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ABSTRACT

Stock markets play a pivotal role in the growth and development of an economy. With the continuous rise in stock market operations worldwide, it is impossible to
imagine a world without stock markets. Over the past two decades, stock markets have seen significant growths in market capitalisation globally. The relationship
between the development of stock markets and economic growth has been an issue of debate for long. There have been studies defining the relationships between
financial development and economic growth, but empirical and theoretical evidence pertaining to the clearly defining the relationship between stock market and
economic growth is still limited. Growth—finance controversy is confined only to the examination of relationship between financial development (represented by
only banking sector development) and real economy. It ignored the role of stock market in economic growth and development process of the country. The present
paper seeks to assess the relationship between stock market development and economic growth, summarising the study conducted based on theory as well as
empirical work. The present study tries to include around 118 papers which have been taken from various referred journals and reports covering different economies
and countries world over. 89 studies conclude that stock market development positively impacts and accelerates the process of economic development, while 29
studies claim that development of stock market has negative or no impact whatsoever on economic growth. Based on extensive literature review, variables for
measuring stock market development and economic growth have also been identified The study also highlights and classifies studies based on positive and negative
impact of stock market development on economic growth.

KEYWORDS

economic growth, financial development, market capitalisation, stock market development

1. INTRODUCTION

tock market is an important ingredient of economic growth. It can be considered as a barometer to measure the economic growth of any country. In
%recent years decision makers and academicians have been inquisitive to assess the nature of relationship existing between economic growth and stock

market, owing to dynamic and dramatic changes in stock market. Liua and Sinclair (2008). It has always been a debatable issue as to whether stock market
can be used as a predictor of future economic growth or not. Some authors opine that considerable increase or decrease in stock market is indicative of future
growth or recession in economic respectively. Mun.et.al. (2008). In another similar study conducted by Owusu and Odhiambo (2014) in Ghana using ARDL and
Wald Statistics concluded that neither stock market developments nor capital account liberalisations have any positive effect on economic growth in long run.
Matadeen and Seetanah (2015) in their study using VECM found that stock markets play an important role in accelerating gains in economic growth in the long
run in Mauritius but fail to significantly boost economic growth in short run. Masoud and Hardaker (2015) conducted a study on 42 emerging economies and
suggested that stock market development has a significant impact on economic growth and also supported the fact that there exists a stable and long term
equilibrium relationship between evolution of stock market and evolution of economy. Naik and Padhi (2015) on the basis of their study based on panel data of
27 emerging economies using Panel regression and Granger causality method concluded that stock market development has significant contribution in boosting
economic growth and further added that there exists a unidirectional causality running from stock market to economic growth. The world recession due to the
1987 stock market crash and the 1997 Asian crisis raised doubts regarding the credibility of stock market to predict economic growth.
Similar studies in the past have emphasised primarily on contribution of financial development in promoting economic growth, neglecting role of stock market. As
per Garcio and Liu (1989) causal relationship between financial development and economic growth exists along three lines firstly financial deepening stimulates
economic growth; secondly economic growth promotes the development of the financial sector and finally a circular relationship that financial development and
economic growth simultaneously affect each other. Patrick (1966) highlighted direction of causality between economic growth and financial development through
supply leading and demand following hypotheses. The supply leading hypotheses results in intentional creation of financial services leading to growth in economy
whereas demand following hypotheses stated demand for financial services increases because of growth in economy leading to financial development. In emerging
economy like India, since the inception of stock market its role in economic growth has increased manifold. Academic interest in role and importance of stock
market has increased considerably in the last decade as activities of stock market have a direct bearing on several other sectors of the economy. Stock markets
have assumed increased importance in policy formulation and transmission. It therefore, becomes important to investigate the causal linkage between stock
market development and economic growth. The present paper seeks to assess the kind of relationship that exists between stock market and economic growth as
empirical research investigations about the causal relationship between stock market development and economic growth is limited and requires further assess-
ment. The paper is basically divided into four sections. The first section deals with methods and materials used, followed by literature review, third section is about
discussion and findings and finally last section talks about conclusion of the study.

2. METHODS AND MATERIALS USED

For conducting the present study, the three pass approach of literature review developed by Keshav has been followed. This methodology of doing literature
review not only helps to save by eliminating unnecessary and inferior studies in the first two passes, but also helps in conducting a detailed analysis of potential
studies in the third pass. The process of conducting the three pass approach can be diagrammatically as:
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Each pass has unique goals to accomplish and paves the path for the next pass. In the first pass it is decided whether we want to proceed with the paper by just
having a bird’s eye view of the paper. The title, abstract, introduction, headings of section and sub section and finally conclusions are read. After this, paper is
analysed on the basis of category, context, correctness such as assumptions, clarity and finally the contributions made in the paper.

