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Abstract 
 

This study examines the relationship between stock market development and economic 
growth for 21 emerging markets over 21 years, using a dynamic panel method.  Results 
suggest a positive relationship between several indicators of the stock market 
performance and economic growth both directly, as well as indirectly by boosting private 
investment behavior. Thus they lend support both to the financial intermediation  
literature as well as to the traditional growth literature.   
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Stock Market Development and Economic Growth: 
Evidence from Developing Countries 

 

1.  Introduction  

 

As the global equity markets have experienced their most explosive growth over 

the past decade, emerging equity markets have experienced an even more rapid growth, 

taking on an increasingly larger share of this global boom. For example, while overall 

capitalization rose from $4.7 trillion to $15.2 trillion globally, the share of emerging 

markets jumped from less than 4 to 13 percent in this period. Trading activity in these 

markets surged equally fast: the value of shares traded in emerging markets climbed from 

less than 3 percent of the $1.6 trillion world total in 1985 to 17 percent of the $9.6 trillion 

shares traded in all world’s exchanges in 1994. Both the global boom and the 

involvement of the emerging markets in it, has attracted the interest of academics and 

policy makers.  As a result, a plethora of studies now focus on how to measure the 

benefits of globally diversified portfolios, while a large number of countries expound 

regulatory reforms to foster capital market development and attract foreign portfolio 

flows.  

Yet, there exists very little hard empirical evidence on the importance of stock 

markets development to long–run economic growth and almost none exists regarding the 

developing countries. The one exception is a study by Levine and Zervos (1998) who 

find a positive and significant correlation between stock market development and long 

run growth. However, their study relies on a cross-sectional approach with well known 

empirical limitations including the inability to sort country-specific effects. The present 
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paper addresses this shortcoming by using a rich and disaggregated panel data and by 

adopting a dynamic panel approach. 

Theoretically, the traditional growth literature was not suited to explore the 

relationship between financial intermediation and economic growth because it focused on 

steady-state level of capital stock per worker or productivity, but not on the rate of 

growth (which was attributed to exogenous technical progress). The recent revival of 

interest in the link between financial development and growth stems from the insights of 

endogenous growth models, in which growth is self-sustaining and influenced by initial 

conditions. In this framework, the stock market is shown to not only have level effects, 

but also rate effects (e.g, Levine, 1991).  

However, a debate now exist within this framework. On one side is the view that 

stock markets promote long-run growth. For example, Greenwood and Smith (1996) 

show that stock markets lower the cost of mobilizing savings, facilitating investments 

into the most productive technologies. Obstfeld (1994) shows that international risk 

sharing through internationally integrated stock markets improves resource allocation and 

accelerates growth. Bencivenga, et. al. (1996) and Levine (1991) have argued that stock 

market liquidity --the ability to trade equity easily--  plays a key role in economic growth: 

Although profitable investments require long run commitment to capital, savers prefer 

not to relinquish control of their savings for long periods. Liquid equity markets ease this 

tension by providing assets to savers that are easily liquidated at any time,1 while 

                                                        
1 The critical role of financial market liquidity in affecting the efficiency of physical production enjoys 
historical support. According to Hicks (1969), new technological inventions did not ignite the industrial 
revolution in England in the eighteenth century. But most of the innovations that characterized the early 
phases of the industrial revolution had been invented much earlier. Rather, more liquid financial markets 
made it possible to develop projects that required large capital injections for long periods before the 
projects ultimately yielded profits. Without liquid markets, savers would have been less willing to invest in 
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simultaneously allowing firms permanent access to capital that are raised through equity 

issues. Liquidity has also been argued to increase investor incentive to acquire 

information on firms and improve corporate governance (Kyle, 1984; Holmstrom and 

Tirole, 1993), thereby facilitating growth.2  

The second view casts doubts on the contribution of stock markets to long-run 

growth.  For example, the role of stock markets in improving informational asymmetries  

has been questioned by Stiglitz (1985) who argues that stock markets reveal information 

through price changes rapidly, creating a free-rider problem that reduces investor 

incentives to conduct costly search.  The contribution of liquidity itself to long-term 

growth has been questioned. Demirguc-Kunt and Levine (1996) point out that increased 

liquidity may deter growth via three channels.  First, it may reduce saving rates through 

income and substitution effects.  Second, by reducing the uncertainty associated with 

investments, greater stock market liquidity may reduce saving rates because of the 

ambiguous effects of uncertainty on savings; third, stock market liquidity encourages 

investor myopia, adversely affecting corporate governance3 and thereby reducing growth.  

