motivations, outlining the topic for investigation, the research



objectives, and the associated research questions. It discusses the statement of the
problems for the research and provides a comprehensive detail of the structure of the
thesis. This study aims to investigate Libya’s Stock Market (LSM) contribution
towards the economic growth in Libya. Yv

According to the LSM’s internal publication entitled “The imports%f the stock
apitdl market is to

market to Libyan economy (2009) " the principle function of the ¢
create the liquidity for financial instruments and create the p0531b1 of providing the
means to convert long-term investments to liquid assets ore it provides an
element of confidence in the operations of savings and{hge mex't but at the same

time, it should help in determining the suitable area: nvesgm should ensure

the quality of the projects invested and also a351sta$th the llo tli)n sources.
S

Besides, it also facilitates the deal of securitie ough..c nt uou&-prowsmn of

liquidity as required by the economic activity Qn a ' it 1 gwates economic

fluctuations. C°V o‘
O

Recently there are many development indhe %ﬁf n. @%uch as the adoption of
(i 1

privatization policies and the ex@ of&th er. \based business (Aljbiri,
2008). Therefore, the Libyan ecow SO, Mnk{h{%he success of these policies
through organizing the wo o&e-hste!‘ co in the LSM and urged them to
apply international standards a&euj disclosure, which will lead to

increasing the efficien he ml:ket t more investments. However, these

objectives will only h1e urlpogglg strict regulations. This measure has to
achieve the estab ed ark @t of the economy.

In order to ex <che causal rel sh1p between LSM and economic growth, the

present s performed Vector}rror Correction Model (VECM) within Granger
Causgli co-integration tests using monthly data covering the period of 2008:M4
to 2Q11:Np2. In addition, the study evaluated the roles of LSM in promoting economic

growth and its performance and examined the measures taken by its players to attract

new investors based on interviews and questionnaires.



1.2 PROBLEM STATEMENT

The relationship between financial development and economic growth has been an
extensive subject of empirical research over past decades. The question of whether
financial development causes economic growth or it is a consequence ol?&ased
economic activity has been one of the most debated issues in growt opment
research (Eman. F et al,. 2011). Earlier studies focused only on bank-% ignored the
role of the stock markets. Even though the studies of the role of th market have
been going on for more than a decade, few studies have beerw on Libya. The
results from the studies that have been conducted are n msive on the causal

relationship between stock market development cOhorpit growth. What

prompted the current study is that the stock market and ®ongmi
have both grown in the last decade, leading to quén whket

link between the two factors. T \
In the case of Libya, only two studies hav@d d this(&) ic. The first was

conducted by Masoud. N (2009) on,the Seopegic n& ogramme and the
c;v, inc,_x’éing Libya. The second

o

study was undertaken by Aljbiri ( xaminjng phe i&q&tance of financial market

in the Libyan economy. é\

o) wrn] -
Specifically, the present re% il bx& e tﬁéhance-growth nexus in Libya and
examine the direction causality. THe ai %s to establish whether there is a

N
relationship betwee s\h njarke ?'lelcq;grént and economic growth. There are
several possible o s. Figst, neither s&ﬂable Granger-causes each other. Second,
stock market wmen{ er—&es economic growth but not vice-versa.

. N "
Third, econ owth Granger-cs&?es stock market development but not vice versa.

Fourth, ther? bi-directional causality between economic growth and stock market
¥ In short, there could be no causal link, uni-directional or bi-directional

develo
relatio between the two variables.

There is a need to re-examine the roles of financial sector as the engine of growth for

relationship with stock market in a stutj ogh2 &

Libya based on the following observations. Libya witnessed a number of

organizational variations following the revolution of 1969 since the Green Book



Theory was introduced, which stated that for a socialist state and state-planned
economy, investment was essentially state-driven and trade and price controls, along
with subsidies, were widespread. Economic performance was [strictly] constrained by
stifling government interference in the economy and an [unfavourable ness
climate. Economic conditions began to deteriorate in the mid- 1980s xf;ll in
world oil prices, and worsened in the 1990s as a result of UN econonm ions. The
authorities were reluctant to initiate any economic reforms [Whll country was

subject to sanctions. (IMF, 2005:5). The above situation requ1r d ising a strategic

policy that would seek to achieve sustainable development 1byan economy.
One approach would be the current official attempts fa re ructurmcI of the
Libyan economy via improving the role of private secto 3 rocess

