
DETERMINANTS OF STOCK MARKET
DEVELOPMENT: EMPIRICAL EVIDENCE FROM

SOUTH ASIAN MARKETS

I{eseatcher:
Hassan Kiani
llcg. No. 203-FMS/MSFIN/F l2

Supervisor:
Ch. Mazhar Hussain

Faculty of Management Sciences
INTERNATIONAL ISLAMIC UNIVERSITY,

ISLAMABAD

U



Ttt- /66?(/ V
Acccrrion lio ----=:

Nll 
ou"j5 ',''

k{ rt'

, )c't

gD
j

),-'



DETERMINANTS OF STOCK MARKET
DEVELOPMENT: EMPIRICAL EVIDBNCE FROM

SOUTH ASIAN MARKETS

Hassan Kiani
Reg # 203-FMS/MSFIN/F12

,\ lhesrs subnltled tn partlal fultillmenl of !he requrrcmenls for lhc Degrcc ollrlastcr ol
Phrlosoph) iScrence ln l\lanngcmcnt\\lth spcctahzalton ln flnancc at

the l.lcull) of I\lanagcmcnt Sctences

Ifltctnatlonal Islamlc LJnl\'crsrry.
lslamabad

Supcrusor
Ch Mazhar Ilussarn

Fcbrrrarl. 101 6



ln the name ol Allah. thc nrllst mcrctlill and bclleicclt



DI,IDICA'l'lON

I dedrcate this thesrs to my parents, \\rthout thetr prayers I couldn't have

reached to the stage ofhtgher educal.ton.l also dcdicale rt to m) ststers' \\ho

always encouraged and supported mc durLng my studres



1- Titl. ofThcsit

South Asian Markcts

(Acccpt.ncc by thc Vivr Voicc Committ.c)

Mr Ha(rrn K'aniNamG of Stud.rt

R.gistrrhoD No: 203.EMVMSEI}IIE]?-

Acccptcd by the Faculty of Manegement Sclcnccs

ISLAMABAD, in parhal fulfillmcnt of thc rcqurrcments

Managcmcnt Scienccs wlth spcclallzahon in Fnancc

Viva Voc€ Committcc

Ch. MrzharEussritr
(Supcrvisor)

INTERNATIONAL ISLAMIC TN IVERSITY

for lhe Maslcr of Screncc/Phrlosophy Dcgrcc in

Dr.M- A

Dr. Fri!.1

Drt.: 3d Fabru2rv.2016



Altsl RAc l'

lhc purpose of thrs study rs to tnvcstlgatc the determlnants o[ slock marlcl

de\elopmcnt rn Soulh Aslan countrrcs \rhlch tncludcs Pakrstan. lndra, Sr Lank'r and

Bangladcsh The tletermtnants shrch arc cramtncd ln thls study are stocl rnarkct

hqurdrtl. rncome le\'el. rcmlttances. macrocconomtc lnstablllt\ corruptlon and Polltlcal

stabrlrtl' The sample srTc rs of 20 \ears lrom l99i to l0l2 \\hcre panel data tcchnlque rs

apphcd Descrrptrr'e statlstlcs. OLS rcgrcsslon. Flred and Random effect cshmalron 'lnd

llausman lest rs applrcd rn (hrs study to ohcc!. the accurac) ofresults Ilcgresston anallsts

lcd 10 fi\cd dnd random cfl'ect estlmatron and the llausman lest valldatcd the llrcd cflcct

modcl Results show a posltlvc rcl.itronshlp bct\\'cen slock marl\et dercloPmcnl and

sc\cral rndrcators lrke slock markct hc1r.ttdtl1', tncome lcvel. remlttances. macrocconomlc

rnslabrlrty and polrtrcal stablllt)
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CHAPTER I

I. INTRODUCTION

l.l llacLgrou rr d

O\cr thc last tTro tlccadcs thc \r'orld s stock marlcts harc crolrcd and thcrc has becn a

lot ol_ dcvclopmcnt In the cmcrglng economtes lhc slock marLcl dcpth ls lnLrcaslng rnpl(ll\

specrlicalll rn oasc of cmcrgtng marlcts (llllmercr & Nlassa 2009) Stock lnflrlcts pla\ rn

rmport.rnl rolc rn lhc cconom\ rs thc) ald ln thc economlc gro\\'th,rnd st'lbllll) (l\lcKlnnon l97l'

I crrnc & /-crros 1998) Wrlh thc conlrnurng hbcraltzarton and thc Elob'llr13t'on Proccss thc

ljnanctJl tntegratlon bct$ccn thc slocl mar[cls rs rncrcasrng slocl nlJrlcts hclps thc rnrcstors

ro sprcad thc nsl. montlor thc bcha\lor ol_ firnls $hrch lcads (o ctljclcnl ,rllocallon ol rcsoLlrccs.

lo\crs thc cosl ol'capttal. altracls thc forelgn capllal \\'hlch reduccs thc shortagc ol_linds ln thc

donrcstrc cconom\ and Promotcs lnvcslmcnl and gro\\lh (Dallamr & /\thn. 1990)'lradlng

dcu\rl) bcl\ccn thc marlcts ts tncrcasrng raprdll thc \aluc ol_sh.rrcs lrarlcd ln cm''-rgtng nrarlcts

clrmhcil lronr lcs\ th,rn I pcrccn( oflhc $l6lrrlhon \r'orld s lolal rn 19115 lo l7 pcrcent ot lhc

Sq 6 tnlLon sh.rrcs tradcd rn all \\orld s c\ch,rngcs In I99{. lhls has rcsullcd ln boonl Jcross thc
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cqurl) markcts (Dcmurglc-Kunl & Lc\rnc. I996) Bulsa (20U8) clalmcd th.rt stoc[. mdr].cts help

rn lhc transrtlon ol economles Flnanclal rnstlltltlons. conrpamc\ & lilnd managcrs all (lse thc

stork market ln ordcr to drversr$' thetr ponlbhos Becausc ()1 slock morkcls lhe cfliclcnc) of

linancr. rntcrmedrarrcs l\ also lmpro\cd

Srmrlarll tn dctcrmtnrng the monetar) pohcl rcgardtng the lssuJllcc and rcPurchasc of

go\cmmcnt secufltrcs. ,l Ieads to ltquldrl) and economlc gro\rth.tnd c Path 1o\ards thc financral

llbcrJllzatron n \\cll-func(lonrng slock markcl not onh'promotos lhc econonllc gro\\{h through

l'asl allocatlon ofcaprlal but rt helps rn efl'ccltrc and bcttcr rcsourcc lrlloc.ltlon (C.lrforalc ct al .

100.1) It also lacrlrtates the Lorporatc conlrol ptoccss ln lhe taleo\'er and colnpcnsatlon of

mangcrs rn casc o1 poorll managed firms (Jensen & Meckltn8. 1976. Stcln, 1988) Stocl mcrkct

rsmarnlr a pflr'atc aclrvrt). bulrl hasaleyrolelnlhcprogressofmarkct s linanclal s]stenl Thc

!ompetllron bct\\cen drllcren! linancral tnstrumenls can bc achle\cd through l1 \\hl!h \\lll

lncrease lhclr cflicrencl and ,t \\1ll lead to Incrqasc ln s,i\lngs and low cost of bono\!lng (1'-l

\\ assal 20ll)

Cntrcs ofstocl markct clarms thal a m,rrlet urth \\cal lnslllutronal slructurc can dlssuadc

tha lnveslors, and thls proccss ts more hkell' m the dcr eloplng counlrlcs wherc therc ls lack of

corporale go\crnrnlc. rn\'cstor prolectlon and more lnlbrmatlon aslmmelr)' (L.l l)ona cl al .

1998. Ilcarn & Prcssc. 2010. Kcmbol & Tarlrs, 2012) Stook nrarkel dcvelopn1cnt dlso ledds to

rncreflsc Ln nlarlct llquldrt]. bnt thc lncrease rn ltqurdtrl can crcate hrndrancc In cconomtc

grou,th. hkc the rncome and subslrtutron cffecl can reducc the sa\lng r.rtc. then thcrc could be

uncertarnD rcgardrng thc sa\rngs rvhlch ma) lead to rnvestor myoptd and 11 all'ecls thc corporate

gorernance and hampcrs the Bro\\lh (Demlrguc-Kunt & J-evtne. 1996)
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There has bccn some rcscarch !\'ork rcgardlng lhc delennlnaDts of stock market

dcvcloprnent lrkc Yarte) (2008) lbr South Alrtca. Naccur. Ghazouanr. and Omran' (2007) tor the

N4rddlc E.tslern and North Alrrcan Ilcgron (MIiNA) regron Carp (2012) for lhe Lastcrn

Luropean countrrcr but there ls tacl' ol'evldcncc rcgardlnS thc South Aslan Ilcglon Accordlng lo

Algrrbr (2010) stock markct dcvelopment rs dcpendent upon lhree f'actors. $hrch are malket

depth. market hqurdrt), and markct actrvlt)

1.2 Gap Identification

The determrnanls of stock marker dcvclopmcnt has bccn documcntcd rn hterature l'or

<Jevclope<l markcts bul strll \eD hllle Is kno\\n aboul thc cmcrglng markcts (Naccur cl al ' 2007.

Carp. 1012) notcd lhe detcrmrn,rnls of stocl markct dcvclopmcnt lor Nhddlc llastem and North

Alrrcan (NlFNi\) regton and the I-astcm Luropcan regron rcspectrlcl1 Therr stud] rncludcd

ranablcs hke GI)P grosrh ralc. total marlc! caPllallTatlon to ratlo of GDI) lumo\cr rallo as

pcrcentagc ol GDP. sarrng rale. lnYcstmcnt rate. credll to Pn\alc 5eclor, macroeconomlc

rnstabrl(). lnflahon change, and banlrng scclor dc\clopmenl Slmllad) somc sludles hcvc noted

thc \tock market devclopment b1' focusrng on macrocconomlc lndlcators llkc (Mohladl &

Agganral. 1999. Korzca| & Korzca|.20ll) Thcl uscd I'artables Js turno\er ratlo' FDl and

olher socloeconomrc Indlcators llkc secondarl school cnrollmcnl- CDP pcr rdPrta. gross

domcslrc sa\rng to GDP. capltal ,rocounls llbcrallzallon ctc HoBc\cr there ls lack olconscnsus

sboul the rmPacl of crplanatory v.rrrablcs as Yaney (2008) argucd that along rvttl't

macroeconomrc lactors the lnstllultonal componcnts .rrc al50 llnportant ln stock malket

dcYclopment and stock m.lrkel lrquldrt) banklng scctor do\'clopmcnl rnd )nstltrrlronel facror Lke

polltlcal nsk mllrrencc thc stocl markct dc\clopnrcnt In case o,'SoLllh ,\irlcan marlet. rvhercas
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Chenf and Gazdar (2010) found thc lnsttluttonal vanablc to be Insrgnlficant 1br the Mlddlc

Elstcm and Norlh Atrrcan (MIINA) rcgron Also another rcason lor tallng lhrs rcscarch rs the

lgnorancc of South Asran slock markets In thc cmcrgllg markol lcsc.irch hkc (KorTLJk &