In the second pass attempt is made to summarise the paper by highlighting its key points in such a way that it can be explained to anyone using supporting
evidence. The background of paper is analysed based on evidences and methods used. In this step the diagrams, graphs, figures and references are also carefully
analysed. Finally, if it is found suitable, we proceed ahead with the third pass.

In the third pass an attempt is made to virtually recreate the paper by putting our self in the place of author. We take the same assumptions, question and challenge
them and try to reconstruct the paper in our own way. At the end of this step we should be able to highlight the strong, weak and missing aspects of the selected
paper in detail. So in order to conduct the three pass approach firstly five recent papers were selected. Then papers with repeated citations in bibliography and
key papers and researchers in the area were identified to conduct the literature review. Finally, the websites and conferences where key researchers published
their papers were also identified.

3. LITERATURE REVIEW

There have always been two crucial viewpoints that arise as a result of extensive research done to measure the impact of changes in stock market on economic
activity. Firstly, are the current or changes in price of stock, a result of economic fundamentals or speculation bubbles? Secondly does development of stock market
act as an important macroeconomic indicator for growth of economy? (Liua and Sinclair, 2008). Studies to assess relationship between development of stock
market and economic growth through financial intermediation have shown ambiguous results. (Schumpeter, 1932 and McKinnon, 1973). On the basis of results
of studies, the impact of stock market development on economic growth can be summarised as:

1.  Positive impact of development of stock market on economic growth.

2. Negative impact on economic growth.

3. Noimpact of development of stock market on economic growth.

On basis of direction of causality between economic growth and stock market development, the results can be classified as

1.  Unidirectional causality arising from stock market development to economic growth.

2. Unidirectional causality arising from economic growth towards development of stock market.

3.  Bidirectional causality existing between stock market development and economic growth.

The relationship existing between growth and finance is primarily classified into four schools of thought. The first is supply leading hypotheses advocating that
financial development leads to economic growth. Many theoretical and empirical studies conducted support the above fact. (Levine, 1991; Levine and Zervos,
1996; Demirguc Kunt and Levine, 1996; Levine and Zervos, 1998; Atje and Jovanovic, 1993; King and Levine, 1993b; Beck and Levine, 2004; Chakraborty and Ray,
2006).0n the contrary, some researchers doubt the ability of financial markets in promoting growth of economy. The volatile and arbitrary nature of stock market,
macroeconomic instability due to sudden economic shocks negatively impact economic growth. (Lucas, 1988 and Singh, 1998).

The second school of thought is demand following hypothesis. It says that demand for financial services increases as the economic growth of the country increases.
In order to meet the increasing demand of financial services, new financial institutions emerge. Therefore, economic growth promotes stock market development.
(Robinson, 1952; Patrick, 1966; Apergis et al.2007 and Pradhan et al.2013).

Third is a feedback hypothesis which combines features of both supply leading and demand following hypotheses. It believes financial development induces growth
of economy which in turn accelerates the pace of financial development. (Greenwood and Smith, 1997; Demetriades and Hussein, 1996; Greenwood and Jovanovic,
1990).

Fourthly few studies even suggest of no causal relationship between development of stock market and economic growth.Further some researchers even opine of
stock market negligible effect of development of stock market on economic growth.(Rioja and Valev, 2004; Naceur et al., 2008; Anwar and Sun, 2011; Mukho-
padhyay et al., 2011; Seetanah et al., 2012; Rioja and Valev, 2014)

3.1. POSITIVE IMPACT OF STOCK MARKET DEVELOPMENT ON ECONOMIC GROWTH

In his study conducted in Sub Saharan African countries (Spears, 1991) concluded that financial intermediation boosts economic growth only in the initial phase.
Ikikii & Nzomoi (2013) in their study on Kenya used VAR and Granger Causality test. The measures for development of stock market are market capitalisation and
turnover ratio and GDP for growth of economy. They concluded stock market development is correlated positively to economic growth in Kenya.