the public sector privatization within the country (IMF 5). Ipa 1¢nz\® Central
Intelligence Agency (CIA) in one of its rep eﬁ anciyl resources
mobilization to spur economic growth as state bel o‘ Y'
| <<
“Libya’s economy is structured pr1 iV around e n@n S energy sector,
which generates about 95% of rt e 0 ~{ GDP, and 99% of
government income. Substantial;Ngy uen m e sector coupled with a
small population give Libya thehigh &plta GDPs in Africa, but
Tripoli largely has not used its ifi c1 ources to develop national
infrastructure or the econor?ava m c1t1 poor.”
However, during 1998, a dr % 1r; 8, prices reduced its exports and
production, which brou Xan e':ono y to @bnnk of collapse. This situation led
Libyan govemment i to nt; c th &‘}f'nomlc reform programme. The reform

programme almed th c unt;&; socialist state-planned economy into one
based upon ca % red1£ ;dep%_ ence on the crude oil exports which were
sd&ackbone of the I@ﬁn economy.

considered a

In spit @, Libya still depends on the oil sector revenues. Since oil is a non-

bleYesources, over-use of this scarce resource may lead to the extermination of
oil. Consequently, other alternatives are searched that would support the Libyan
economy, for example, encouraging savers to put their savings in the channels of
investment and attracting the local and foreign investors to invest in the country.
However, it must be realized that the mentioned alternatives will only be achieved

through the well establishment of a stock market in Libya. In particular, this market



will not be successful unless it has a strong foundation so that it could play its role

effectively.

Therefore, the present study seeks to investigate the extent of the contribution of the
Libyan Stock Market (LSM) in economic growth and whether the develo& in the
LSM has an impact on economic growth or otherwise. This ix&)zvould be

investigated based on qualitative and quantitative approaches.

1.3 RESEARCH OBJECTIVES V
This study aims to answer the following objectives: : l
N
1. To investigate the roles and causal linkage betwe ibyan JSto ],/Iarg' (LSM)
development and economic growth. 2 Y:\
T e T, '
2. To evaluate the performance of LSM as a &W of

3. To examine the measures taken b ha it?
investors. e )

U]

>

1.4 RESEARCH QUESTIONS
%z N
According to the stated ob{tiv ] theq& nté@ to answer the following research

uestions:
q @?

\ ¢ e
1. Does LSM deveq%t hage eén@c—ﬁ'ect on the economic growth in Libya?
2. What is the % of p erfo@nce in terms of its role in the economic
growth? s g
N : :
3. What \g measures taken by LSM authority to attract the local and foreign

inve
15 S E AND LIMITATIONS OF THE STUDY

If the study eliminates its limitation, this will upgrade the research results. This study
investigated the relationship between LSM development and economic growth in a

relatively short duration. The study used three years monthly data from year 2008:M4



to year 2011:M2 due the recent establishment of LSM and the war occurrence in
2011. The minimal data limits the analysis of causal trend between LSM development
and economic growth. Secondly, various essential data which would facilitate the
research were insufficient. In particular, the real gross domestic product (R ata,
which is a significant indicator of Libyan economic growth, were una g:the
local and international reports. Hence, monthly data were interpolate@ on some

of previous studies that used the same equation of the interpolation.Y.

However, previous study on the finance-growth nexus utilizingmigi®rpolation method
suggest that the causality analysis performed is adequ 3 fxample, similar
problem of lack the availability of long period data was Syffere b azai (1999)

when he investigated the roles of the money in Sau@w usipg n&? Due

to the lack of data, he interpolated annual data to“guartegly 'dajg to ?ﬁprove the

analysis by increasing the number of observati ons hsan 20 ed the same

O

Another limitation of the research is tl%chmn@\m%e g:ﬁtnvestors in the stock
N
market, especially in Benghazi, (% thd poli Q‘ﬁhoil and Arab Spring

Revolution that took place in 2011. c fqp\&een events, the researchers

could have distributed more @Hesly\ % more interviews.

method in their study of Karachi Stock Exch 0‘

Another important lmnta thli st is d (] the fact that RGDP is available
and could be collected a n e. } of @e while data for LSM is only recently
available. This is b s L1b a r ng economy and recorded data are not
available. In a snw as only recently established in 2006, its

volatility is Q rapid than that @%GDP Therefore, the present study would

aficantly to the llterature by examining the nascent operation of LSM

contribute si

and its ution to the economic growth.