Korzcal.20li, Garcra & Ltu. 1999, Algrrbl.20l0) Thc c\tanl rcscarch \\rll ln\cstrgatc the

dclermlDants of stock marlct de\'clopment rn the South Aslan reglon b) tallng Inlo account the

relc\'.rnt macroeconomtc. llscal and lnstltutlonal factors varlablcs llle lnoomc lercl.

macroccoaomlc lnstabrlrl), stock market llquldlty, pollhcal slablllt), coruptlon and rcmlttances

l.J ['roblcm Statement

Thc role ol stocl marLets ln the cconomtc dct'elopnrcnt of countrlcs has bccn oI crrtleal

lmponancc o\er thc vears Lc\1nc (1996) argued that \\hethcr the slock marlcts arc Just

burgconrng caslnos or thc) proYldc some asslstance tn the cconomrc dc\elopment Man)' studles

pu1 k)rB'ard dlffcrent results on how stock market dovelopnlent allicts economlc groBlh (Garcla

& Iru. 1999. Mohtddl & i\ggar*dl. 200.1) studtcd thc slock markcl dc,elopment b) tbcuslng

onl\ on nr.tcrocconomrc rarrables- \'hercas (Pagano, 1993 La Po(a. 1997) lbcuscd on thc

rnstrtutlonrl faclors Blllmclr and Massd (2009) argucd that ln case of devcloPlng coLlntfles

remrltanccs havc a brg p.irt rn lncrcaslng drsposnblc Incomc Also thc rcmrttances hare Increascd

t'a\(er than thc pn\ate caprlal florrs and o1'llcral dc\elopmcnt assrstance pro\ldcd to dcYeloprng

economrcs srncc 1995-1004. as lhe $orld\ude rcmrttances hare groun to US$226 brllron r| 200'l

( \\t)rld Bank. 200.1)

Naccur, Gh.rzouanr. and Omran (2007) clarmed thJt ftnancral lnlermcdlJtlon and slocl

m.rrkcts complement each other rn the Mtddle Eastem and Nonh Al'rrcan (MENA) regton Carp

(1012)argucd that the macroeconomrc rmbal.rnces could crcdte dr\tutbanccs rn the allocatlon of

lorcrgn caprtal rnllo\\s. rvhrch .rfl'ccts the cconomrc performance ol_ dcreloprng count es more
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lhrn lhut ol dcvcloped countrlcs 'lhus rhc adcquate luncllonlng ol stocl\ mar[ct ls lmporlant for

thc cvotullon of financtal scclor and sustalncd economtc gro\\lh

Dcvcloplng countrtcs ol south n sra (l)aklstcn. Bangtadesh lndra and Srt Lanka) has largc

amounlofpoplrlaltonltrtngbelor,lhcpovc(yltnc thetr ltfe dcpcnds on thc Lountr) scconomlc

pcrlormancc \\'llh IncreaslnB budgcl dcllcll Jnd lnllallon ll ls crlllcJl lo undcr\und thc rolc of

slolL marLct dcYclopmcnt on clonomlc 8roB1h In thc dcrcloprng cconomlc\ olSoulh nsta

l{cgulatory rnsttlultons padlcularl) ln the dcveloPrng cconomrcs should bc asarc ol'all tlrc

taLlors. \hrch arc lmportant ln lhc stocl marlcr dc,clopmenl so lhat they cJn takc cllccll\c

mcasures tn ordcr lo cnhancc cconom)'s gro$1h !\'lthln thc rcglon

l.{ Srgnrficancc of Stutll

lrtcraturc supports the rclallonshlP bct\\ccn slocl m''irlcl dc\clopnlcnl and ccononltc

Bro!\1h (l,c\rnc & Zcn'os, 1998, Garcla & l'lu 1999) Accordrng lo (l'c\lnc & /-crros I998

Chcflf & CazdJr. 20lO) lhcrc ls a causal relatton bct*ccn Ilnanclal dcrclopmcnt and cconomrc

gro\\lh Ihcrc ls mr\cd eYldcncc about thc rclallonshtp bctrrgcn slock mJrkcl dc\clopmcnl and

cloDomrc gro\\1h o\cr lhc .v-cars though maJorll1 ol'studlcs suppon r posttl!c rclrllon bcl\\ccn

rhc t\o as nolcd b)'1l-cvtnc & ZcrYos. 1998 Mohladl & Agganval l999) On thc othcr hand

somc studrcs harc documcnlcd r negatrvc rclattonshlp lrlc (Garcla & Lru l999 llhrdc' 1993'

Strghlz 1994)

It rs suggcstcd ln thc lltcralurc thal cross'counlr) comparlson should bc condrrctcd rn

ordcr to hrghltght thc rclc\anl dclcrmlnanls of slock nlarkct de\clopmcnts 'lcro"s thc rcglons

(,\lgnbr.20l0) Indcrcloptngcountrrcslll'cPaktstanshahbazclal (2008) nolcd lhc rclntlon ol

cconomrc 8ro\rlh and slocl marlct dc,clopmcnt rclatlonshlp b1 focustng onll on tcrr
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macrocconomrc \'Jnables Slncc lt ls unclcar that $hether lhc economres rn South Aslan regron

rcspond srmrlarly to lhc cconomlc and pohtrcal shocl as ltke rn the other emergrng and

dc\eloped markcts l'herclbrc thrs study \\lll rnvcstrgate the detcrmrnants ol'stock markct

dcrclopmcnt rn both macroeconomrc and rnslrh.rtronal tcrms rn the Soulh ,,\slan m.trkcls

Counlncs as Paklstan, Indra. Sfllanl<a and Uanglddesh, the slocL markct caprtalrzallon ls

rncleaslng a1 a raprd pace, so rl rs c0trcal to understand stock mdrkct dcYelopmcnt's lolc rn the

ccoDomrc grolrth Srmrlarll thrs \\rll help thc govcmlng au{honlles to makc effccttvc dcclstons

ln ordcr to crcate c hnk betwccn devclopmcnt of stock markel and cconomrc gro!\Ih, a\ rt \\lll

hclp to rmprove the hvlng slandards tn the reglon Thrs rvrll also altract thc lnlcntatlonal

ln\estols to rn\'est rn thc concemcd economl

1.5 ('ontribu tion

1.5.1 Theoretica I Con trib ution

'fhrssludlcontnbulcslotheltteraturelnfollowtng\\als'fhcmodcl.\\htchlslobeuscd

rn thrs emprrlcal slud). has not becn testcd tn thc selected South Astan markcts ll alsotakes tnto

rccount lhc most rclcYant macroeconomtc vaflablcs hke (macrocconomlc lnslabrlrt\. rncome

lcrel .rnd remrftanccs) stock mdrlct llquldtty and tnstllutlonal factors as poltttcal stJbtllh,. and

comlptron lt \!lll lcsl lhc tradrtron.rl financc theoq, ld financtal lrberalrzatron thcor! \\hlch sa)s

thal dcvclopment rn financral s)stcm, crplt,il marlets and lncrcase rn rccess ol lorclgn capltal

llo* leads lo cconomlc gro\\1h dnd stock markcl dcvelopment Accordrng 1o contrngcnc) thcor)

rhc contc\l rs dlso rmportant ( Ftedlcr. 1964) Thercfore the conte\tu.ll conr button oflhe stud] rs

to e\amrnc \\hcther the dctermlnants of stock markct development rn thc sclcclcd South Astan

malkcts arc samc as that ofder cloped countrres
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1.5.2 Practical Contribu tion

Stock market pla)s an rmportant part rn thc cconomtc detclopmcnt of thc countr)

ln\eitors are atlrdcted towards the cmcrglng markcts bccause of drrcrsrficatron bcnefirs

lhcrcfore rt rs crucral for thc managers and rnstllutrons to dctcrmlnc thc cfliclcnc) of thelr

portlohos ln the emergrng markets. rt $r)J also hclp thcm to kno$ aboul iactors \\htch arc crrtlcal

ln thc stock market dclelopment across the reglon so lhal they rvtll amend thctr pollcres rn lhe

conccrncd rcgron 'l'ho rcsults of thls slud)' $rll hclp thc lndustflal bodrcs and go\cmmcnt

reguldlors ln order to Ia) do\\n the lulure polrcres

1.6 Obiectir es of the Studl'

The olerall arnl ol'thrs stud) rs to rdcnhly thc dctcnnlnants of sk)!L m.rrlct dcvcloprneDt

rn Soulh Asran rountflcs through a sclenllfic ln!estlgalton bv uslng appropllalc stallstlcal

reLhnlques lhc spccrfic ohlccnrcs arc as follo\\s

I To ln\estlgate lhe delermmants of stocl marlet derelopmenl b1 usrng thc

macroeconomrc varlablcs uhrch arc tnconrc lcvcl and mrcroeconomlc lnstablllt) on slocl

markct dc\clopmcnt rn thc South Astrn cconomles

2 'fo rnvestrgalc thc rmpacl of sbck mdrket hqurdtll on stock markct de\clopmenl ln the

South r\stan economres

I I o ln\ cslrgalc thc lmpact of rcmttlanccs on stocl markel de\ elofmcnl ln thc South Aslan

eLonornles

J To rnvestlg.ltc thc rmpact ol corrupllon on stock mJrlel de\'elopment tn thc South Aslan

economlcs



t1

5 To rn\eslrgate the unpacl ofpohhcal stabrlrty on stock markct dc\elopment rn thc Soulh

Asran econofiles

1.7 llescarch Qucsttons

l'hc spccrlicalron of research quesllons rs an cxlremcl) tmporlanl Part of a rcsearch \\'ork

Rcscarch qucsllons lnflucnce the slratsg)'lh,rt rs cmployed ln order to el1hcr provldc ans\\'ers 1(]

thc questrons or verify/falsrfy hypotheses llescarch quesllons fomuLtted torthc Lurrcnt stud] on

the basrs ofobjectr\cs ofthe stud) are menlroned bclou

. \\ hal rs thc clfect ol stocl marlel Lqurdlt)'on stocL marlcl dcvelopmcnt)

. \\'hal rs the cflect ofrncomc levelon stocl markel d$elopmcnt'

. \\'hat rs thc cilect ol'rcmltl.rnccs on stock market dc\elopment'

. \\'hat rs the effcct ofmaerocconomrc rnstabrllt) on stocl mnrlcl de\'clopmcnl )

. What rs thc clfect ol corrupllon olr stock marLet dc\clopmcnt )

. \\/hat rs the elfcct ol polrlrcal stabrht) on stock markcl de!elopme[t')

1.8 Organiza tion of Stud)

Thrs study'rs drvrdcd mto llve chapters Follo\\rng lhrs rntroductorJ chaptcr Chaptcr 2

contams thc lrterature rcr re$ Chapter 3 drscusses thc research methodolog) of stud] Chaplcr .l

prcscnls results and drscussron Chapter 5 draqs concluslons. tblloucd by rccommcndntrons.

lirtLrrc rescarch and Irmltatrons
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CHAPTER 2