Levine and Zervos (1996) in their study on a sample of 41 countries using time series regression considered variables like market capitalisation, turnover ratio,
liquidity, GDP, secondary school enrolment, income level and political instability to empirically check the relationship existing between the two in long run. They
also had similar view that stock market development positively impacts economic growth through various channels like acquisition of information about firms,
corporate governance risk diversifications, liquidity and savings mobilization in long run.

Antonios (2010) conducted a study on Germany to find of a possible causal relationship between economic growth and stock market development for a period
spanning from 1965 to 2007. He used Vector Error Correction Model taking Stock Market Index and GDP as variables concluded of a unidirectional causality existing
between the two.

Jefferis & Okeahalam (2000) conducted a study on South Africa, Botswana and Zimbabwe based on quarterly data. Using Vector Error Correction Model and taking
stock market index, consumer price index, GDP and interest rates concluded with a positive and long term relationship between GDP and stock market index.
Agrawalla and Tuteja (2007) used monthly data for period for 1990 to 2002 and considered market capitalisation, Index of industrial production, turnover ratio
and bank credit to commercial sector as variables of a study conducted on India. They found of long run causality running from stock market development to
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economic growth in India. As stock market becomes more sophisticated, it positively impacts economic growth. They also found bidirectional causality between
banking development and economic growth. In the long run development of stock market induces development of banking sector.

Stock market has direct impact on economic growth through mobilisation of domestic and foreign savings for investments and efficient productive investments
by firms. (Berthelemy and Varoudaks,1996; Mishkin, 2001; Gerald,2006 and Shahbaz et.al, 2008).

To understand linkage between development of stock market and economic growth, many theoretical and empirical studies have been undertaken contrary to
the traditional views. In their study on Indian economy using Granger non causality test (Deb and Mukherjee, 2008) in their study on India have concluded of a bi-
directional causality between real GDP growth rate and market capitalization ratio and also of a positive nexus between the two.

Adjasi and Biekpe (2005) in their study on 14 African countries used Generalised model of moments modelling approach. The variables considered by them were
market capitalisation, turnover ratio, and value of shares traded, investment and GDP. They concluded of a positive and significant impact of stock market devel-
opment on economic growth in upper middle economies. Jahfer and Inoue (2014) in their study on Japan using quarterly data from 1957-2001 and applying Vector
error correction model concluded of equilibrium and long term relationship among financial development, development of stock market and economic growth.
Further stock market development positively influences economic growth. The variables considered for study were GDP per capita, market capitalisation and
money supply.

The studies conducted on various developed and developing countries show of a strong positive association between economic growth and financial development.
(Spears, 1991; King and Levine, 1993; Atje and Jovanovic, 1993; Comincioli,1996; Demirguc and Maksimovic, 1996). The neo classical economists had a view that
due to inflow of funds from foreign countries, capital market liberalization will have a positive impact on economic growth. Due to market trade openness and
access to larger markets, competition increases thus stimulating economic growth. (Bonfiglioli, 2005).

Bahadur G.C.and Neupane (2006) conducted a study on Nepal using Granger Causality test and taking market capitalisation, turnover ratio and GDP as variables
concluded of a long term causality between development of stock market and economic growth, even in small economy like Nepal. Liua and Sinclair (2008)
conducted a study on Greater China to study the association between stock prices and growth of the economy. Results showed that in short run causality flows
one way from stock prices to economic growth whereas direction of causality is reversed in the long run, from growth to stock prices. Studies have emphasised
on the fact that prices of stock reflect economic growth and other macroeconomic variables. (Ritter, 2004; Mauro, 2003; Cheung and Ng, 1998; Ferson and Harvey,
1993; Fama, 1990)

Hossain and Kamal (2010) conducted a study to test of existing causality between stock market development and economic growth in Bangladesh taking GDP per
capita and market capitalisation as variables. By applying VECM they found of unidirectional causality from development of stock market to economic growth. To
measure development of stock market (Beck et al., 1999) used size, activity and efficiency as three key indicators and found stock market development accelerates
economic growth. Other researchers including (Bencinvenga et al.1995) believe that through efficient resource allocation the pace of economic growth can be
accelerated.

Mishkin (2001) states that a well developed stock market attracts investment opportunities through implementation of productive projects which promotes eco-
nomic growth, mobilises savings and also helps in diversification of risk and efficient allocation of capital. Amaral and Quintin (2007) stated that efficient stock
market leads to economic growth through efficient and productive utilisation of capital.

Ahmad et al (2011) in their study on Pakistan and Bangladesh stock exchanges post liberalisation (1990) found that stock market development had positive impact
on the economic growth of these countries. Further they found that market capitalisation had strong influence on Pakistan whereas liquidity and small size were
responsible for influencing the economic growth positively in Bangladesh.

