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Abstract

The growing importance of financial markets around the world renews the interest to investigate 
whether development of the stock market specifically can promote long-run economic growth or 
not. The objective of this study is to investigate the empirical relationship between Stock Market 
Development and Economic Growth in Egypt during the critical economic period of 2009 to 2019 which 
has experienced many economic and political events.
Following the literature, the study uses secondary data collected from the World Bank, International 
Financial Statistics (IFS), and the Egyptian Ministry of Planning (MoP) and Central Bank of Egypt (CBE) 
for stock market indicators, economic growth indicators, banking sector variables and other relevant 
macroeconomic variables. The quarterly data used to estimate the relationship through hybrid method 
(both quantitative and qualitative) approach. The qualitative part uses a graphical illustration to depict 
the evolution of various stock market variables while the quantitative part focuses on investigating the 
empirical effect of stock market development on economic growth using ARDL model. 
The main findings of the study are as follows: 1) there is no relationship over the short run between Stock 
Market Development and Economic Growth, 2) The effect of Stock Market Development on Economic 
Growth is negative over the long run (holds only for the turnover ration), 3) The main triggers for 
Economic Growth in Egypt during this period are other factors like higher Primary Education enrolment, 
4) There is no relation between the banking sector and the economic growth neither in the short run nor 
in the long run, 5) The results match with the literature of some developing countries, including Egypt. 
The negative relationship may be due to the underdeveloped financial systems., and 6)The results of 
the test are stable, robust and correctly specified.

Keywords: Economic Growth, Stock Market, M2, Market Capitalization, Trade Openness
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الـمستخلص

الأهميــة المتزايــدة للأســواق الماليــة فــي جميــع أنحــاء العالــم تجــدد دائمًــا الرغبــة فــي دراســة الــدور الــذي يمكــن أن تلعبــه ســوق 
الأوراق الماليــة علــى وجــه التحديــد فــي تعزيــز النمــو الاقتصــادي علــى المــدى الطويــل. لذلــك يكمــن الهــدف مــن هــذه الدراســة فــي 
التأكــد مــن وجــود علاقــة بــن التطــور في ســوق الأوراق الماليــة والنمــو الاقتصــادي في مصــر خــلال الفتــرة مــن 2009 إلــى 2019، 

والتــي شــهدت العديــد مــن الأحــداث الاقتصاديــة والسياســية.

تتبــع هــذه الورقــة الأدبيــات في اســتخدام بيانــات ثانويــة ربــع ســنوية لمؤشــرات ســوق الأوراق الماليــة ، ومؤشــرات النمــو الاقتصــادي، 
والقطــاع المصرفــي، وبعــض المتغيــرات الاقتصاديــة الأخــرى والتــي تم جمعهــا مــن البنــك الدولــي، والإحصــاءات الماليــة الدوليــة 
)IFS( ، ووزارة التخطيــط والتنميــة الاقتصاديــة المصريــة )MOP( والبنــك المركــزي المصــري )CBE(. هــذا و تســعى الدراســة 
لتقديــر العلاقــة مــن خــلال اســتخدام الأســلوب الهجــن )الكمــي والنوعــي معًــا( بحيــث يســتخدم الجــزء النوعــي لتوضيــح تطــور 
متغيــرات ســوق الأوراق الماليــة المختلفــة بينمــا يركــز الجــزء الكمــي علــى دراســة تأثيــر التطــور في ســوق الأوراق الماليــة علــى النمــو 

.ARDL الاقتصــادي، وذلــك باســتخدام منهــج الانحــدار الذاتــي للإبطــاء المــوزع

تشــتمل النتائــج الرئيســة للدراســة علــى مــا يلــي: 1( لا توجــد علاقــة علــى المــدى القصيــر بــن تطــور ســوق الأوراق الماليــة والنمــو 
الاقتصــادي. 2( تأثيــر تطويــر ســوق الأوراق الماليــة علــى النمــو الاقتصــادي ســلبي علــى المــدى الطويــل 3( العوامــل الرئيســة المؤثــرة 
علــى النمــو الاقتصــادي في مصــر خــلال هــذه الفتــرة قــد تكمــن في عوامــل أخــرى مثــل التعليــم. 4( لا توجــد علاقــة بــن القطــاع 
المصــرفي والنمــو الاقتصــادي علــى المــدى القصيــر ولا علــى المــدى الطويــل. 5( تتطابــق النتائــج مــع أدبيــات بعــض الــدول الناميــة 
ومنهــا مصــر؛ فقــد تكمــن الســبب وراء العلاقــة الســلبية في ضعــف ســوق الأوراق الماليــة وعــدم تقدمــه. 6( النتائــج التــي تم التوصــل 

إليهــا قويــة ومســتقرة.