2. LITERATURIl REVIEW

lhc lltcrllute revlcw conslsls of brref drscusslon on some thcorellcdl models and othcr

matcnals. so that lt \\ould be hclpful to rcach the relevant and lmpoflan! e\PlanalorJ lanJblcs

about lhe delermlnants ol' slocl market dc\ clopment Stmrlarly vanous modcls lramcrvorls and

olher theoretlc.rl background, rr'ould be benefictal to analyze delcrmlnanls of stock market

der elopment. thc hterature revle$ In thls sludJ' lncludes

2.1 Goldsmith Modcl

Goldsm,th (1969) noted thal financlal derelopment and economlc gro\\th hcs a causal

rclarronshtp uslng drflcrcnt m.lcrocronomlc lndlcalors lor 35 countrles from the pcrlod 1863 lo

1960 and noled that the role of financlal l[termcdlatlon lnclcascs thcrc ts dcvclopnlcnl ln thc

ccononr; Horj crcr becausc of lrmtted data on the equltv marlel lhe sludv has se\eral lllnltatlons

Ilke lhe drrectlon ofcausalrty bet\\een financlal s\'stcm stzc and economlc gro\\th anLl thc rolc ol

llnJncral markcls and financlal lnstttutlons ln thc cconomlr groN'lh

2.2 Calderon-llossell Model
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Iiosscll (1991) gave a comprehensr\c modcl to undcrstand thc thcor\ of slock markcl

dcvclopmcnt and 10 measurc lhc stock markcl gro*'th 'lhc modcl rs namcd as partlal cqurllbrrum

modcl Thrs model consrders cconomtc growth ard stocl marlcl lrquldll) as lhc marn

dctcrmlnanls ol slocl, market dcrclopmcnt 
_fhrs 

model rs hmtted as lt docs not caplurc the

rnslllutronal and goYcrnmenlal laotors

2.-1 The l\lacroeconomic l\Iodcl

Ihrs model by Demrr8uc-Kunt and Lclrnc (1996J) clarnls lh'rl lhc slocl Inorkel

dcr'clopmcnl ts dcpcndcnr upon lhe markct sllc. stock marlct llquldll).lolalrlttr and Inlcgrallon

rrrrh lhc N,orld marlcls Accordrng to lhts modcl dc\clopcd stocl' marLcts arc morc lrqurd, lcss

\ ol.llrlc and rntcgrnlcd \\ Ith cach othcr as comParc lo the lcss dc\ clopcd mar|cts

2.{ \lotlificd Clldcron- Russcll Modcl

\,a(c)(2008)rnordcrtosrudlthcmiLrocconomlcandlnstllutlon.]llactrlrsrclatllctothc

stock markcl dc\clopmcnt modrficd thc Caldcron-l{usscll modcl l-hrs nloddl hkcs rnlo 'rccount

rhc rolc of bankrng scrlor dc\clopmcnt- pollllcal rlsk and prrlatc caprtal flor, s ln addlllon \\llh

thc nr.rcrocaono rc l)ctors as scll

lhrs scctron ol_ lltcrJlurc lncludcs conccplual fr;6q""orl lrhlch sho$s thc thcol'llcdl llnk

ol rarrablcs and cmprrrcal crrdcncc from dc\clopcd and cmcrSlng marlcls on thc delcn]llnanls

ol stocl mar|cl dcvelopmcnt lhch)pothcslslbrdctcrmlnatlonol_stoclmarl'ctdcrclopmcntcan

bc dcvclopc<J on thc basls of conccptual liamcrvork and cmPlrlcal lllcr'rture on \tocL mnrlcl

dc\clopmcnl
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2.5 Conccptual Framervork

lhls sccnon oflllcralurc lncludes conceplual lramo{ork rvhtch shows the theorctrcal llnk of

r'arrables and cmptncal errdcncc from dcveloped and emergtng marlcts on thc determlnants o1'

slock markct dcvclopmcnt lhe hypolhcsls for detcrmrnatlon ot stock markct develoPmcnl can

bc dr-velopcd on the basts of conccplual framcuork and cmptncal lltcraturc on stock nlarlct

devclopmenl

X- Efficrcncl 'l'hcory-

l-clbcnsleln (1966) prcsentcd X-elficrencl lheoD' ALcordln-s to Il an cconomrc s)stem

lont.rrns d sct ofrules drl\cn b) a numbcr oiagents \tho arc connected \\'lth cach olher and thc

rulcs \\'tth a ne,r rulc cnterlng lhc slstem- economlc c\olutlon tdke\ placc' $hrch leads lo nc$

agcnt adoptlon and nc\\ coDnectlons Also thc outpul ol thcsc agents dcPcnds on the

pslchologrcal faclors callcd 'x" \\hrch ar,l drlvcn by the lc\el of rottonalttr Thts lcrt-l ol

raronahtl can sullcr Irom the beha\loral lncflla Il)'thls process lhc cconomlc s\stcms e\ohe

Asscsslng the el'ficlenc)' of llrms rs a po*erlul lool to chcck lhc economl! der'clopmcnt Stock

marlcl de\elopmenl lcads lo competltlon ln the malket \\hcrc managcrs are moll\'aled to

producc as much as posslble. among thc manrgers and firms ln ordcr lo bc sullcssftll firms ulll

look to achrcrc rhc r-cll-lctencl Thls X cffictcncl occurs \\hc[ thc outpul o[ firms ls grcatcsl'

liom a gr\en mlnlmum amount of lnPut

Lrquidrg and Slandard Assct Prrcing fhcorl

lhrs theoD lals the assumptron lhal marlets \\hrch arc (pcrfcctl) lrqutd) litctronless can tradc

c\er) securtty at lro cost all the tlme and thc agenls takcs prlccs as gr\en SInLe transactlon cosl

rs lo,r so the rnvestors \!ho collecl the requlred lnformatlon are rcwarded lhrough supcnor

rn\estment pcrformance (Am,hud ct al .2006) Accordrng to l'c\lnc and Zenos (1996) rncrcasc



l6

rn slock markel hqurdlq cncouragcs the economrc groBlh, ss thcse lrrcltonlcss stock marlets

(lrclurd markctsl proccss thc llo$ of rnformatron and helps tn pror'rdrng capttal 10 thc clonolu\,

\\hrch lcads to economrc development

l-rnancral Libcrahzation Thcory

McKrnnnon and Shaw (1973) notcd that allevratrng thc financtal rcstncuons tn countfles

allor\s the markcts 1(] delermlne rnlerest rate uhtch leads to a dlrect clfcct on gro\rlh ralcs as {he

lntcresl mlc nses loq,ards market equlllbnum. thrs \\lll also cncouragc the savrngs as the sa\ lng

rale hecomes attraclr\'c Also the financtal represslon not only depresses sa\'lngs bnt also leads k)

rncfllcrcnt allocatron of resources and thcrcforc. financral sector relbrms ha\,e bcen advoca(cd

Ccmcch and Struthers (2003) clalmed that the lindncral hberahzrtron proccss provldes lncrcased

nccess lo domestrc and lntcmallonal caprlal markets and thereforc enhanccs thc elficrenL) of

Ldprlal allocatlon fhc proponcnrs of llbcrallzallon argues lhat l1 Io\\'ers thc cosl of capltal

bceausc o1 rcadrll avarlablc rnlernatronal caprtal. provldes lereragc lor nsl dr\crsllicatrolr and

lcads to rnlcstments uhrch ofl'er hrgh retums l'hrs lrec mobrlrtl ofcrprtal leads 10 rncrcasc u1

rcrnrltdnccs r\hrch lmpacl thc economrc gro!{h ( fs\ramuno, 2007) Stmllarl} t1 lncreases thc

transparcncY and hqurdrt) rn financral marlels (Stulz, 1999. l\hshlrn, l00l) \'arlc) (2008)

argued that for cmcrgrng markels financral hbcrahzatron rs a basrc soLlrce of lorergn aapltal flow

uh:ch plals an rnrponant parl 1n the devclopment oJ stock marlets

Nlacrocconomic'f hcory/Flschor Scparation Thcorcm

Ac(ordrng 10 macrocconomrc thcoq hlgh rnflahon leads to va .itron ln pnccs. thrs Lreates

unccrtalnty regardmg the ln\estmcnt opporlunllles lhrs dcclrnc rn rDveslment proJects aflccts

the cconomlc gro\\th Wrth the macroecoDomrc stabrlrl] thclc ,Ic bencfils tbr managcrs and

firms lo partrcrpcte rn the slock markcls but the volalllll) rn prrces lcads 10 changcs rn cconomrc
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pollcrcs Nhlch also affects lhc stock markcts and crcatcs macrocconomrc rnstablllt\ 'lhc fishcr

cllccl statcs that slock marlcls oll'crs a co\cr agatnst Inllatton and lhiit thc nomlnal cqult) rcturn\

should be posltrvcl) rclatcd to rnflatron (l'rshcr, 1930. Yartc1.2008)

Stendard lntcrn.tmnal Tradc Thcorl

/\ccordrng lo Bemslcrn and Wcrnstern (1998) stand.ud InlcrnatronJl trade thcor) s.lys thal

thc counlncs \lth srmtlar geographrc stze mat ha,c ccononlc spcclall/atlon and lhat thclr

rncomc lc\'cls arc parallcl Srmrlarl) stock ol firm tn largc countrlcs rs morc s)nchronous lhan

snrall countrres is thc) rcl) on mostl) onc Indusln or onc ccononltc actl\ It)' llkc agrlcullural

crops I'hc rncrcasc rn rncome lc\cl lcads to economlc 8ro\\'lh.rs lhc (;l)P pcr caplta lncrcase

\\hrch has a strong,rssoctatron \\rth thc stock marlct dcvclopmcnl (l-c\rnc & Zcr\os. I998)

i\larkct MrcrostructurcThcorS

Accordrng to O hara (1995) markel mrcrostructurc dcals $tth a sPcLrlic sct of rulcs lor

c\changc of assels and how the tradlng mechanlsm alfccls thc o\'crall markct \truclurc lhc

markct mrcroslruclurc allo\\s thc lnlcslors to cYecute lhclr ordcrs qutckll !rhtch rncrcasos lhe

lrqurdrt) rn stock markcts Thts lncrcasc rn Ilquldll)'rcduccs lransactlon costs and lrrollons ln thc

stock marlct srmrlarl] ll hclps rn achtcrtng opcratlonal efficrcnc) ,.hlch crcatcs ltqurd marlcts

thrs proccss encouragcs thc compcttlton and leads to dcvclopmcnl ln slocl marl\cts (Blals ct al .