Demirguc-Kunt and Levine (1996) researched various features of stock markets contributing towards economic growth. They found that stock markets which are
internationally diversified promote economic growth through risk diversification and channelizing investments towards productive uses. Ranjan and Zingales
(1998) in their panel regression analysis performed on 24 countries and 36 industries concluded that externally financed industries flourish more in countries
where the level of financial development is high.

The stock market generated liquidity resulting in capital generation, allocation and investment to firms. (Paudel, 2005). The domestic savings in the developing
countries promotes economic growth through stock market. This has been well explained by the detailed literature review done by (Lean and Song, 2009) especially
in context of developing countries. Greenwood and Smith (1997) opined large stock markets help to increase investment in productive technologies by decreasing
the cost of mobilising savings. Beck and Levine (2003) and Rousseau and Wachtel (2000) state stock market development and real GDP per capita growth are
highly correlated. They further concluded that stock market and banking development both contribute towards predicting economic growth but in different ways.
There are various arguments which favour the fact that growth of equity market leads to growth of the economy. Firstly, a developed equity market promotes
economic development through increase in domestic savings by lowering the cost of foreign capital and increase in liquidity. (Benchivenga et al, 1996 and Neusser
and Kugler, 1998). Secondly, incentives given to managers for promoting investments of the firm through equity market also help in economic growth. (Dow and
Gorton,1997). Thirdly according to (Acemoglu and Zilibotti, 1997) developed equity market provides the opportunity to firms to diversify their portfolios and
increase their productive efficiency. Lastly through generation of information regarding technology (Greenwood and Jovanovic, 1990) and entrepreneurs’ innova-
tive ability (King and Levine, 1993), developed equity markets aid in rapid economic growth.

Savings and efficient allocation of capital is encouraged through well developed stock market. The stock market provides altogether a different set of services than
banking to provide a boost to growth and savings. (Levine and Zervos, 1996).

The traditional models have emphasised on nexus between prices of stock and economic growth. (Comincioli and Wesleyan, 1996) give the theoretical basis to
support this nexus through traditional valuation models of stock prices and ‘wealth effect. They emphasise that stock prices are reflective of people’s expectations
towards future economic activities. The wealth effect further suggests that variations in the real economy are due to changes in stock prices. In the lesser developed
economies, the stock market helps in mobilising domestic savings which promote efficient capital allocation and economic growth. It is expected that stock market
would accelerate economic growth by diversifying the risk of investors globally. They also promote wiser investment decisions by investors and force corporate
managers to work in the interest of shareholders.

Benchivenga, Smith and Starr (1996) and Levine (1991) pointed out liquidity provided by stock exchanges increased the investments in new real estate in positively.
Investors prefer to invest in common stocks due to their easy marketability which in turn motivates the corporate also to raise their funds through public. This
ultimately leads to economic growth. Kyle (1984) and (Holmstrom and Tirole,1998) stated that liquidity in stock markets help to increase the incentives for investors
by providing information to them about firm and corporate governance.

Greenwood and Jovanovic (1990) and King and Levine (1993) stated that new stock exchange by providing information about the future growth prospects of the
firm channelizes capital to investments with return, thereby increasing the productivity and economic growth.

North (1991) and Bencivenga and Smith (1992) said that by lowering the cost of exchanging ownership and holding assets physically leads to economic growth.

A well developed stock market helps to mobilise domestic savings by making available a wide variety of financial instruments to investors. These savings are
efficiently allocated for productive uses thereby promoting economic growth at relatively less cost. (Dailami & Aktin,1990). Stock market also reduces the risk due
to lack of liquidity faced by investors. Investors can freely sell off their holdings whenever they face a liquidity crisis. The liquidity risk is considerably reduced due
to the shared ownership. This helps in efficient allocation of capital to corporate through the stock markets.

Tachiwou (2009) studied the West African monetary Union to find the relationship between the development of stock market and economic growth. He concluded
a positive and strong relationship exists between stock market development and economic growth. The demand stock market services are a derived demand and
there should be efforts to promote productivity both in public and private sectors. He also found a unidirectional causality running from stock market to economic
growth.

Deb and Mukherjee (2008) conducted a time series analysis in India using liquidity, volatility and volume of transactions as indicators of stock market. They
concluded that there existed a bidirectional causality between market capitalisation and real GDP growth but unidirectional causality between real GDP growth
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and stock market activity. They further added that liquidity in stock market if backed by a sound financial system would surely accelerate the process of economic
growth.