However, on the opposite side of the last issue--that of corporate governance--Jensen and 

Murphy (1990) argue that in well developed stock markets tying managers’ 

compensation to stocks is an incentive compatible design that aligns the interests of 

                                                                                                                                                                     
the large, long term projects that characterized the industrial revolution. Bencivenga, et. al (1996) go as far 
as stating that “the industrial revolution therefore had to wait for the financial revolution.”  
 
2 Kyle (1984) argues that, an investor can profit by researching a firm, before the information becomes 
widely available and prices change. Thus investors will be more likely to research and monitor firms. To 
the extent that larger, more liquid stock markets increase incentives to research firms, the improved 
information will improve resource allocation and accelerate economic growth. 
 
3 More liquid markets make it easy for dissatisfied investors to sell quickly. Liquid markets may weaken 
investors’ commitment and reduce investors’ incentives to exert corporate control by overseeing managers 
and monitoring firm performance and potential. 
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principles (owners) and agents (managers), thereby spurring efficient resource allocation 

and economic growth. 

The above debate points out that the issue cannot be settled satisfactorily without 

further empirical work. Extensive earlier evidence (e.g., Goldsmith, 1969; McKinnon 

1973; Shaw, 1973) showed that financial intermediation correlates with economic 

performance. However, many of the earlier work used highly aggregated indicators of 

financial intermediation, such as the ratio of M2 or private sector credit to GDP, rather 

than the more direct and disaggregate measures. In addition, this body of work, though 

insightful, lacked analytical foundations since, as stated previously, financial 

intermediation in traditional theory was related to the level of capital stock per worker or 

productivity, but not to growth rate, per se, as the latter were attributed to exogenous 

technical progress.  

In the framework of the new growth theory, surprisingly few empirical studies of 

the relation between stock market and economic growth are available.  The one important 

study mentioned earlier is one by Levine and Zervos (1998) who are among the first to 

ask whether stock markets are merely burgeoning casinos or a key to economic growth 

and to examine this issue empirically, finding a positive and significant correlation 

between stock market development and long run growth. However, as mentioned earlier, 

Levine and Zervos’s use of a cross-sectional approach limits the potential robustness of 

their findings with respects to country specific effects and time related effects.  

 This paper represents an attempt to close this gap by using panel data to re-

examines the long-run impact of stock markets on economic growth.  Moreover, it is the 



 5

first such study to focus on emerging stock markets exclusively4. Specifically, our sample 

consists of 21 developing countries over 21 years (1977-1997). These features have been 

possible by our use of a rich database, the Emerging Market Database  (EMDB) from the 

International Financial Cooperation (IFC). Besides the panel approach, considering fixed 

and random effects and one-way or two-way effects, the paper also incorporates a 

dynamic panel estimation.  In addition, this data set allows for other methodological 

improvements.  For example, by being able to draw data from a single source we 

overcome the consistency and measurement problems associated with Levine and 

Zevros’s (1998) use of two different data sources. Also, we include several measures of 

stock market development (as opposed to a single composite measure used by Levine and 

Zevros). This more disaggregated approach is also recommended by Demirguc_Kunt and 

Levine (1996).  

In what follows, Section 2 discusses the empirical approach, including (a) a 

discussion of the measures of the stock market development and economic growth, and 

(b) econometric methodology including a presentation of two alternative panel estimation 

models; Section 3 presents the panel regression results for the two models; and Section 4 

presents concluding remarks.  