2005 )

i)conomic 'l'hcor.r of Corruptron

Aclcrmdn ( l996) nolcd lhat corupllon can be a stgn of progres\ In an cnlerglnS cconomt

,rs lhc crtrzcns recognrzc lhat thcre are norms of fatr deahng and con1pctcnl admlnlslrirllon \\hlch

can bc \rolatcd Also thc efl'ects ol cconomlc llbcrallT-atlon cannol bc achle\cd \llhoul statc
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rctbrms Ho\\ever corruptlon can have a shorl tcrm cfficlcnc) cflect oD cconomy as the resouce

allocated ma) bc utrhzcd cllicrently but ln long run thrs expcctatlon of brrbcry wrll alGct the

numher and krnds ofcontracts used for btddtng. thc procc5s lbr asardrng thesc conlracts and thc

ncchanlsm \\rth \\hlch publtc ollicrals do lhelr \\ork tnthe abscncc ofbrlbcs It \\lll also create

obslaclcs rn rcformrng the macroeconomrc pohc) Stmrlarly. the benelits of thls corruptlon mlght

Dot bc cquall) drstrtbutcd (nccessrble only to ccnarn firms and publlc olficrals (World Bank,

1997. Kaulhann. 200.1)

Economrc gro\\lh cuts off the bnbes lakcn b)' goYcrnmenl olllctals from thc firm's

rc\enue Corruptron rs more prevalent ln poor countrlcs lhdn rlch countrles' bccallsc lhe problem

ofcoruptron rs more rn poor countrles (Blals,etal ,2011) lncrcase rn corruptlon lcrcl lcads to

a srgnrfilant lmpac1 on slock markct developmcnt !r'hlch alleols a countr)'s progrcss due to the

spread ofabusc rn the markets (Ayaydln & BaltJcl, l0l3)

Theory of l'olitrcal Economy

Caporaso (1992) argued that cconom) rn lhc systcm ls separablc from polllrcs Jnd famrl]

lrl'e and thc market rs trcalcd as a sel f-regrl lal o ry systcm and no! a subsrdrar) or8an ol lhe state

llo\\'cver orer thc ycars there has been tho use ol po\\cr and poltttcs lnd lhc mJrket ls

go\'emmcnt regulared 'l hcrcforc uhen Pohttcal agcnda ls exe ed on thc econom)'It affccts the

slocl mrrkets and for lnvcslors 1o actlvel\ Pa lclpate ln thc markel ,tnd to altracl ln\cstments

pohtrcal stabtltty Is requlred. \\'hlch ls thc exten! to \\'htch a goYernmcn! can bc oveflhlo\m or

destJbrlzcd bv some unconstttutton,ll means (Kaulfman.20l0) Iror thc de!elopmcnt ofslock

rrarket, pollrcal stabrlrty ls an rmportant factor Accordrng ro Olson's theory' Pol'tlcal sl'lbrllD'

rs rlependent upon ubscnce of \'lolencc. tenure <,l1 go\'l . thc PrescnLe oI a constltullonall)'
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lcg(rmate regrme, absence oI structural changc and a multtlaccled socral attnbute (Goldsmtth,

1987)

Stock l\Iarkct Dc!clopmcnt

Stocl' markct dcrelopment hclps to mobrltTc thc caprlal and lcads to dt\ ers l lic,rt ron of rrsk m the

marlct Naccur ct al . (2007), Mohladr and Aggantal (1999) noted.l posrtl\c cffcct of stocl

marlct on thc oYerall econom)' Developmenl of stock markel ls mc.tsurcd b) the markcl

capltallzalron to raho ofCDP as used by (Yafie).2008)

Thc rmprct of stock markct liquidity orl stock mrrLct dcvclopmcdt.

'l'he process through uhlch rn\estor can buy and sell thelr stocks convcnlenll) ts

lrqurdrt) Lrqurdrl) rn stock markels help In thc allocatlon cnd mobrlrt) ol capltal. \\hrch cnsure

profltJblc lnveslments and long tcrm gro\lth (Yarle).2008) Stock marlels, rvhtch are hqurd

help lnvcstors rn the efficlenc) oftherr ponfolros and facllllale lhem ln ln\,eslmcnl dcclslons.

\hrch are less flsk) (Le\rnc, l99l) Naccur et al , (2007) measured Lqurdll) b1 tuo uays. b1

uslng slock \aluc traded rvhtch ts the ratlo oflotal value lradcd lo GDI'and thc turno\cr rallo

\\hrch rs ratro oIlotJl \'alue lrdded to stocl market capltallTatlon 'lhc fornrcr capturcs thc lotnl

\dluc ol stock tr.lnsac0ons \\lth respecl lo the slze ol the econom) \\hlle ths lallcr hclps lo

measure the \aluc ofslock tradcd as comparc to thc slze ofstock e\changc r\ccordlng 1() \''1rle\

(2008) the seeond mcasurc ls more comprehenslve as lt measurcs thc llquldll) ol sk)cl marlcl

relJtrvc the total srzc oleconomy Stock market llquldrr)'ls mcasured by the rallo oflotdl !alue

lrrdcd !o thc pcrccntage ofGDP

fll Ihere rs slgnrlicdnt rclatron bcF\ccn stock market ltqurdtll and slocl markel dc\clopmcnl

'l'hc lmpact of incomc lcvcl on stock mrrkct dcYclopmcnt
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Incornc lcr cl rs pro\rcd b) log GDP pcr caprla as measurcd br (lrlohtadr & r\gganval.

100.1. Y.lrtc).2008) As per rhc dcmand driven hypolhcsrs thc rncre.rsrng rncomc lcvcl rvrll

create morc dcmand rn the econom)', uhch rvrll result rn dcrclopcd inanclal structurc. and

dcmand lor products and ser\ rces, \\'hlch also leads to stock marlcl de\elopment Durham

(200.1) noted thal slock markcl dcvelopmenl \,tncs wrth rcspect 10 thc rncomc le!cl ol countrles

rnd thal thcrc rs a dlrect relatlon bct\\ccn hlgh rncome le\'el and slocl marlct dc!clopmcnl

ll2 lhere rsa srgnllicant rclatron bct\\een rncome levcl and sk)cl rn.rrkct de\elopmenl

'['hc lmpact of rcmittrnccs on stock market dovclopment.

The financral lnstrumenls and goods trJnslcrrcd by tmmrgrants t('orklng dbro.ld to thc

resrdents oltherr home countq are remrttances The concept of rcmlltances ls llnJied \rllh the

thcoD of nlrgrallon. as onel.rr) and non-n]onclarv ltcms translcrrcll 1() the homc counlr)

(Truolde- 1005) Rcrrrttanccs rs an rmportant lbclor lbr the developtng cconomtcs ofSouth Asla.

thc) are a blg source ofertemal tlnanclng for countrles hke Paltstan. lndra and Bangladcsh

Accordrng to World Bank (2007) lormal remtllances llou :n 2007 u crc cstrmatcd at USS 3 l8 00

brlLon up liom US$ 268, brlhon rn 2006 and out of thrs US$199 0 brlhon $ere hanslcrred to

dcreloprng countrrcs and US$lT 0 bllhon to thc lo\\ rncome counlrres rcspecllvell Renllttances

help rn manl \!a\s 10 lmpro\'e the cconomtc s,tuatlon as thc\ rcduce poYcrl) promolc

cntreprencurshrp, $hrch rvrll lcad to stock markct development Sllnllnr 10 the b.rnktng sectol

lhey pro\'rde the deposrls and rncrcasc thc drsposablc lncomc as \\cll Accordlng to Blllmclcr and

N4.lssa(2009) remrllances have a srgnlficant Impact ofthc stock marLct capltallzatlon Thc pro\)

tbr rcmrttonces rs the ne1 amounl of worler's remlllances as percenl,lge o1'CDP as uscd by

(l}llmcrcr & Massa. 2009)

[13 There rs srgnrlicant relatronshrp bctuccn rcmtttances and stock m.tr[cl derelopment
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l'hc impact ofmacrooconomic rnstrbrLty on stock mrrkct dcrclopmcnt.

'lhc more thc macroeconomlc stabrhl)' ln\cstors wlll be cncouraged to panrcrpatc rn the

market. but rfthcre ls lolahlrry rn the stock pnccs lhen the rnvcstors \\lll bc uncertnln. but lhc

markcts become attraclr\'e for the spcculalors $hrch mrght create largc devlalron rn slocl prrccs

Srmrlarly rn developrng countles thc hrgh rnflatron rale rs also an obsldcle to atlract the rnYestors

(Carcla & [-ru, 1999) Becausc of macroeconomrc rnstabtltt; thc managers are hesrlant to pul

thclr moneY ln equrt) markets The proxy for macroeconomrc rnstabllrt) ls thc rntlatlon change

rs notcd b)'(Naceur et al .2007)

H4 Thcrc rs stgnlficanl relatronshlp of macroccoDomrc tnstabrlrtl' and stock marlet

developmcnl

Thc rmp.ct of corruption on stock m.rkct dcr'clopmcnt.

Ilolgoflan (2011) clarms lhat thc mrsusc of pubhc ollicc ln ordcr to 8ct some prlvale

benellt rs corruptron ln dcveloplng countrles cornrpllon ts coDsldcred an endemtc and Pcr!aslvc

problcm. \'hrch rs a brg hrndrancc ln lhe economrc gro\\lh Accordrng io \\'orld Bnnl corruptron

ls 'thc slnglc greatest obsldcle rn thc cconomlc and soclal de!elopmenl"

Although somc studles have mcasured thc corruphon \\lth Intemallonal CounlD Rrsk

Gurde (ICRC) bul duc lo conslralnts tn avarlabrltt; oI data an allornatt\ c mcasurc of cofiupllon

Corruplron perceptlon rnde\ (CPI) pubLshcd b] the transparcnc) rnlerndtronal l-or all thc

counl es rs used Bolgortan (2011) used the Corruptlon PcrccPtron lnde\ 1Cl'l). *hrch rs an

annual value lnrlr,rll) rt rangcd from 0-100 *rth 0 meanrng hrgh lcvcl of corruptlon and 100

mcanrng no coruptlon. but liom 2012 thc mcthodology qas modrfied and the scalc no\\ rdngcs

liom 0- l0 urth zcro mcamng htgh levcl of corruptlon and l0 mcantng no coruPtlon

II5 I hcra rs slgnlficant rclatronshrp bet\\een corrupllon and stocl markct dc\clopmcnt
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Thc imprct of political stebilit-v on stock markct dcvclopmcnt

Polllrcal stablllt) refcrs to lhc exlcnt to whlch a go\crnmcnt cJn bc o\c(hro\\n or

dcstabrhzed br somc unconslrturronal mcans (Kauffman 2010) l{oc and Stegel (2011) notcd

thar polrtrcal tnstabtlrly rmpcdes tn financral devclopmcnt. La Pon.r (1998) notcd thal \\cak

rnstrlr.ltronal systcms and regulatorl' mcchanrsms arc an obstaclc rn thc slock mar[et

dcvclopmcnt llulsa (?008) argucd rvhcn pollllcal rnstabtltty dccrcascs the rrght ol'propcrtrcs and

rnvcstors commllmcnt tncreasc \htch rcsult ln morc allocatron olcaprtal to stock mar[cls Alscn

ancl \/clga (2011) notcd thal poltttcal rnstablltt) lcads to dccrcasc rn CDP grorrrh and hampers

thc long-tcrm clonomlc bcncfils

I,croltr e00l ) notcd lhat pohlcal nSL Jnd slabllrr) rs an lmportant l)clor rn slocl marlct

de\clopmcn( and that rt has a posltlvc relatronshlp lhat lcads to hrgh rcturns Pollllcal stdbrllt) ls

mcasurcd b) lhc rlorld\\rdc go\cmancc rndlcalors dcvelopcd b!'KuultnJnn ct al , (1999) shrch

compflses ofothcr rnslttuttonal faclors as Ncll l-hts lndcr has a rangc ol 0-100. \rlth 0 moanlng

lo$ polrtrcal stabrlrt) and lhe scorc close to 100 meanrng hrgh polrtre.Ll stabrlrt) Accordlng lo