الكلمات المفتاحية: النمو الاقتصادي - سوق الأوراق المالية - M2، القيمة السوقية - الانفتاح التجاري
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Introduction

The stock market acts as a financial intermediary through allocating saving funds to mitigate the 
creditors’ risks and enhance profitability by increasing the efficiency of financial intermediaries. It also 
provides investors with the opportunity to raise capital at reasonable costs away from credit market 
and thus escape from the issue of asymmetric information. This encourages companies to increase 
their investments, and hence improves the efficiency of resource allocation and thereby increasing 
economic growth (Mamun et al. 2018). To this end, national governments try to keep a close monitor 
and control on the activities of stock markets.

The growing importance of financial markets around the world renews the interest to investigate 
whether development of the stock market specifically can promote long-run economic growth or not. 
Traditional economists believe that there is no correlation between stock market and economic growth 
(Karki, 2016). However, a stream of research has begun to test this relationship deeply, starting by the 
pioneering work of Schumpeter (1911) and the works of McKinnon (1973) and Shaw (1973). However, 
others have found a negative impact for stock market on economic growth on the long run such 
as Pan and Mishra (2018). Knowing whether stock market development positively affects economic 
growth or not helps governments to reshape the financial sector and follow appropriate economic 
policies that support its economic growth. Accordingly, this paper is going to expand the literature 
and test the relationship between stock market development and economic growth in Egypt during 
the critical economic period of 2009 to 2019 which has experienced many economic and political 
events and to answer the following questions using both descriptive and econometric analysis: Does 
relationship exist between stock market development and economic growth in Egypt? If yes, is it 
positive or negative? Does it hold in the long-run? 

The paper is organized as follows: Section 1 shows the literature and empirical review. Section 2 
introduces an overview for stock market in Egypt and its development during the period 2009 till 2019. 
Section 3 highlights the methodology that is applied throughout the whole analysis performed. Section 
4 visualizes the descriptive part of the stock market evolution. Section 5 explains the econometric 
model used. Section 6 pinpoints the main empirical findings. Then the conclusion is presented.

95



Volume1 ( January 2022)- Issue 1

1- Literature Review 

1-1 Theoretical framework

The growing importance of stock market role all over the world has motivated a stream of research to 
examine the relationship between financial development and economic growth, more specifically the 
effect of stock market development on economic growth. The general idea that financial development 
is related to economic growth can be explained theoretically within the framework of endogenous 
growth models, which argue that economic growth is self-sustaining without exogenous technological 
progress and is influenced by initial economic variables from inside the economy. The development 
of financial markets is endogenous as they represent normal part of the process of economic growth 
(Barro & Sala-i-Martin, 1995). Unlike the traditional growth theory that couldn’t explain the relationship 
between the financial sector and economic growth, as it focuses on the steady state level of productivity 
not on the growth rate, the new framework of endogenous growth model explains this relationship by 
arguing that stock market development is a key element in fostering long-run economic growth. As it 
results in efficient allocation of resources, capital accumulation and technological innovation (Levine, 
1997; Agarwal, 2001) 

Mckinnon (1973) and Shaw (1973) have developed an important framework in literature to examine 
the relationship between financial development and economic growth. They show that financial market 
development is a key to economic growth and is significantly correlated with the level of per capita 
income. However, these two studies provide little analytical perspective to the outline of the role of 
stock markets, in fact Shaw argues that stock market development in early stages of development 
could be very costly to achieved for developing countries. Cho (1986) offers a more structural analysis 
of the role of stock market to the Mckinnon-Shaw framework by applying the theory of credit rationing 
that is introduced by Stiglitz and Weiss (1981). Cho argues that credit markets cannot work efficiently 
without stock market. His point of view can be summarized as follows: (i) the banking sector suffers 
from lack of information and cannot always achieve efficient allocation of capital in credit market. (ii) On 
the other hand, stock markets are free from adverse selection and moral hazard problems. Therefore, 
the expected return on equity investor would be the same as expected return from a project. (iii) 
Accordingly, the development of stock markets is rather a necessary condition for achieving financial 
liberalization. 