 

2.  Empirical Approach 

2.1.  Measurement of Stock Market and Other Variables 

Two features characterize our approach to the measurement questions.  First, as 

mentioned, by being able to draw data from a single data source, we overcome the 

                                                        
4 Levine and Zervos did include LDCs in their sample but only as a part of their overall cross-section.  
 



 6

consistency and measurement problems that are associated with Levine and Zevros’ 

(1998) use of two different data sources. Second, to maximize the use of information 

extracted from the data, we use several different measures of stock market development, 

as opposed to a single composite measure that is used in Levine and Zevros.  Although 

theory does not provide us with a foundation for any unique indicator of stock market 

development, it does suggest that stock market size, liquidity, and integration with the 

world capital markets may affect economic growth (Demirguc_Kunt and Levine, 1996).   

Using a variety of measures provides a richer picture of the potential links between stock 

market and growth than if a single measure is used.   

In this section we describe the various measures of stock market development and 

other control variables. 

2.1.1.  Stock Market Variables: 

Market Capitalization Ratio (MCR): This measure equals the value of listed 

shares divided by GDP. The assumption behind this measure is that overall market size is 

positively correlated with the ability to mobilize capital and diversify risk on an 

economy-wide basis. 

Total Value of Shares Traded Ratio (STR): This measure equals total value of 

shares traded on the stock market exchange divided by GDP. The total value traded ratio 

measures the organized trading of firm equity as a share of national output and therefore 

should positively reflect liquidity on an economy-wide basis. The total value traded ratio 

complements the market capitalization ratio: although a market may be large, there may 

be little trading. 
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Turnover Ratio (TR): This ratio equals the value of total shares traded divided 

by market capitalization. Though it is not a direct measure of theoretical definitions of 

liquidity, high turnover is often used as an indicator of low transaction costs. The 

turnover ratio complements the market capitalization ratio. A large but inactive market 

will have a large market capitalization ratio but a small turnover ratio. Turnover also 

complements the total value traded ratio. While the total value traded ratio captures 

trading relative to the size of the economy, turnover measures trading relative to the size 

of the stock market. A small liquid market will have a high turnover ratio but a small total 

value traded ratio. 

2.1.2.   Other Variables: 

Growth: This measure is from the World Development Indicators (2000) data set.  

Foreign Direct Investment (FDI): Foreign direct investment is used as a control 

variable since it is presumed that FDI is a determinant of economic growth. 

Investment (INV): This measure is defined as real investment divided by GDP. 

 Secondary School Enrollment (SE): Secondary school enrollment as a percent 

of total population is also from the World Development Indicators data base. 

 

2.2  Empirical Method 

A panel data approach is used that covers 21 emerging markets over 21 years 

(1977-97).  This approach allows us to control for country specific effects as well as for 

one-way or two-way effects5.  Two alternative models for estimating the long-run effects 

                                                        
5 By contrast, Levive and Zevros, use long term average values for a cross section of forty-one countries 
over the period form 1976 to 1993, following Barro-type cross-sectional approach (1991), thus glossing 
over potentially important country specific variations in the observation. Also, because over time, changes 
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of stock markets on economic growth are used, the second and third of which incorporate 

dynamic panel estimation.     

 

Model 1:   

The first model is a two-stage test of the hypothesis of whether the stock market affects 

economic growth. This is motivated by the well known theoretical study of Levine (1991) 

who proposes that investing in the stock market alleviates both the liquidity shock and the 

productivity shock that firms would otherwise face. Firms not facing liquidity shocks will 

have a higher level of investment leading to a higher growth rate (at al Solow). In order to 

test the above theoretical hypothesis we regress investment on three measures of the 

stock market and then we regress growth on “fitted” investments as shown below. 