\anc1 (2008) thr\ rndex ol pollttcal stabtlttl dcrclopcd b1 Kaulmann cl al (1999) rs \cr)

slmllar to thc lnslttuttonal qualrt) measurcs dcvcloped b) lntcrnallonil countrl Iltsk Gurdc

(rcr{c)

II6 I hcrc rs stgnrficant rclatlon bct\Yeen Polrtlcal stabtllt) and sk)ck marlct dc\ clopmcnl

^ccordlnB 
to lhc Jbo\c llteraturc lt ts obscrved thal therc ls an assoclallon bcl\ccn thc

dcpcndent vartable stock marLct dcl'clopmcnt and thc rndepcndcnt larlablc\ stocl nlarkcl

lrqurdrtl. rncome levcl, macrocconomlc lnslablllt). rcmlllances. corrupllon and pollllcal stablllt)

rvhrch grr,cs cmptrrcal suppon to our hlpothcscs n Iso lt ls lound ln ltlcralurc thal lhcsc rclcvanl
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\anables luYc not bcen tcstcd 1n d slnglc model espcclnlly ln thc dc\eloprng counlnes oI South

-Asrr Thcrelbre \\hllc re\ re\\rng the lltcrature r1 ls notcd lhat therc ls J relallonshrp bct\\ecn thc

.rho\ c mcntloncd vanablcs

Thc thcoretlcal hnk ol'rarrablcs rvtth respect to thc conccrned thconcs ls sho\\n ln tablc I

l'he marlet mlcrostrucllrrc Uleorl,and standard assct pnclng thcol hrghlrghts the rolc o1 stock

Irqurdrt) and horr rt aff'ccts the slock markcts fhe role of lncome lcvel ls c\pldrncd b\ thc

slandard rnternatlondl tradc theory rvhlc financral hberallzatlon thcor) shor!s lhc lmportancc of

rcmrllances Jnd lls role rn cconomv Macrocconomtc thcor\ dtscusscs the role of tnllatton

Iiconomrc theoq of corruptron hlghllghts hou corruptlon tmpacts on cconomlc actt\'ltres \\htlc

lhcor) olpolrtrcal economy and Olson theor) glves the perspectr\e ofpolnrcal stabrlrt)

Teblc I Thcorctrcal hnk ofr.rnables

V^ri:rhlcs Thcorctical Link

Stock Markct LiquidrI Markct n]lcrostructure thcoD, Stdndard ,lssel

pncrng lhcor)

lncomc Lcr(:l Standard Internalronal trade theor\

llcmrtlanccs Flnancral LrbcrahTJtlon thcorv

lvlacrircconomic InstebiLfl Macroeconomrc lheorv lrschcr fl]?othcsls

Corruplion Economlc Thcory of Corruptron

l>olilrcal StahrLh Thcor) ol Polrlrcal I ionomr OIson's thr'urr
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Thc tablc 2, sho!!s c\pccted slgn ofrclalronshlp olrndependent Yanablcs $1th depcndent

vanables w(h rcspect lo the lrtcrdlurc re\ reu

'I'ahle 2: E\pectcd dlrcctrons o1'the c\planator)'v0nables on thc basrs 01 lheorctrcal frame \\ork

Jnd cmprncdl lrterature

Variebl.s Sign

Stock Market Lrqurdrty Posrtr!e

lncome lcvel Posrtlve

I{emrttanccs Posrlrr e

N1a!rocconomrL Inslabrhl) Ncgatr\ c

Corruptron

P"1,1,*l St"b,lrt-

Ncgatlc

Paa,l,*
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2.6 Model

lhc modcl olthrs stud1, rs sho*n rn figurc I

Frg: I

SlocL Mrrkel
I-rqurdrtl

Incomc I c\'cl

l{cnrrtlanccs

l\'lacrocconomlc
lnslabr lrlv

Stocl \larkct
I)c\ clopmcnt

Corruptron

l)olrtrcal Stahrlrtr
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From the lablc rt rs clcar thal stock m.lrlet derclopmcnt. lncome lcvcl. stocl market

lrqurdrl) and rcmrttanccs have rncrccscd durlng lhts ltmc pcrrod Thc onll crccptton ls lhe \aluc

Ii)r stock markct c.rprlalrzahon as pcrccnlagc of CDP \\hlch shows lh0( slocl marl'ct

dc\clopmcnl rn l)afuslan has dccreased by l3 6% The rcason lor thls dccrease ts thc polltlcal

rnstabllll) rn thc countr) dunng thc ycar 2007, Nhcn thc KSE rndc\ crashcd complctcl) duc lo

thc assassrnalron of Ilcnazrr Bhullo Thls assassrnatton causcd KSII a great danlagc and ll

surcrcd a brg market crash (Kansaro. cl al , 201 l) Holrevcr tn casc o, l]angladcsh. stocl morlcl

c.lpltalrlalron as pcrccnt o[ Gl)P has rncrcascd manrfolds as thcrc rs a 859 69t, tncrcasc uhrch

sho*s that stocl markct rn Bangladcsh has cvolvcd slgnllicanll) lhc \Jluc lor stocl tradcd as

pcrccnlagc of GDP rvhrch rs stock marlcl llqutdlt) has rncrcascd ln PaLIstJn. Indla and

Ilangladesh rTrth a posrlr!'e changc of48 970.336Vo and 20706 Yo rcspcctrvcl) Ilut for Sn l-anka

rhcrc rs a -2{ 29'o changc. lhrs rs duc to lhe lack of gro\\th and lcss lrqurdttl ln SP20" Js nolcd

bl llrndarn (2011) rvhrch sho\\s thal stock markct Itqutdrtl In Srr I-.lnka has dccrcJscd o\er thc

lrmc pcrtod lhc T'aluc Ior lncomc lc\cl sho\\ thal Incomc lcrcl tn thc sclcLlcd Soulh Asran

counlncs has tncrcased gradualll'wlth Paklslan, lndra. Srt Lanl'a and llangladesh all ha\rng a

P2 \yo,387%- 398 69'o and 198 69i, changc respecllvcl) l'hrs Incrcaslng rncomc lclel ls rn hnc

\\rth lhc standard lntcrnatronal tradc lheoq that countnes ln a srmrl,Ir gcographlcal rcglon ha\c a

parallcl lncomc lc\cl as noled br- (llcrnstcln & Welnslqrn 1998)

Ihc !.rluc for rcmrttanccs shorr a markcd lncrcasc for all thc countrles, as for P.tLlst.ln

thc.rmounl ol rcmrtlanccs has rncreascd 868 '19; ln 2012 fls comparcd to 199i. rn lrsc ol Indl.l

and Sn Lanka rl rs l85i 5% and 818 70,6 r'hrle for l3angladcsh thcrc Is lllio/, Incrc.lsc Slncc

l)aLrstan lndra Srr I-anka and Bangladcsh arc lo\\ tncome countrtcs and accordlng 10 U'orld

llank (2007) oul ol USSl99 IIlhon rcmrtlances transfcrrcd Io dcrcloprng countncs [JS$'l7
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brlhon rs lransfcned to the Io\\' rncome countres Also the numbcr ol rmmlgranls \rorkrng

abroad from South AsrJ ls cver lncreasrng as accordrng to Untled Nallons cconomrc department

(2013) thcre arc 212 mrllron rnternaaonal mlgrants as compare to 15.1 mllllon rn 1990 l'hc

rDdrvlduals tiom South Asra mlgrJte ln huge numbers for beltcrJob opporlun,trcs (Blllmerer &

\Iassa. 2009) the data lbr macrocconomrc rnstabrlt] sho\\'d ncgJlr\c percenl chJngc lbr

Palrstan and Srr l-anka whrle for Indra and l)angladcsh ( ls posltlve \\htch lncans that

mdcroeconomrc lnstablllD, rn Paklslan and Srr Lanka has dccreascd relatrvely to lndla and

tlangladcsh ovcr thc trme pcnod I'hrs could be bccausc rnllalron rn Bangladesh & Indra has

rncrcasedfrom6i6andS0l%rcspectrtel)to93land62l9'oandstoclmnrketc.rpltaLzatronrn

1hc\c countflcs has Jlso rncrcascd lo 97 l% and 859 6% as comparcd 10 Paklstan and Sn Lanka s

-ll6o,i and l8 79'o rcspectrvcl) Thc valucs tbr polrtlcal stabrlt) and corruptron sho\\ o\cr thc

lrmc pe od the lcrcl of corruptron has dccreased gradualll uhrlc Indra ls lhc most polrrrcalll

stcblc couDtr] rn thc sclected samplc



29

CHAPTER 3

3. RESE ARCH i\IETHODOI-O(;\

-1.1 Mcir\urcnre ot of Variablcs llnd Dnta Sourccs

l-hc equatron ofrclattonshrp bclNecn stocL markcl dc\clopmcnt and

rnstrtutronal faclors rrrll bc accordrng to (lhllmclcr & Massa. 1009)

SN!t)rr = u, - fi S\11-r t l] ll-r - ll R + P.Nll,1'0 COr-p'PSn-rt'L

macroccoDo lc and

t,q (l)

\\'hcrc SN'll) Is thc dcpcndenl varrablc (stock marlcl dc\cloPmcnl) o rs thc lndr\rdu'll

locllicrcnts. l] rs )'-lnlerccpt, \\hercas SIUI- rs lndcpcndcnl rarrable istocl markct ll(lurdlt))' Il-

(lncomc levcl). R (remrttJnces) MI (macrocconomrc lnslabrllty). C (corruptron) 'lnd PS lpohhcal

st.rbllll)'). \\hrlc I ls no of cross'scctlons al tlme pcrlod t and Ll ls crror tcrm l-hc lablc bclo\\
-->-c-i nr.scnts lhc mclsLrrcmcnl and sourcc of \ anrblcs
-4,T
t-

I rblc { l\le.rsurcnrcnt of Vartdblcs

Vlriablcs

l)cpcndcnt \ferrablc __l
\\ orld UanLSNll): StocL Markcl Markcl Caprtalrzallon to oI CDI,

rl)c\clopmcnl

lrra"p"r.ri,rt r'2rirbhs

I{atlo ol_loral valuc traded (o pcrccnlagc o,

GDP

l):rla SourccMcesurcmcnl

\\'orld Bani.