Another strand of the literature examines the direction of causality between financial market development 
and economic growth (Colombage, 2009). A major problem concerning this issue is which variable 
precedes the other: Is financial growth a stimulus or motivator for economic growth or does economic 
growth energize and enhance the financial growth? There are four broad views in literature regarding 
the relationship between financial development and economic growth. These possible directions of 
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causality between financial development and growth are labeled by as the supply-leading, demand 
following, support feedback hypothesis and finally the no causality relationship (Patrick, 1966). 

The first and the most dominant view indicates that there is unidirectional causality relationship from 
stock market development to economic growth which is known as “supply-lending” view (Pradhan 
et al, 2014). Proponents to this view explain that financial intermediation result in economic growth 
through two main channels: (1) increasing the efficiency by which the capital is accumulated and (2) 
increasing the saving rate which results in raising the investment rate as well (Al-Yousif, 2002). In 
other words, the presence of a well-developed financial system reduces information and transaction 
costs and efficiently allocates capital, and thus promotes investment and technological innovation, and 
finally boosts economic growth (Levine & Zervos, 1996; ACMA, 2020) The second view clarifies that 
the there is also a unidirectional relationship between both variables. However, unlike the first view, it 
suggests that the causality relation goes from economic growth to stock market development which 
is known as “demand-following” view (Pradhan et al, 2014). Economists who support the demand 
following view explains that the surge in demand for economic activities has called for expanding and 
creating financial services, institutions, and markets. This means that financial development follows 
the lead of economic growth (Nwagu, 2020).

The third view “support feedback hypothesis” believes that the relationship between financial 
development and economic growth is rather a bidirectional one (Hou, & Cheng, 2010), thus, the 
causation runs in both directions simultaneously (Pradhan et al, 2014). Finally, the fourth view argues 
that there is no mutual relationship. Economists, who support this view, clarify that both financial 
development and economic growth are not causally related (Al-Yousif, 2002). Proponents of this view 
claim that economists badly overstress the role of financial factors in economic growth (Lucas Jr, 
1988). Along this study, the focus is on the supply lending view. However, it is worth mentioning 
that the supply-leading finance neither imply that finance is a necessary condition nor a precondition 
for achieving or sustaining economic development. Rather, it presents an opportunity to induce and 
motivate real growth by financial means (Patrik,1996).

1-2 Empirical Review:

This section examines some of the related studies that focus on the relationship between stock market 
development and economic growth. Scholars do not reach consensus about the nature and direction 
of the relationship as the results depend on the model employed, type of data used in the analysis and 
the period of study (Paramati & Gupta, 2011). Thus, empirical studies could be categorized into four 
groups.
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The first group is those studies that find a significant positive relationship between stock market 
development and economic growth as stock market development leads to economic growth. One of 
these studies is that of Arestis et al (2001). The paper has investigated the relationship between stock 
market development and economic growth, controlling the effects of banking system and stock market 
volatility by utilizing time varying quarterly data from five developed economies: France, Germany, 
Japan, the United Kingdom, and the United States for the time span of 1968 to 1998. The analysis is 
made using a vector autoregression (VAR) framework making use of the following variables: quarterly 
data on output and indicators of banking system development, stock market development and stock 
market volatility. Where, output is measured by the logarithm of real GDP; stock market development 
by the logarithm of the stock market capitalization ratio; banking system development by the logarithm 
of the ratio of domestic bank credit to nominal GDP; stock market volatility measured by an eight-
quarter moving standard deviation of the end-of-quarter change of stock market price. The empirical 
results argue that both stock markets and banks seem to play an important role in the promotion of 
output growth in France; Germany and Japan in both the short run and the long run. Yet, in the case 
of United States stock market development is positively related to real GDP and to banking sector 
development but in the long-run evidence suggest that financial development does not cause real 
GDP growth in the long run. Also, one of the main findings is that bank-based financial systems is able 
to promote long-term growth more than capital-market-based ones. Stock market volatility on the other 
hand has negative real effects in Japan, France, the United States and the United Kingdom.