 

itititittiit TRSTRMCRINV εθθθγα +++++= −−− )()()( 131211  

itititititittiit SEFDIINVFGDPGrowthGrowth ')()()()()('' 1514131211 εφφφφφγα +++++++= −−−−−

 

where INV is real investment as a fraction of GDP, and INVF is “fitted” value of 

investments, MCR is market capitalization ratio divided by GDP, STR is value of shares 

traded divided by GDP, TR is turnover ratio, SE is secondary school education, and FDI 

is Foreign Direct Investment divided by GDP. α i captures any country-specific effects, 

                                                                                                                                                                     
occur within countries due to, policies, business cycles, or governments rising or falling, averaging 
amounts to aggregation over time, blurring important events as well as differences across countries. 

Levine and Zevros regress the growth rate of GDP per capita on a variety of control variables (to 
control for initial conditions) and a conglomerated index of stock market development, following the 
theoretical work of Atje and Jovanovic (1993).  Though they find a positive and significant correlation 
between stock market development and long run economic growth, their approach entails possible 
measurement problems (use of two different sources: IFC and IFS), statistical problems (cross-sectional 
approach) , and conceptual problems (combining several measures into a single measure) which may affect 
their results. The present paper is an attempt to address these shortcomings. 
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such as initial endowments, γt captures any common period-specific effects, such as 

general technical progress, and εit is an independent disturbance.  

 This model is estimated in several different ways: grouped OLS, fixed effects, 

random effects, one-way, and two-way models. Following the tradition, Hausman test is 

used to test for the appropriateness of the fixed versus random effect and F test is used to 

choose between the one-way or two way models.    

Model 2: 

The second model examines the relationship between stock market development 

and economic growth directly, rather than through investment behavior.  Thus, the level 

of investments is used as a control variable.   Since we focus on growth, the model is in 

the form of a dynamic panel estimate of growth following such works as Islam (1995) 

and Lee, Pesaran, and Smith (1997), as follows:    
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Specifically, in such models the presence of lagged dependent variable (dynamic 

panel) implies correlation between the error term and the lagged dependent variable, 

rendering the OLS estimator biased and inconsistent. Instead, we use an instrumental 

variable approach that yields consistent estimators6.  The coefficient of the lagged growth 

                                                                                                                                                                     
  

6 However, as suggested by Ahn and Schmidt (1995), the estimators are not necessarily efficient because 
they do not make use of all the available moment conditions.   
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variable would then capture any convergence effects of growth (e.g., see Islam, 1995;  

and Lee, Pesaran, and Smith, 1997).  

 

2.3 Data Sources 

Historical yearly data on MCR, STR, and TR data for twenty-one emerging 

markets are obtained from the Emerging Markets Database7 (EMDB) provided by the 

International Financial Corporation (IFC). The list of the countries and some summary 

statistics are presented in Table 1. The set of emerging markets are geographically 

diverse as well as diverse in the severity of capital controls. The emerging markets 

exchange rates are from the EMDB. Tables 2, provides some correlation coefficients for 

the listed variables. Growth, INV, GDP, SE, and FDI data are from the World 

Development Indicators (2000) data set.  

 

3.  Panel Regression Results 

Before reporting the results, some preliminary notes are necessary.  First, all 

regressions were tested for one-way models (only cross section effect) versus two-way 

models (both time and cross section effects).  Results from the F-test favored the two-

way models throughout. Furthermore, the Hausman test favored the random effects 

model over the fixed effects model as consistent and efficient, again throughout the 

analysis. Hence, all the results below (tables 3 – 5) are presented as two-way random 

effects models. Tables 3 - 5 also report results both for the dynamic panel regression 

(with lagged growth) and without lagged growth.  

                                                        
7 Construction of the EMDB began in 1981. To have a better understanding of the data source and 
measurement criteria see Errunza and Losq (1985).  
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Results from estimating model 1 are presented in tables 3 and 4, with table 3 

presenting three variations of the investment equation (first stage) in model 1, and table 4 

presenting the estimates of the growth equation (second stage), based on the predicted 

values of the investment (INVF) from each variation in table 3.  The results indicate that, 

in all its forms, turnover ratio (TR) is an important and statistically significant 

determinant of investments by firms (table 3) and that these investments, in turn, are a 

significant determinant of aggregate growth (table 4).   Moreover foreign direct 

investment is also found to have a strong positive influence on aggregate growth. The 

results also indicate the initial level of GDP has strong negative influence on the growth 

rate which is also consistent with the empirical literature. The results also indicate despite 

lagged growth being strongly significant, fitted investment is significant for the first set 

of regressions. The results indicate the both turnover ratio and market capitalization are 

important variables as determinants of economic growth. 