30

lL: lncome lcvel Log GDP pcr cdprta World bank

R Ilemltlances Nc1 amount of workcr's rcmrttances as

percenlagc of GDP

World Bank

I\Il: Macroeconomrc

Instabrlrty

lnllatron changc per ),car \\'orld Bank

CC, Corruptron Corruphon lcvel rnde.< range l-100 Transparcncl'

Inlernatronal

PS Polrtrcal Stabllttv Werghlcd Indrvlduol CounlD Scorc

Range I -100

Worldu rdc

govcmance

Indcx (U'GI)

Ut : Irrror'l crm What rs renlalncd unexplarncd by
lndependenl vanablcs

-1.2 Data and Ntethodologp-

Ihrs slud\ emptncallv rn\cs0gatcs the dctemlnanls ol stocl markel dcrelopmenl rn thc Soulh

Asran Economres, \,!,hrch rncludc Pallslan, lndra. Srr Lanka and Bangladcsh Srncc thc KSL rvas

lrberahzed rn 199I,lherclore the selected hme frame takes rnto <rccounr lhe hbcrallzatron cliects

on l)akrstan's economl Because oflack ol aYarlabrlrtv ofdara lbr thc.icars 2013 and 20ll Dala

rs collccted for thc trme pclod from 1993 to 2012, uhrch rs 20 vcdrs Dara sourccs arc World

llanL. lransparcnc\ lnlemattonal& WorldNrdc Govemance Inder l\,lodcl constsl \\11h the stud)

of (Naccur ct al . 2007. Brllmcrer & Massa. 2009) rs uscd for the dctcnrlnants ol stock markcl

de\ clopment wllh rclo\.rnt vanablcs

3.-1 Sta tistical .{nah sii

3.3.1 Rcgrcssion Analysrs

Itegrcsslon analvsts rs \\rdcll used lor prcdtctton rnd forccasllng or \\c can sa), tl ls uscd

lo lD\cslrgdre causal rclatronshtps Ilcgresslon.rnahsrs ts dpplrcd to ljnd out thc nalurc ol



3l

rcl,rlronshrp bel$cen r\hrch rndependcnt \anables along \\'rth thc dcpcndcnt varrJblc In

rcstnclcd crrcum\lanccs. rl c\plalns bcha\ror of dcpcndcnt \'arrablcs. \'hlch ls dclcrmlncd b\

lndcpcndcnl \rnables l{egressron anal)srs rnvcslrgales delermrnrstrc rclatronshrp of rclerant

macrocconomrc and rnstrtr.rtronal vaflablcs \!1th stock m.rrLcl dc\clopmcnt Ilcgrcssron analr'srs

h.rs bcen used rn manl prerrous studres to rn\estrgale dctcrmrnants ofslocL marlet dcrelopmcnt

(Naccur ql al .2007)

1.1.2 l'ircd cffcct and l{andom cffccts

Srnce thc datasct rs of pmcl nature. thcrelorc lhc panel data tcchnrqucs arc uscd for thc

lbur countrrcs rn thc Soulh Asran ltcgron. thus lhq fi\cd cffcct ds \\cll as thc .andonr cllccts

nlodcl rs uscd Thc lir.cd ellcct and random clfuct hclps to dcal Tuth lhc cross scctronal cllicts.

a\ lhc tl\cd cflccts talcs rnto accounl lhc lndr\lduahlv ofdata rr'hrlc thc random cllcct cnsurc

lhnt rndr\!dual cslrnntc 0re unconelatcd r!rlh thc c\pl.rnalor) rarrablc Srmrlarll rn ordcr to

choosc bct\\ccn thc li\cd and random cffccts. IlausmantcstrsJpplrcd Il the ralucol r:rscqual

1o005 lhcn r.rndom cllect rs consrdered and rfrt rscqual lo 0 00 thcn li'.cd cllcct r., uscd {sthc

null h)pothcsls ls rcjcctcd, ll \\lll talc thc drlltrcncc across the rndr\rdual countrrcs lrrcd and

randonl cffcct rs uscd rn prcvrous studrcs as (Naccur. ct al .2007, Chcnl & Co,,drr, ]010)
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CHAPTER.I

J, ITESTILTS

I hts ch.rpler shows thc results and lhe drscusslon ol

dcscflptl\'c slallstrc\ lor rndrvrdual Lountrrcs ls shoNn bclo\\,

\ dndbles of,ndlvrdual !ountncs ls sho\\r ln l.rblc 5

{.1 Descriptir c Statistics

l'ahlc 5: Dcscnptr\e Stausttcs lndt.,tdual counlnes

emprrrcal findrngs The Lrble of

The mcan valuc and S D fbr all lhc

l'akrstan lndia Srr Lanka Bangladcshcqq!-1r1
\'.rrablc

sMt)
sNll,
II-

Mean S D
I 892 0 502
2 99't I126
6 .165 0 382
21 887 0 871

2 260 0 570
1962 0 9t7
12 3 088

S D lvlean
0 522 2 798
0 740 0 9tl
0 504 7 090
0'189 2t 262
0I8.1 2 200
0 756 | 962
3 416 11)1

Iv[can S t)
16ll 06ri6

lr'1ean

3 857
3 '711

6 502
23 718
1778
2 855
5 t05

SD
0 502
0 651
o 190
0 64'7

0 3+2
I 71.1

1949

R
MI
CO
PS

0 8't i ll86
6112 0.100
120t3 0 871

I 6t0 0 5 8.1

1159 o 216
.1.171 3 006

' 'rc rnean'alue of slock markel devcropmcnt and stock nrarket rrqurdrt' *hrcl.r rs 3 g57 and

3 7.1{ for Indra rs hrgher thJn lhat ofother cconomlcs_ \\htch mdrcalcs thc development rn IndlaD

cconom) as compare to other sclected South Astan countnes ln the sample Tlc mean r,alue of

rncome lc'el 1or s. Lanla rrhrch rs 7090 rs hlghcr rhan that ofothcr scrccled soulh Asran
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countnes, thls hrgher rncome level could be bccause ofhlgh l(cr,ic) ralc ln Sfl Lanka \\htch

mc,rns lhat beltcr educatron lcads to bctler Job opportunttres *'hrch Ieads to htgh lncomc Ie\cl

Thc rnean ralue ofremrtlanccs for all the South Asran rs \er) hrgh thls ts duc to the large numbcr

of rmmlgranls from South Asra are rvorkrng abroad and remtttances arc brg sourcc of c:rtemal

financrng for thcse counlrrcs (Tluoldc.2005) lhe mean Yalue ofmacrocconomtc rnstablltt) lor

Pakrstan.2160 rs hrgher than that oIother sclcctcd counl cs. thts macroeconomlc tnstablllt\'ls

duc to the pohllcal unrcst and cconomrc turmoll ln the couDrry', as from 2001 to 2006 the

rnllatron lcvel rn Paklstan rncrcased from -l -1oZ to7gyo Thc gcopolttrLal locatton of lraktstan at

thc crossroads ofSouth Asla made rt a prvoral state whtch par,cd \,a1 for US ro lorcc rts rntercst

through PrIrstan alicr lhc 9/ll rncrdcnt (l{abbr, 20]2) AccordrnB ro Zdb) (2008) Pakrsran

suilercd morc th.rn LlSS35 brllroD ln terms ofcconomtc loss due lo \\ar on terronsnr

Thc mean raluc ofpolrtrcal stabrllt) fot Pakrslan rs42 rvhtehrs less than th,rt oi Indta.

Srt l,anka and Bangladesh, thls indlcares lack ofpolrttcal stabtlrr) as compare olher countrres as

accordug to Kaulhann (1999) thc lowcr thc value, thc lowcr ls polrtrcal stabllttv Thts rs e\1dent

duc to lhe pohllcal srtuahon oflountr) ovcr thc ttmc penod as Paklstdn ls belng cngaged ln \\ar

ag.unsl tcrronsm Thc mean \aluc of corruplton tn Indra ts 2 855 thrs vdlue ls grcalcr than thc

meaD value lor ovcrall samplc srze \l'hlch rs 2 688. thrs shows thc lcvcl of corrufhon r\ hlgh rn

lndra as compare to olher selectcd South /\sran countncs. but thc mcnJcc of corruptron ts rrl'e rn

subconlrnent as noled b), (Blars el al , 20ll)
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.1.2 OLS Regression

'l ablc 6: Rcgrcssron r\nall,sts

! ariablc Cocfficicnt Std. Error t-Statlstrc l'roh-
C

SML
II-
It

N,II

CO

PS

Il-squarcd

-2 709
0 3 8.1

0 657
I 63 E- t1

0 258
0 042

0 080

0'139

0 868
0 050
0112

5 52L-12
0 099
0 070

0 028

F-slatrstrc

-3 120
'7 612
1609
2 951
2 605
0 598

-2 79?

i1 5lt

0 000000

0 002
0 000
0 000
0 004
00ll
0 551

0 006

r\dlustcd R-

r,r!4.Iq 0 718 Pri)b(l -slalrslr( )

OLS regrcsslon anal),sts ls uscd to rheck lhe dclermlnlsllc rclatronshtp ofall ratrablcs

!1rlh thc dependenl \anablc \\htch rs stock market dc\elopment fhe rcsults ()1 Ol_S Rcgressron

are shown rn thc table 6 Thc regressron anal)sls sho\r,s lhat the \aluc ofl{_square ts 7.1 perccnt.

\\hrle adJustcd R-square ls 72 pcrcent Rl dclermrnes ho\\ thc data Ilts a stnhsrr(.tl modcl

*hcreas adlustcd R2 takes mto accounl thc modcl does not gNc spurrous rcsulls. Thc 
'alue 

of I._-

\lal \\hlchls j.l 53 shous thal oYcrallmodcl rs llt (Draper & Smtth, l99g) I hc lablc sho$s lhat

llrc ralrablcs slocl milrket ltqrtdrry,. rncomc le'el. remrttances. mJcrocconomtc tnstabrltt) and

polrtlc.ll stabllrt) hr\e posrtl\c and stgntlicanl rclatlonshlp \\llh stocL markel dc\clopmcnl
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{.3 Fired & Random Eflect Estimation

OLS rcgrcssron anallsrs rvas used uhroh led to thc hrred and random effcLts lnordcrlo

dcal q rth the tnd|r rdual effccts and cross scctronal effects. hred and rondom cllccrs are appltcd

on lhc data Thls esttmalton tcchnrque rs * tdely used tnprerxrus studrcs irke (Carcra & Lru.

I999. Naccur. cral ,2007. Chqnl'& Gazddr. l0l0)

-l'ablc 7: I t\ed FIlict Eshmatron

Venablc Co.fficirnl Std. Error t-StAtistrc Prob.

C
SML

lt_

I{
MI
CO
PS

I{-squared
?\dtuslcd R-

I 969
.1 524
2102
5 258
210'1

-0 569
I15.1

-lj il8

'l 253 2 35t
0 250 0 055
0 376 0 l7l

7 68E-10 I 46lt-10
0 181 0 087

-0 tr3t 0 0i6
I 906 0 551
0 8.18 I'-s(attstrc

0 000
0 000
00it
0 000
0 038
0 570
0 000

souJrcd rr Q ),1 Prob(F-srxlrslrc ) 0 OoU

Teblo 8: Random Effcct Estrmatron

Vrriablc Cocflicicnt Std. Error t-Sta(istrc l>rob.