Atje and Jovanovic (1993) found correlation between economic growth and stock market. They also identified factors like risk diversification, liquidity, acquisition
of information and corporate governance, which have impact on the economic growth. Enisan and Olufisayo (2008) in their study on sub Saharan Africa countries
found stock market development has significant influence on South Africa and Egypt. Nowbutsing and Odit (2009) conducted a time series analysis in Mauritius
considering liquidity and size as stock market indicators GDP. A positive correlation between the stock market development and economic growth was found in
short as well as long run.

Athapathu and Prabhath (2012) in their study based on time series data in Srilanka considered market capitalisation, all share Price Index, value of shares traded
as variables for stock market development and GDP to measure economic growth and a positive correlation was seen between the two. Carp (2012) in his study
based on annual data in Romania found that increase in real investment helps to promote economic growth, thereby affecting the stock market development
indicators positively. He used turnover ratio, market capitalisation, value of shares traded for measuring stock market performance and growth of GDP for eco-
nomic growth.

Kyle (1984) and Bamba (2001) in their respective studies found a positive correlation between stock market development and economic growth. Stock market
boosts economic growth by providing alternative channels of investment to mobilise domestic savings. Saint-Paul (1992) found in his study that developed financial
markets accelerate process of economic growth. They have a positive impact on the productivity and greater utilisation of resources thereby helping in growth of
economy.

Beck and Levine (2004) conducted a study across 40 countries for examining effect of stock market and banks on economic growth. Using OLS panel regression
analysis, considering market capitalisation, value of shares traded and liquidity as stock market indicators and GDP per capita as indicator of economic growth,
found stock markets and banks help in promoting economic growth positively and also that the financial services provided by stock market are different from that
of a bank.

Naik and Padhi (2015) in their study on 27 emerging economies used turnover ratio, market capitalisation and value of shares traded as stock market indicators
and GDP as economic growth indicator. Using dynamic panel regression and granger causality concluded a positive and significant influence of stock market on
economic growth.lbrahim (2011) conducted a study in Thailand using VAR and considering capitalisation, aggregate price level, investment rate and GDP as varia-
bles for stock market development and economic growth respectively. He found a strong and long term relationship between the two. N’Zu’e (2006) found that
stock markets help in creation of jobs directly and indirectly. For a well developed stock market good telecommunication systems, developed banks and financial
institutions are important elements.

3.2. NEGATIVE IMPACT OF STOCK MARKET DEVELOPMENT ON ECONOMIC GROWTH

The traditional growth theorists denied of any correlation between stock market development and economic growth. Studies were unclear regarding direction of
causality between financial sector development and economic growth. (Robinson, 1952 and Lucas, 1988). Some studies believe that the volatile nature of stock
market often results in market failure and thus harming the economic development in developing countries. Stock market development does not have much
impact on the economic growth.

Singh (1997) in his study argues that expansion in the activities of stock market prevents the growth of economic development rather than accelerating it. He
further adds that high volatility and arbitrariness in prices of stock hinder efficient allocation of resources for investment. Further the prevailing economic condi-
tions and unfavourable economic shocks cause macroeconomic instability hindering the process of long term growth. As a result, risk fearing investors and firms
are discouraged to invest further thereby negatively affecting the economic growth. Akyuz (1993) in his paper concluded that financial deepening always does not
lead to economic growth. According to him the markets do not channelize the resources only towards productive uses. Therefore, it leads to increase in speculation
in the economy. He further adds that beyond a certain extent, financial deepening may have negative impact, thereby retarding the process of economic growth.
Owusu and Odhiambo (2014) conducted a study in Ghana. For stock market development market capitalisation, stock market development index, value of shares
traded and stock turnover were used as variables while real GDP per capita was chosen to measure economic growth. Using ARDL and Wald statistics, no positive
effect of stock market development was found on economic growth in the long run. Ake and Ognaligui (2010) in their study based on time series data considered
turnover ratio, value of shares traded, and stock market trade value as indicators of stock market and GDP for economic growth. Using Granger Causality test, he
found that the Cameroon stock exchange in no way influences or affects its economic growth.