1.6 SI FICANCE OF THE STUDY

The LSM is one of the emerging markets in the world. It was established in 2006 as
the Libyan government believed that they have to look for other alternatives for their

income sources. This point led to the idea of the establishment of the LSM. The



market promotes the investment channels by encouraging the local and foreign savers
to invest their savings in the local market, which will eventually lead to the rise of the

national economic growth.

Many changes need to be introduced to improve the operation o gnewly
established exchange. This study is a scientific research that could & ugld by the
regulators to move forward since it has little experience as comparq% to other markets

in the other countries. The results of this research, especially, on e development

measures taken by LSM, are expected to provide more confid the investors that
would encourage them to invest in the stock market in Liby l
In addition to that, very few studies have been conduct@g to €xanfine rbs@'éts and

performance of LSM. Hence this study would pro he st.%k olJers oﬁSM with

the information from the analyses on the mark

prospects that will be of assistance to the Icwakeﬁut

Moreover, this study employs a more com

:Z
o

study. In particular, it comblnes

1ve:>
(questionnaires, Vector Error Co % Modt y

" Advantages of combining two meth:a: ) 1on (the findings from the qualitative

investigation could be against ngs lderl } frornéuantltatwe study).ii) Structure & Process
(quantitative study is very efjcieiWat ¢ i he s <S{lral features of social life while qualitative
c1lx&& the interpretation of relationships between

research is stronger on s a e(?ts) it
es relationships among variables, but weak in

variables (quantltatw ws gto
discovering the the elagofisifips. ualitative study can be used to explain the factors’

re
relationships). i\&ualltatwe research itates quantitative research (qualitative study help to

provide back jinformation on the subjects matter and acts as a source of hypotheses). V) Provide

uantitative research reduces the gaps arises in a qualitative study, for instance, the
researgher ot be in more than one place at the same time.vi) Problem of generality (quantitative
methods help generalizability). Vii) Relationship between macro and micro levels (employing
quantitative and qualitative technique provide tools of rounding between the macro-micro. Qualitative
research can help of tap large-scale structural features of sociality. While qualitative research addresses

small-scale behavioural aspects).
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cointegration test) methods. This thesis will add to the current body of literature
regarding development and application of stock market performance and economic

growth in emerging Arab economies.

1.7 ORGANIZATION OF THE STUDY C\z

This research is divided into six chapters. Chapter one is an Introductiom chapter. It
provides the background of the study and its problem statement,ollowed by the
objectives and questions of the research. At the end of the cha%i' e study provided

its limitation, scope and its significance.

on financial market and stock market, as well ir’ significafj€e 'foé:?conomic

growth. It focuses on LSM development, its rec tiv'i{ig\s ch eJ(;mpass the

The Second Chapter contains discussions on the Libyg ecOhonfy c‘c{vussion

Y-
formation of new listed companies and fin pistitii d @ker companies.
Additionally it depicts the affirmative im%@n by tl‘@n be seen in the
=,

area of finance and investments. c \? &
N,
0 A

Chapter Three is the literature rev\ hapte iscié& previous studies in the

area of stock market developnTnd ic @Wth. This chapter expands
discussion according to fom1% arche‘s

' gnd growth interconnection in

developing countries, t@nd @\lmka%-ﬁu developing countries, financial

and growth relations Afwi oc Q{arkets, and financial and growth

|
relationship in Arab st‘ﬂnarlfts’. ’ (J(—)

S A S

Chapter Four ¢ es on t aivh methodology employed in this study, with
V
the explaini e measurable des@n particularly on the nexus and effect between

LSM dev? t and economic growth. Moreover, it delineates the measurements,

variable odels of the study. In addition, this chapter explains the analysis of
data, th thods of executing the research as well as the design and assumptions of
the study. Chapter Five provides the analysis and discussion of the study results; it

contains two sections: qualitative and quantitative analysis and discussions.

Chapter Six is the conclusion chapter. It provides the summary of the study results. It

also includes the study’s contributions and recommendations to the stakeholders of
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this research. Finally, it offers a discussion on the areas of future studies that other
researchers may undertake related to stock market development and economic growth.

For more explanation see Appendix (1.1).
1.8 SUMMARY OF THE CHAPTER \z

This chapter focused on the research problem by emphasizing on%ole of the
Libyan Stock Market (LSM) in promoting economic growth, the ddfelopment of its
performance and the procedures taken to attract local and fm investors. The
chapter also includes research objectives, questions,gcoge, imitations and

significance of study. Finally, the organization of the st at pro\idegghe structure

of the research presented. . ‘S.
G
4 \3‘
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