C

Si\11-

II-
R

N4l

CO
PS

Il-squared
AdJuslcd l{-

-l 590
0165
0 381

7 89t-10
0 187

-0 027
I 851

o 527

0 48u

6 226
0 0s18
0 t61

t.l4l_t0
0 087
0 057
0 550

I;'slollslrc

t8t0
.l 837
? 179
5199
2 116

-0 478

D 58t

0 000

0 072
0 000
0 025
0 000
0 0i5
0 634
0 001

uarcd Prob(F-statlsltc
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Tablc 9: Compalson 01'l.r),ed cffoct and l{andom Effcct

Variablc Fr\cd I,lffccts Random Eflccts l'ro b.
SML

IL
R
MI
CO
PS

/-: (6dt).27 861

0 250
0 376
0 000
0 181

_0 032
0 017

Prob >xr=00001

0 000
0 001

0 000
-0 0000t5
-0 00005.r
0 000002

0 265
0 382
0 000
0 t87

-0 027
0 010

0 000
0 0{6
0 000
0 023
0 623
0 000

In order to choosc bctBeen fixed clfect and random cfecls cstlmatton, llausman test rs

applred Iheralueofadlusred Rl rs 0 82 ror fi\cd cffcct cslrmatron, \\hlch rs hrgher (han that of

random elTccr model For the Hausmah lest the null h),pothesls rs lhar random cl1.ect ntodcl rs

Jpproprratc rlhrle the altcrnatc hypothesrs ls fi\ed elfect model ts dpproprlatc l.he rcsulfs ol

ti\cdcll'ectandrandomclfqclaresho\r,ntnlableT,rndgrespechvcl\'lhrstcstrsos),mplotrcall)

/ dlshbuted \\rrh 27861 (6 dl) lhe rcsulls lbr thc llausman rest lndrcdtes that p_\alue rs

srgnrficanl 1-he table g sho$s that our null hYpothests rs rcjcclcd and al(ernale h\pothesrs rs

acccptcd. !r'hrch mcaDs that Ii\cd effcct esltmatlon ls bctler

I hc rclatronshlp of all the rndepcndcnt var]ables Itke stock mark!.t Itqurdr(\. lncomc Ic! el.

rcmrttances. macrocconomtc lnslablllt) and poltttcal stdbllll) rs slgnlficant. \rhcrcas corruptlon

h.rs an rnsrgnrficanr rclalronshrp ,tlrh stoak markcr de\clopmcnl lor the sourh Asran counr.cs

uscd rn thts sludy

lhc \alable stock markct Ilqrlldrt),

dcr elopment \1tth a t-\'aluc oI 4 52 and lt rs nlso

slock m,rrkct llquldrtl ls ltne \\1th the studles ol.

has posrttrc lelaltonshrp \\tth stocl\ rnarlet

slgntiicant al lcr el ol l% I he rclarronshrp of

(Nsceur. et al .2007 ya(c). 2008) Srm)larlv
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lncome lc\el also has a slrong posrtr\e relahonshlp w1h slock markct dcvelopment as lhe t-\,alue

rs I l0 and rt ls also slgnlficanr ar s%lcvcl -lhe t-\,alue lor remr ances rs 5 2.1 and rt ls

srgflrfilant at I pcrcent lcrel Iherelbrc rcmlttanccs hare a drrccl relatron \\11h lhc stock marker

dcr'clopment Macrocconomrc lnslablln\ has a postll\c rclatronshrp \\rlh stock marLcl

de\clopment the t-\alue lor thrs \anable rs I l0 rvhlc lt rs srgnrficaDl at 5 pcrccnl Ic\el Thc

rcsults for thc \anable corruplton glves a t-l,aluc of -0 569 and 11 ts rnslgnricant \lth a p_\alue

o1 0567. \\hrch tndrcatcs an rnsrgntficant rclatlonshrp bel\\,cen comrplton and slocl marlet

dcrelopmcnt linall1,. pohtrcal stabrlrt],has a srgnrllcanl posrlr\.c relatlonshrp tvrth stocl marlct

derclopmcnt at lercl of I perccnt ruth t yalue ol j .15

1-hrs posrtrvc rclalronshlp ol rndepcndent vanables \\r1h the dependcnt van,rblc slock

m.rrlcl de\clopment 1or thc South Aslan count cs oflndra, pakrslan. Srr Lanka and Ilangladcsh

rs llrlc \!lth lhe studl 01 Nacuer ct al . (1007) and Brllmelcr,tnd \lassa (2009)uho noted the

same trcnd for thc MINA rcgron and Nfiddle Eastcrn and Cenlral Aslan reglon respcctr\cl\

.1.5 Results Discussion

Stock Markct Lrqurdr6,

I_he hble 6 sho\\s that stock markct lrqUldrl) has posttr\e relallonshlp \\rth stock mdrket

derql6prnsrl \'rlh a l,\aluc ol'.1 52 and rt rs also srgnrficant at lcrcl of I u,u Thrs posrrlve

rcl.tllonshrp tndtcatcs thal the rncrcase ln ltqurdll) helps to allocale the resourccs.rnd allo\\s lhe

lree mobllrt) ofcapltal \r'hlch leads to rncrcase rn gro\Uh and ln\c\lmenls (l_cYlne. l99l) Also

thc emcrgrng markcls ofSouth Asra arc allractlvq to rnternalronal ln\eslors duc to \thtch lhcre ls

InLrcase ln slocl mdrlct llquldrt) whtch also hclps lcads lo stocl m.rrkct de\clopmcnl as thc

miirkct crprtallzrhoD oflhcse coLrnlnes over the \cars has rncreascd srgnrfieantll lhrs dtrccl
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relatron ofstocl markel hqutdtl) \ 1th markcl capllallzallon \vrll lead lo rncrcasc ln stocl marLet

svnehronrcrtr uhrch also attracts thc rnvcstors (Nlorck, er al , 2000) Srmrlarl), accordlng to

standard rnternatlon.l tr,dc thcor, *hrch statcs thar ln smal coLlnr,es rhe stock marrcrs rs lcss

s\nchronous. houcver the lncrease tn ltqurdrN urllcrcatc s),nchrontclt), ln pnccs and rrrll hclp rn

stock rndrLct de\elopmcnt (Bernslctn & \\/crnstc,n. I99g) Kans.lro et al . (2009) noled thol

\tocl marlet lrquldrr)'prrlrcularl) of (SE from the penod or'200r on*,ards has sho\\n a sharp

rncrcase bccausc the markct \\as unpredtctablc tn forccastlng 01 lls llqurdlt\ lhts has plalcd an

,nporlant role ln the dc'elopment ofstock markct de\,clopmcnL I.hc rclallonshlp ol.stocl nlarl\et

hqurdrt) rs hnc \r1h the srudrcs of(Naoeur. el al .2007. tarle),,200g) srmllarrl stocl or-firm ln

lJrgc counlncs ls morc slnchronous lhan small coLrnlncs as the) rcl) on mostl],one rndustrr or

onu cconon]l! acllYlt\

Accordrng to O'hira ( I99-s) markct mlcrostructurc deals \rrth e\changrnj.I asscts under d spccllic

set ol- rules and ho* thc rradrng mechanrsm alfects thc ovcrall markcl strucrurc .l.hc 
markel

mrcrostnlclurc rllo\s thc ln\cs(ots to e\ccutc thelr orders qurclly,*,hrch tncrcases the lrquldrt)

rn stocl marlets Thts rncrcase rn ltqurtirfr rcdlrces transac(lon costs .lnd lnctrons ln thc \tock

rnarkel Slmtldrl) [ helps rn achte\1ng opcrattona] clfictcncl \1hlgh crcatcs lrquld marlcts thrs

proccss cncourages the competrtton and lcads to devclopmcnt rn stock ntarkels (Blars. et al ,

1005)

Intomc Lcvcl

lhe vanablc rncornc levcl has a posrtrvc relatron \\rth thc slocL markcr devclopmcnl

U'hefl lhe rncom!- letcl rn an economl lncreases lt leads 10 more rnrestment Rhrch results ln

Incrcasrng marlet caprlallzallon Thts resull supporls lhe slandard tntematlonal trJdc thcor)

.lccordtng lo \\htch couDtncs tn a slmrlar gcographtcal regton ha\c sdmc lncome lcvcl ([]cmstcrn
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& \\'ernstcrn. lg98) St larl) rl ls also m llnc wrlh the demand d len hypolhcsls (hat \\hcn the

pcl caprla CDP rncreases. thc econom) e\pands and ll provldes oppofiunrt) Ior financral

scr\rces Thls mcreasrng demand r\,lll lo bcttcrment and compelltlon rn financlal senlccs \\hlch

hcs a posrtr,c elfcct on slocl market delelopmcnl Srmrlarll rncome levcl allo\s lD\eslors to

su\c mone,'$hrch also rncreascs drsposablc rncome Thls result ts ln llne \\llh lhe studres of

(Garcra & Lru. 1999 N,rccur. et al .2007, Yartey.2008)

llcmitlanccs

l'he amount of rcmlltances for the Soulh AslaD orcr thc samplc pcnod has rncreased

graduall) ftrs has not onll helped to rmproYe the L!lng condrtron oJ thcse countnes, but has also

prorrdcd a channel lbr savrng \\htch lcads to lnvcslmcnl ln stock mar[ets. \\,hlch ulhmalclv

results rn htgh markct capllaltzatlon and sto!k market devclopmcnt Thc posrltvc and slgnlficant

rcldtron ol_ rcmlttanccs $tth stock market devclopment rs rn hne \\rth \\ork of (lltllmcler &

Nlassa.2009) Slmrlarl) lhc posrtlvc relatlon also suppofls thc financlal llberallzatlon theory lhat

l'rcc mobrltty 01'caplhl ls a source of lorclgn caprlal Also lhc lncreasc ln remrttances lcads to

cconomtc gro\!,th and hrgh Lqurdtty and markct caprlallatron (Tsrvanumo, 2007. Stulz. 1999.