Table 5 reports results for model 2.  As explained earlier the lagged growth rates 

capture the autoregressive nature of growth, and their inclusion follow the recent 

contributions in this area including the work of Islam (1995). 8 The table presents several 

possible regressions that result from dropping one or more of the regressors at a time.  

The tables yield surprisingly consistent results, certainly with respect to the behavior of 

the three stock market variables, pointing to the robustness of these variables in the 

present context.   For one, among the several stock market variables, only the TR variable 

                                                        
8 As pointed out by Lee, Pesaran, and Smith (1997), the inclusion of the lagged dependent growth variable 
in the regression analysis basically derives the deterministic version of the Solow growth model, where the 
coefficient on the lagged dependent growth variable is a function of the speed of convergence λ. For a 
detailed discussion on the issue of lagged dependent variable see Islam (1995) and Lee, Pesaran, and Smith 
(1997). 
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remains highly significant, despite variations across columns. These models also show 

that STR is negative and only marginally significant.  Recalling that STR is total value of 

shares traded relative to GDP, it is apparent that STR and GDP are a diverging series: 

total value of shares traded fluctuates from period to period where as GDP is more or less 

an increasing function, causing STR to be negatively related to growth. It is also pertinent 

to recall from the earlier discussion that TR is the most suitable indicator of liquidity in 

the stock market.  

Among other variables that are consistently highly significant between the 

different specifications in the two tables are Foreign Direct Investment and Secondary 

Education variables, both positive, again pointing to their robustness. Finally the impact 

of investments remains generally significant and also consistent in the two tables.   

One interesting observation is that in the two-staged model the MCR is the 

significant stock market indicator whereas in direct test of stock markets on growth, TR 

is the significant stock market indicator. One interpretation of this result given the earlier 

discussion and the evidence of model 1, is that a stock market that is larger in size leads 

to higher investment opportunities, rendering market capitalization a better instrument to 

represent investments. The second model by controlling for investment reduces the 

significance of market capitalization. This model is in turn consistent with the hypothesis 

per Levine (1991) that liquidity (measured here by turn over ratio) has a direct influence 

on growth, besides the role played by investments. 

 

4.  Summary and Conclusion  
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This paper empirically evaluates the relationship between stock market development and 

long-run growth. A time series cross-section data for 21 countries from 1977-1997 

suggests that stock market development is positively associated with economic growth. 

The empirical relationship between stock market development and the long-run growth 

remains strong even after controlling for lagged growth, initial level of GDP, Foreign 

Direct Investment, and Secondary School Enrollment, and Domestic Investment. The 

paper suggests that stock market development contributes to economic growth both 

directly and indirectly. Following the direct channel, we show that market liquidity 

(turnover ratio) has a positive impact on growth. Indirectly, market size (capitalization 

ratio) affect investments which, in turn, affect growth. The empirical results do support 

the theoretical literature (e.g., Levine, 1991), in suggesting that the stock market 

development leads to higher growth because it reduces both liquidity and productivity 

shocks. 

The results also suggest that value of shares traded ratio (STR) is not an effective 

measure of stock market liquidity.  This may be especially so in developing countries 

where stock markets are highly volatile, causing the value of shares traded to be 

misleading indicators of liquidity. 