Sarkar (2006) in his study on India covering a period of over half a century took stock price Index, Wholesale price Index, GDP and gross fixed capital formation as
variables for study. He concluded that there is no long term relationship existing between total gross capital formation expressed as percentage of GDP and share
prices both in real and nominal terms. Nagaraj (1996) conducted a comprehensive empirical study in Indian context. The results of his study show that increase in
the stock market activity is not correlated to either the increase in gross domestic savings or financial savings. He further added that post 1980s the corporate
profitability declined and that the small firms which did not have access to stock market performed better than large firms having access to the stock market.

4. DISCUSSION AND FINDINGS

It is evident from extant literature review that several variables are used to measure stock market development. From literature review it is found that most

commonly used variable for stock market development is stock market capitalisation. Stock market capitalisation is the total market value of all listed shares

divided by GDP.(Demirguc-Kunt & Levine,1996).The reason for choosing market capitalisation as a variable is that it has the ability to not only diversify risk but
also mobilise capital positively.(Felix, 2006).Several authors like (Ikikii & Nzomoi,2013; Levine and Zervos,1996; Agrawalla and Tuteja,2007; Adjasi and Biekpe,

2005; Jahfer and Inoue, 2014; Bahadur G.C.and Neupane, 2006; Hossain and Kamal, 2010; Ahmad et al,2011; Nowbutsing and Odit, 2009; Athapathu and Prabhath,

2008; Carp,2012 and Beck and Levine, 2004) have used this as an indicator of market capitalisation or size.

The second major variable considered in the study is liquidity to measure the development to stock market. Liquidity can be defined as the speed and ease with

which investors can buy and sell securities. (Levine and Zervos, 1996). Liquidity is strongly correlated with development of stock market.(Agarwalla and Tu-

teja,2007). It can be measured in two ways.

a)  Total value of shares traded- As per (Ahmad.et.al, 2011) it is the total number of shares traded in stock market multiplied by their respective prices. The
justification for selecting it as a measure of liquidity is that it is representative of the size of the stock market transactions in relation to economy as a whole.
(Cavenaile et.al, 2014). It measures the organised trading of equities as share in the total national output and therefore represents the liquidity on an econ-
omy wide basis positively.(Bismal and Kamaiah, 2000)

b)  Turnover ratio. — It is arrived by dividing the total value of shares traded by market capitalisation (Atapathu and Prabhath,2012). It represents the level of
transaction costs and also used as an index to compare market liquidity. It measures the size of securities market in relation to the stock market (Ake and
Ognaligui, 2010). High turnover ratio represents low transaction cost. Turnover ratio complements the total value of shares total value of shares traded
represents the trading in relation to the size of economy whereas trading in relation to size of the stock market is represented by turnover. It is therefore
possible that a small liquid market may have high turnover ratio but a small value of shares traded. So the turnover ratio is a better representative of liquidity
of stock market as compared to total value of shares traded. (Bismal and Kamaiah, 2000)

Some of the authors who have used liquidity as a measure of stock market development are (Levine and Zervos, 1996; Agrawalla and Tuteja,2007;Adjasi and

Biekpe, 2005; Bahadur G.C.and Neupane, 2006;Ahmad et al,2011; Paudel,2005; Levine 1991; Benchivenga, Smith and Starr 1996; Kyle 1984; Holmstrom and Tirole,

1998; Deb and Mukherjee, 2008; Atje and Jovanovic, 1993; Nowbutsing and Odit, 2009; Athapathu and Prabhath, 2012; Carp 2012; Beck and Levine, 2004; Naik

and Padhi, 2015). Holmstrom and Tirole (1993) and Kyle (1994) state that higher liquidity of stock market provides incentives to investors to get more information

about firms. Benceivenga.et.al, (1995) and Levine (1991) state that liquidity in stock market motivates investor to invest in projects with term duration as they can
easily sell off their investments if need arises even before maturity. This boosts the economic growth productively in the long term. However, Shleifer and Vishny

(1986); and Bhide (1993) argue that increased liquidity reduces the incentives for investors as they have to bear the increased cost of paying portfolio managers.
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Few authors have also used Stock Market Index as a variable for stock market development. (Liua and Sinclair, 2008 and Athapathu and Prabhath, 2012). The stock
market index represents listing of stocks and it is a statistic representing the composite value of its components. (Tettey, 2008). The justification for choosing this
as an indicator of stock market development is that it represents stock market in better way than any other financial indices. It shows that the characteristics of
all the component stocks have some commonality between them. (Tettey, 2008).