N'fishkrn.200l)

I\Iacrocconomrc lnslabilq

l\{Jcrocconomlc lnstabtltt} has a posttl\c rclatron \\llh stock market devclopmcnt and rt

rs l.rrrlv stgnrlicant at 59'o le\cl Lltcrahlre has documentcd a mlxcd c'tdcnce rcgardtng lhe

rmprct of macroeconomtc lnstabllrtY on stork markct dcrclopment. wtth m.rjonl), of studles

rcpoflrng an lnslgnrlicant tmp.lct of macrocconomrc lnst,tblltl), on slock marlct dcvelopmcnt

(l'a(e\'. 2008, Garcra & Ltu, 1999. Kcmbor & farus, 2012) I'hc rcason lor posrlr\c relattonshrp

()1 rnll.rtroD \\rlh stocl mdrkcl capltahTirtlon could be rhat rf srocl mdrkct ls rnterpreled .ts
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unolher form of real rnl,cstmenl and not only cdsh holdlngs. thcn hrgh lnllarron \\lll lcad lo hlgh

nlarlcl cnprlallzatron as noted b) (Bo)d. el al .2001, Blllmcrcr & \4nss.t.2009)  ccordtng to

frschcr s hrpolhcsrs stocls provtdc a hcdge agarnst tnflatlon and thnt nomtnal cqult) rctums

should bc posrtl\'cl) rclatcd 
"urlh 

rnllatro, Thls mrght be the cdsc rn south 1\sran countnos 
'n,herc

thcre has becn a rapld mcrease rn lnflallon and stock market capttallzalton o\er lhls sample

pcnod Thrs posth\e rclallon rs conststent $rth the \\ork of(l_e\tne & Zen,os, 1996, Chc I &

Oa^at 2Ol0) \\ho also notcd a posttrve rmpact of ma,occonomtc lnstabrlrh, \ahen meas.rcd

\\tU lnflallon change. ho\\e\er Ihls reslllts contr.tdtcls the findtngs ol.Naecur. ct al (2007)

Trhrch clarms thal hrgher rhe volallirlv rn stock markcts rhc lcss rhe rn\estors \\rll bc rncLnctr to

put thelt monc\'ln thesc marLeis

Corruption

l hc rtrrable corruptton has a rnsrgnlficant relatlon wtlh \tocl markct dc\ clopmer)t ?\s

per \\brld lldnl (2006) lhe problcm ol corrllptron rs chronrc rn lhc Soulh {sran counllcs

Bolgonan (201 I ) noted a slatrsttcalll srgnrlicanl rel,rlton ofcorruptlon \\tth market LaptlallTatlon

b) uslng thc po$er Iau depcndcncc

Poli(rcal Stabilitl

Thc relatronshrp betueen poltrrcal stabrlrtl, and stock markct dc\elopmcnt ls posrrr\c Jnd

srgnrficant Thts resull rs ln llne urlh the preuous studtcs oflRoc &Scrgcl.2009. Alesrn,l &

\/cga. 2011) Srmrlarll rr also supporrs lhar rvorld$tde _qovcn)ancc tndc\ (\\,cl) th.it polrtrcal

slJbrlrtv rs an rmportant dclemunanl ofslock marl\el detclopmcnt (lle\ra. l0lJ) lleL.rusc a

stablc polltrcal en\ lronmcnt hclps ln thc allocatron of lunds and leads 1() economtc dct,elopmcnl

r\lcsrna and l,erottr (1996) Jrgucd that polrtlcal stabtht), hclps rn orercomrng ljndnclal

backrrardncss and tt leads lo fa\orablc clonomrc outcomcs Bulsa (200g) nolcd that polltrcal
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st.rbllllv pro\'rdes ln\'estor protecllon and the) are commrtted lo long lemr tnvcstmcnls rn rhose

prrlrcular markets
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CHAPTER 5

5. CONCLUSION AND POLICY

5.1 Conclusion

RECOMMENDATIONS

Ovcr the )ears the cmcrglng markets of Soulh Asran countflcs ha.\,c devcloped and

progressed wrth the help of financrar Lberarrzatron and cconomrc dcvclopmenl -[hereforc 
lr \\as

lmporlant to llnd out the detcrmtnants ol stock market dcvelopmcnl lor thcse counlrrcs .l-hc

prcsent sludr used srr macroeconomrc and olher ranablcs as hrgh)rghtccr by pre\lous llrctatLrre

rn order lo find oul the lmpacl ol'macroeconomtc laclors lrke rncomc lcvel. macrocconomrc

lnstabrllt), stock markct llquldl() and othcr l,a ablcs llke remlllances. corruplron and polrrlcal

stabthly The sample srze was of20 years r c from 1993 iiom 2012 bec,ir,se ol'dat,r consrrarnts

Thrs samplc srzc helped to capnrre the rnrpact of linancral hberahzalron ot KSE rn l99l qhrch

lcd to grouth ol stock mdrlel up trll 1997, srmtlarly the major cconomrc boom thal chMged lhc

slock mdrkct ol'lndrJ lrom thc 1990s

From the sludy lt ls concluded that all lanablcs c\cepl corluptron (slock market

Lqurdrty. rncomc lcvel. remtttanccs. macroeconomlc lnstabtllt). and polthcal stablllly) hatc

srgnrlicant relattonshrp wjth stock market devclopmenl

Stocl markcl hquldrt\ has a drrcct slgnlicant llnk \\1th slock m.rrLet devclopntcnt Ihus

thc rncrcastng ltquldrt) tn stocl marlcls.tllows thc ln\estors to lool Ior lrequcnl tridtng and

ma\lmum rctums Thc lncrease rn slock markct lrqutdll'Lr(tltlles lhc rn!estors to c\cc,te thclr
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ordcrs qurckl) Thrs phcnomcnon also reduccs thc fnctton ln stocl marlets and leads to

opcrntrondl effictcnc\'. r,r'hrch hclps rn stock ntarket development Thls relaltonshlp ls ln ltne \\lth

thc lheorctlcal perspccllt,e ofmarlct mrcrostructure thcory and assel prlclng theorl

Incomc lercl ,rnd srock marker de*clopmcnt havc a posrtlvc rclatronshrp. wrth thc rncrc,isc rn

rncomc levcl more and morc oppo(unlttes are creatcd for sa!rngs \\hlch channels the

rn\estmcnls rn capltJl markcts and lcads to cl'Icctl'e capllal allocJtron lhts lncrcaslng flo\\ of

funds has a posttt'e lmpact on the markct capltaltzatlon Thc rncrcasc ln rncomc lcvcl lcads to

economr( gro\\1h as the Gl)P pcr captla rncreases,lt has a slrong assoclatlon \\lth fhe stocl

markct de\,elopment Thc theorehcal percpccttve a)so hrghltghrs th,rl coLmtdcs tn J slmtlar

gcographrcal regron ha\,c parallel rncomc lc\ cls

Remltl,rnccs .llso havc a posrtNe and srgnrlicant lmpact on slocL mJrlet dclclopmcnt, thts

rs due to the llnancral hbcrahzatton phcnomcnon thdt tncreasc ln lorcrgn caprtal llo\,! pro\ldes

boost to econom) and derclops thc stock mdrlel Accordrng ro \\'orld llunl, (2007) thc llo\\ ol

remlflances lo dcr'cloprng countncs has tncreased slgnlficantly and LIS$1990 brllton \cre

translcrred to dcveloprng countnes and US$.17 0 brllron to thc lou rncome countnes rcspccu\el),

Rcnrtlanccs are. so!'ce ol drsposablc tncomc \\hlch pro\,ldcs rn\,cslmcnt opportLlnlltcs Thls

rcsult rs ln agrccntcnt \\tth thc llnanclal lrbcrJlrzahon thcor)

I he result oll rlacrocconon,c tnslablllq rs posrh'c and stgnlficanl lhls dlrect relahon

could bc becausc \\'hcn the lnflatlon 
'ses. 

the p,ces of stocl lnrght lnlrcasc as rt lbllo*s the

paltcm ot gcncrdl p ces I herelore $,hcn rnllatron scs then lhcrc rs a posslbrltt), lhat stocl

nrarlcl caprtrll,/atron \\tll also tncreasc

Corruphon has an lnslgntlic.rnt rmpact \rllh slocL mJrkel dc\elopment allhough lhe stgn l\

posltr\'c rn cmerglng marlcts the slan of corruptron can lcad to short tcrm ciicrcnL\ as lhc



44

ln\cstors belrcvc thal the norms of f,Ir dcallngs can bc \lolalcd

I hc nrcnace o1 con upuon docs e\lsr In de\ cloprng economrcs and

of South Asl,r as ucll. ho1\ercr thls stud\, !\,as unable to captuc a

on stock market de\ clopmcnt

to achte\c m\tn'Ium retums

ll rnlluenccs thc slock marl\ets

srgnrflcanl clleLt of colrupllon

Poltltcal slablllh, also has a slgnltjLant postll\,c rclatronshlp wllh stoLk markct

dc\elopmcnt Ihe cconomrc der'elopment and linancral markels cannol bc separatcd fiom a

polrllcal s\5tcm as rt helps them tn pror,rdrng rnstltutton;ll ptolccllon Jnd cnhanccd competltlon

polltrc.ll slablllt) ls an lmportanl falfor lor stock marlet delcloprncnt and ovcr ths )cals 11 h.ls a

5rgnrlicanl lmpdct tn thc dcrclopnrenl olcconomles and stock markcts

5.2 l{ecom nrenda tions

lhc rcsull ol thls slud'has tmportant polrcv tmplrcattons lor Soulh ,\stan count,cs as LD ordcr lo

promotc lhc slorL nlarlel de\clopment economrc gro\!1h pials an llnportant pan r\lso financr.rl

lrbcrnllzatton has a posrtrve clhcl on stock marlet de\clopmcnl Incomc lc\el lncre.lscs

economlc gro\!1h. srmllarl\ stocl market Lqurdr11, has a postll\,c eflecl on stock niarlct

devclopment llcncc. rmpro.r,emenl rn stock markct ltqurdtt; paves thc \\a) for slocl markct

dc\ elopmcnt Remtttances are dlso a soutcc of s;r\ lng. thcrefore tnccnlr\,cs should bc pror rdcd to

cncoLrragc thc flou ol'lcmtttanccs pohtrcal slabtltt) provrdcs conlidcnce to ln\csbrc nnd \\eak

rcgulalrons crc,rtcs loopholes for corruptlon I hus rcgulatoD aLrlhorrncs should look to o\ ercomc

lhc\c fartors ln ordcr to crcate a poslll\,c cllcct ofstock markcls on nattonal cconom) Slmrlarl!

thcsc emcrgrng markcls ol Soulh Asta arc d great a\cnuc for lnternahonal ln\estors as bccruse lt

hclps them ln nsk dlvcrslficaoon and allows lbr optrmum ponfoho ?\ \\,cll_lincttonrng marlct
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contnbutes srgnlficantlv to a growlng econom) and provldcs thcm capltal dcvclopmcnt Thus thc

polcntral value ol'a successful stock markcl ls a fbremost tmportanl lbr,ln cconurn),

5.3 Fu tu re Rcsearch

llased on the Undlngs oflhrs stud). fulure rcsearch should focus on the lollo\\lng

1 The currcnt study, locuses on onlv on the South Aslan marlels. ho\\e\cr rn lhc luture

sludrcs ,t \\ould be useful rf the sample srze ts lnoreased lo olher emerglng markcts tn

order find out kc1' dctermlnants of Stock marlel dcvelopment ln other reglons

2 Other rnstrlutlonal l'actors lrke polrttcal nsk erc can also bc used rn ordcr to chcck the

rmpact on stocl marlet devclopment Srmtlarll an alternall\,e measurc to \arr.iblcs llkc

comrptron can also be used

J Slock pnce s)nchronrclty ts an lmporlant factor ln thc stock mcrkcts accordtng to MorcL

(2000) stolk pncc rn an emcrgrng markcts are slnckonous thcrefore addltronal varrables

lrke stocl p ce synchrontclly can also bc used to dclermtnc thc stocl marlel

dcreiePm"'n1

5.-l Liln itntions

I 'l he study ls l1ot rsolated from cxterndl uorld factors. rvhrch mtght drslon results

2 Although thls sludy \\as ablc to tdcntrfy lhe key detcrmtnanls ofstock marlct

dc\elopmcnt lt was nol dcslgncd lo cxtrapolate futurc trends ln slock marlet

devclopmcnt

I Although \\'c maxrmrzed thc lengh ol thc slud) peflod. the dur,rtron oflhrs slud\

mav be rnsuf'ficlent to e\clude Iong-lerm c)chcal changes rn market altllbules
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