Much work remains to be done to better understand the relationship between stock 

market development and economic growth. Although the paper sheds light on the role of 

stock market development on economic growth, it does not study individual country 

cases, nor analyzes when countries are ready for stock markets development. (For 

information on specific country experiences with stock market development, see El-Erian 

and Kumar (1995); Classens (1995); and Morgenstern (1995)). Finally, to better 
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understand the causal relationship between the development of the stock and economic 

growth, one may need to adopt more complex vector autoregressive (VAR) models that 

have been developed for panel data.9  

 
 

                                                        
9For a detailed study of VAR with Panel see Holtz-Eakin, Newey, and Rosen (1989).  
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Table 1 
Summary Statistics for Emerging Markets (1977-1997) 

Country Growth Investment GDP Education FDI MCR STR TR 
 Rate % of GDP Mil of $   Mil of $ % of GDP % of GDP  

Argentina 2.24% 20.13%  $146,006 64.75%  $1,585 5.68% 1.88% 32.54% 
Brazil 2.79% 21.03%  $375,114 41.73%  $3,244 13.51% 7.00% 52.50% 
Chile 5.88% 22.22%  $  33,293 66.36%  $   928 48.09% 4.06% 7.48% 
Colombia 4.00% 19.47%  $  46,619 55.09%  $   987 6.90% 0.70% 9.14% 
Egypt 5.07% 23.79%  $  34,567 64.36%  $   741 6.85% 0.97% 9.30% 
Greece 1.78% 21.60%  $  57,491 87.89%  $   742 10.12% 2.43% 16.42% 
India 5.10% 22.89%  $240,606 38.86%  $   463 13.87% 4.50% 48.91% 
Indonesia 7.11% 28.74%  $113,592 38.55%  $1,318 7.48% 2.96% 24.69% 
Korea 8.09% 32.82%  $191,217 85.00%  $2,326 22.83% 24.75% 94.36% 
Malaysia 7.22% 32.84%  $  43,912 55.18%  $2,285 112.08% 48.68% 30.61% 
Mexico 2.97% 22.37%  $224,599 53.09%  $3,673 15.50% 6.30% 51.21% 
Nigeria 2.25% 18.53%  $  51,230 22.00%  $   692 4.42% 0.05% 0.86% 
Pakistan 5.64% 18.84%  $  37,909 16.83%  $   232 8.87% 3.70% 24.15% 
Peru 2.00% 21.89%  $  30,161 65.00%  $   526 8.24% 1.70% 20.77% 
Philippines 2.93% 24.03%  $  43,548 70.10%  $   515 24.31% 6.97% 25.67% 
Portugal 2.90% 27.82%  $  52,988 65.22%  $1,950 6.88% 2.02% 17.79% 
South Africa 1.81% 21.04%  $  91,011 80.00%  $   143 128.41% 8.89% 6.21% 
Thailand 7.40% 33.34%  $  75,527 33.18%  $1,104 25.76% 18.37% 74.37% 
Turkey 4.13% 20.93%  $108,717 47.36%  $   372 6.72% 9.00% 66.57% 
Venezuela 1.70% 22.26%  $  62,187 36.27%  $   665 8.37% 1.41% 14.03% 
Zimbabwe 3.08% 19.53%  $    5,806 35.18%  $      9 14.85% 1.17% 6.16% 

 
Table 2 

Correlation Coefficient's for Emerging Markets (1977-1997) 
 Growth GDP Inv SE FDI MCR STR TR 

Growth 1        
  (0.01)*        
GDP -0.01 1       
  (0.38) (0.01)*       
Inv 0.05 0.01 1      
  (0.01)* (0.01)* (0.01)*      
SE 0.01 0.01 0.01 1     
  (0.07)* (0.11) (0.09)** (0.01)*     
FDI 0.01 0.11 0.01 0.04 1    
  (0.04)* (0.01)* (0.01)* (0.01)* (0.01)*    
MCR 0.02 0.01 0.04 0.07 0.10 1   
  (0.01)* (0.01)* (0.01)* (0.01)* (0.01)* (0.01)*   
STR 0.03 0.06 0.04 0.02 0.13 0.31 1  
  (0.01)* (0.01)* (0.01)* (0.01)* (0.01)* (0.01)* (0.01)*  
TR 0.02 0.13 0.01 -0.01 0.05 0.02 0.23 1 
  (0.01)* (0.01)* (0.01)* (-0.88) (0.01)* (0.01)* (0.01)* (0.01)* 
* Significant at the 1% level.
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Table 3 
Model 1 (Dynamic Panel Model): Investment Regressions on Stock Market Indicators 