Volatility is another variable used by some of the researchers to measure the development of stock market. It is measured by fluctuations in the stock prices. The
reason for considering it as a variable is that increasing volatility in the market discourages investors and firms to invest in the stock market. Few researchers like
(Deb and Mukherjee, 2008; Singh, 1997) used volatility as an indicator for measuring stock market development. The increased liquidity causes volatility which
prevents investment thereby reducing growth. The higher volatility increases the risk and causes upward pressure on prevailing interest rates. (Delong.et.al (1989)
and Federer (1993)

For measuring the economic growth, the variable which is commonly used by most of the researchers is GDP.GDP growth rate is nothing but the annual growth in
GDP at market prices which in turn is based on local currency. (Carp,2012). The reason for considering GDP as an indicator of economic growth is that, the annual
growth in standard of living of people of a country is measured by it. Few researchers who have used GDP as an indicator for economic growth are (Bahadur
G.C.and Neupane, 2006; Jahfer and Inoue,2014; Adjasi and Biekpe, 2005; Deb and Mukherjee, 2008; Jefferis & Okeahalam, 2000; Antonios,2010; Liua and Sinclair,
2008; Rousseau and Wachtel, 2000; Beck and Levine, 2003; Atje and Jovanovic,1993; Nowbusting and Odit,2009; Athapathu and Prabhath, 2012; Carp, 2012; Beck
and Levine, 2004 and Naik and Padhi, 2015).

Some of the researchers have also used Index of Industrial Production as a measure of economic growth wherein the data of GDP was not available. (Gupta and
Paramati, 2011; Laopodis, 2009; Hussainey and Ngoc, 2009; Ahmad 2008; Agrawalla and Tuteja 2007; Padhan, 2007; Dritsaki and Bargiota, 2005; Chen et al 2003)
Out of 118 papers considered for the present study, to assess the relationship and causality between development of stock market and economic growth research-
ers have mostly employed Granger causality test. (Ikikii& Nzomoi, 2013; Ake and Ognaligui;2010; Dritsaki and Bargiota, 2005; Athanasios and Antonios (2010);
Filer.et.al.,2000; Ahmad,2008 ; Bahadur G.C.and Neupane 2006; Lean and Song, 2009; Liua and Sinclair,2008 ; Agrawalla and Tuteja,2007; Hossain and Kamal,2010;
Carp,2012; Felix,2006; Naik and Padhi,2015; Mun.et.al,2008; Paramati and Gupta,2011) The procedure for testing statistical causality between stock prices and
the economy is the direct "Granger-causality" test proposed by C. J. Granger in 1969. According to Granger, X causes Y if the past values of X can be used to predict
Y more accurately than simply using the past values of Y. In other words, if past values of X statistically improve the prediction of Y, then we can conclude that X
"Granger-causes" Y. (Comoncioli, 1995).

The error correction mechanism (ECM) developed by Engle and Granger is a means of reconciling the short-run behavior of an economic variable with its long-run
behavior. (Gujrati, 2009). If a certain pair of variables is co integrated, then the long-run relationship between such variables can be modelled using the error
correction mechanism. (Atapathu and Prabhath, 2012). Co integration means that despite being individually non stationary, a linear combination of two or more-
time series can be stationary. Economically speaking, two variables will be co integrated if they have a long-term, or equilibrium, relationship between them.
(Gujrati, 2003). So study the long term or equilibrium relationship researchers have also used VECM and Co integration to test the nature of relationship. (Paramati
and Gupta,2011; Odhiambo,2014; Matadeen and Seetanah,2015; Lean and Song, 2009; Cavenaile.et.al., 2014; Nyasha and Odhiambo,2014; Felix, 2006; Carp,
2012; Hossain and Kamal, 2010; Agrawalla and Tuteja, 2007; Liua and Sinclair,2008; Lean and Song, 2009; Jahfer and Inoue,2014; Jefferis & Okeahalam, 2000).
Panel regression analysis have also been used by some of the researchers for finding the nature of relationship between stock market development and economic
growth.

From the above literature it can be concluded that several studies have been conducted to study the causal nexus between financial development and economic
growth. In India the contribution of stock market in the process of economic development has increased manifold, especially after the New Economic Policy of
1991. This has given rise to the debate as to whether development of stock market promotes economic growth or vice versa. Some studies conducted to study
the causal relationship conclude stock market development has positive impact on economic growth while few studies conclude that stock market negatively
impacts economic growth.

TABLE I: STUDIES ON IMPACT OF STOCK MARKET DEVELOPMENT ON ECONOMIC GROWTH

Impact of Stock market de-
velopment on Economic
growth

Literature Support

Stock Market development
has a Positive Impact on eco-
nomic growth.

Naik and Padhi (2015); Matadeen and Seetanah (2015); Cavenaile, Gengenbach and Palm (2014); Kagochi, Nasser and Kebede
(2013); Uddin et al. (2013) ;Ikikii & Nzomoi (2013); Masoud and Hardaker (2012); Kim.et.al (2012); lbrahim (2011); Ahmad et al
(2011); Anyamele (2010); Aboudou(2009); Vazakidis and Adamopoulos(2009); Brasoveanu.et al (2008); Deb and Mukherjee
(2008); Amaral and Quintin (2007); Naceur (2007); Shahbaz (2007); Capasso (2006); Carporale, Howello and Soliman (2005);
Dritsaki and Bargiota (2005); Paudel(2005); Blackburn et. al (2005); Mohtadi and Agarwal (2004); Beck and Levine (2004); Carlin
and Mayer(2003); Calderon and Liu (2003); Creane et al (2003) ; Arestis et al. (2001); Rousseau andWachtel (2000), Tsuru
(2000); Rajan and Zingales (1998); Boyd and Smith (1998); Levine and Zervos (1998); Greenwood and Smith (1997); Bencivenga,
Smith and Starr (1996); Levine and Zervos (1996); Fry (1995); Japillo and Pagano (1994); Atje and Jovanic (1993) ;King and Levine
(1993); Greenwood and Jovanovic (1990) ; Gelb (1989); Boyd and Prescott (1986); Friedman and Schwartz (1963)

Stock Market development
has a Negative Impact on
economic growth.

Owusu and Odhiambo (2014) ; Ake and Ognaligui (2010); Halkos and Trigoni (2010); Sarkar (2007); He (2006); Ram (1999);
Singh (1997); Fry (1997); Corbett and Jenkinson (1994) ; Stiglitz (1994); Jappeli and Pagano(1994); Bhide (1993); Bencivenga
and Smith (1991); Lucas (1988); Mayer (1988) ; Shleifer and Vishny (1986); Pearce (1983); Stiglitz and Weiss (1981); McKinnon

(1973); Shaw (1973

5. CONCLUSION

There is still a lack of consensus among researchers regarding the impact of stock market development on economic growth of different countries. The majority
of papers considered for study show a positive impact of development of stock market on economic growth. Gurley and Shaw (1955) opine that well developed
stock markets promote capital accumulation thus improving financial capacity and efficiency of trade of investors thereby enhancing economic growth. The de-
velopment of stock market results in creation of financial services and markets which induce investment and promote efficient allocation of resources thereby
accelerating the process of economic growth. On the other hand, as the economy grows, there is an increased demand for financial services and institutions which
in turn promote the development of financial markets including the stock markets. The review of literature also suggests a different view regarding the relationship
between stock market development and economic growth. Some researchers argue that development of stock market has a negative or no affect whatsoever on
the economic growth of the country. As Singh (1997) states that arbitrariness and high volatility in prices of stock in developing countries do not boost the long
term economic growth as it prevents efficient allocation of resources. Moreover Morck.et.al (1990) believe that stock market development has a negative effect
on economic growth as it promotes counterproductive corporate takeovers. Further excessive liquidity and volatility of stock market discourages investment and
growth, thereby reducing the incentives available for investors. (DeLong.et.al. 1989)

As suggested by empirical literature, direction of causality between development of stock market and economic growth has not been clearly defined. The results
vary depending on the methods applied, context and data used for the study. Results also differ on basis of time period considered and the country chosen.
(Odhiambo, 2008). So further studies can be conducted to find the direction of causality between development of stock market and economic growth as it would
be of great help to policymakers for decision making. Further the rapid increase in stock market capitalisation in emerging economies as compared to developed
economies has garnered the attention of researchers and academia towards this relationship. El-Wassal (2005) states that stock market capitalisation have in-
creased by over 32 times in emerging economies as compared to only 11 times in developed economies between periods of 1980-2000. With the rapid increase
in the activities of stock market in last two decades, it is impossible to imagine a world without stock markets. Therefore, studies need to be conducted to study
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the causal relationship between stock market and economic growth especially in emerging economies like India. The econometric evidence pertaining to the
causality between the two is limited in India, so empirical studies can be conducted to study the same. (Agrawalla and Tuteja, 2007).
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