Independent     Dependent Variable    

Variables    INV     

  Without lagged growth   Lagged growth  

MCR 7.53 8.55   7.53 8.55   
 (4.37)* (9.95)*   (4.37)* (9.95)*   

STR 0.50  12.73  0.50  12.73  
 (0.17)  (9.45)*  (0.17)  (9.45)*  

TR 3.69   4.63 3.69   4.63 
 (3.64)*   (4.92)* (3.64)*   (4.92)* 

* Significant at the 1% level. 
 

Table 4 
Model 1 (Dynamic Panel Model): Growth Regressions on Predicted Investment 

Independent     Dependent Variable    

Variables    Growth Rate    

  Without lagged growth   Lagged growth  

Intercept 1.80 3.66 4.78 -10.59 1.54 3.48 3.47 -9.97 
 (0.73) (1.88) (1.86) (-2.28)* (0.64) (1.37) (1.44) -(2.24)* 

Growth (Lag)     0.23 0.27 0.34 0.25 
     (2.95)* (3.53)* (4.50)* (3.38)* 

GDP -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 
 (-3.49)* (3.82)* (3.25)* (3.46)* (3.29)* (3.84)* (3.80)* (4.01)* 

InvP 0.34 0.24 0.18 0.91 0.24 0.13 0.09 0.78 
 (3.56)* (2.35)* (1.86) (4.42)* (2.57)* (1.33) (0.97) (3.88)* 

SE -0.06 -0.06 -0.05 -0.05 -0.04 -0.04 -0.03 -0.03 
 (-3.26)* (-3.29)* (-2.99)* (-2.82)* (-2.53)* (-2.52)* (-1.98)* (-2.19)* 

FDI 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 
 (5.91)* (5.29)* (5.47)* (5.69)* (5.92)* (5.38)* (5.39)* (5.18)* 

* Significant at the 1% level. 
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Table 5 
Model 2 (Dynamic Panel Model): Growth Regressions on Stock Market Indicators 

 Independent     Dependent Variable    

Variables    Growth Rate    

  Without lagged growth   Lagged growth  

Intercept 4.7 4.48 3.76 4.53 4.65 4.35 3.66 4.47 
 (2.57)* (2.55)* (2.08)* (2.63)* (2.56)* (2.51)* (2.07)* (2.62)* 

Growth (Lag)     0.13 0.17 0.25 0.16 
     (1.52) (1.87) (2.79)* (1.88) 

GDP -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 
 (-4.02)* (4.05)* (4.23)* (4.12)* (4.92)* (4.83)* (4.90)* (4.69)* 

Inv 0.14 0.20 0.21 0.16 0.09 0.13 0.11 0.10 
 (2.56)* (3.65)* (3.95)* (3.34)* (1.48) (2.15)* (1.81) (1.79)* 

SE -0.05 -0.05 -0.05 -0.04 -0.04 -0.05 -0.03 -0.04 
 (-3.04)* (-3.31)* (-2.95)* (-2.82)* (-2.61)* (-2.79)* (-2.20)* (-2.35)* 

FDI 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 
 (4.28)* (4.12)* (4.18)* (4.09)* (4.92)* (4.78)* (4.70)* (4.36)* 

MCR 3.21 0.43   2.94 0.45   
 (1.78) (0.44)   (1.63) (0.46)   

STR -4.64  0.34  -4.17  0.51  
 (-1.64)  (0.26)*  (-1.74)  (0.39)  

TR 4.38   3.50 4.18   3.38 
 (4.10)*   (3.65)* (3.91)*   (3.56)* 

* Significant at the 1% level. 