The second group of studies tackles those who find that economic growth and stock market 
development reinforce each other or mutually causal. From these studies one is performed by 
Pradhan, Arvin, Hall, and Bahmani (2014). The study analyzes the relationship among banking sector 
development, stock market development, economic growth, and four other macroeconomic variables 
in 25 member countries of ASEAN regional forum (ARF) using annual time series data over the period 
of 1961–2012. The analysis considers four samples of countries. The first sample consists of 10 
countries that are recognized as ARF-Member Countries (AMC), the second sample consists of 9 
countries that are recognized as ARF-Dialogue Partner Countries (ADC), the third sample consists of 
6 countries that are recognized as ARF-Observer Countries (AOC), and the fourth sample consists of 
all 26 countries (ATC) that were included in AMC, ADC, and AOC. The variables used in the study are 
banking sector development, stock market development, per capita economic growth (GDP), and a 
set of four other macroeconomic variables namely foreign direct investment, trade openness, inflation 
rate, and government consumption expenditure. Banking sector development is measured by broad 
money supply, claims on private sector, domestic credit provided by the banking sector, and domestic 
credit to the private sector. While stock market development is measured using market capitalization, 
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percentage of change in the total value of traded stocks, turnover ratio, and the number of listed 
companies. The study relies on principal component analysis to construct the development indices 
and employs co-integration test to determine if there is a long-run equilibrium relationship among 
the variables in addition to panel vector auto-regressive model for testing the Granger causalities. 
Focusing only on stock market development and economic growth in the short run, the study finds 
for Dialogue Partner Countries (ADC) bidirectional causality between stock market development and 
economic growth while for the remaining three samples (AMC, AOC, ATC) unidirectional causality 
exists from stock market development to economic growth.

The third group of studies includes those who claims for negative relationship between stock market 
development and economic growth. Studies performed by Shleifer and Summers (1988), as well 
as Morck et al., (1990a) show that the stock market development could adversely affect economic 
growth of the country due to the fact that this kind of development would allow more counterproductive 
corporates to takeover. As some managers would rely on the stock market as the only source of 
information to make their decisions, which may or may not be correct about the future. For example, 
the takeover may happen due to low stock price. This low price prevents the top management from 
increasing investment in the firm due to the prospect of further erosion in the stock price. Also, 
Devereux and Smith (1994) mention the saving rates minimization potential that could occur as a 
result of greater risk sharing through internationally integrated stock markets, which would affect the 
economic growth negatively.

The fourth group of studies represent those who confirm the lack of significant relationship between 
stock market development and economic growth. A study was conducted by Naceur and Ghazouani 
(2007) using an unbalanced panel data from 11 MENA region countries over the period 1979–2003 in 
order to examine the relationship among stock markets, banks and economic growth. The variables 
used are the growth of real per capita GDP as a measure of economic growth, stock markets 
development measured by market capitalization to GDP ratio, value traded variable as a measure of 
liquidity and the turnover ratio to capture the efficiency of the domestic stock markets. The analysis is 
based on estimation of a dynamic panel model with the generalized method of moments estimators. 
The empirical results show no significant relationship between banking and stock market development, 
and growth. Therefore, further stock market development does not play a statistically significant role 
on stimulating further economic growth. This lack of relationship could be linked to underdeveloped 
financial systems in the MENA region that hamper economic growth. On another note, it is expected 
that empirical results may be a bit different for developing counties than developed countries, as they 
suffer from lack of a well-developed stock market. Thus, other empirical studies like Bencivenga and 
Smith (1991), Adajaski and Biekpe (2006) state that no significant relationship between stock market 
improvement and economic growth are recorded, especially in the case of developing countries.
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2- Overview for stock market evolution

2-1 Evolution and Establishment of the Stock Market:

Before 1989, there were only five stock markets existing in Sub Saharan Africa and three in North 
Africa. However, nowadays, there has been a significant development of capital markets in Africa as 
there are currently 19 stock exchanges that initiated from Uganda and Mozambique stock exchanges 
to the Nigeria and Johannesburg stock exchange markets between 1992 and 2002. 

Alexandria witnesses the establishment of the first stock exchange in 1883 while Cairo’s stock exchange 
dates back to 1903. In 1907, there was a significant increase in the number of listed companies as 
it reaches 228 with a market capital of about 91 million Egyptian pounds. However, post the 1952 
Revolution and the move towards nationalization, the number of the listed companies decreased 
dramatically which affected the activity of the stock exchange until the government adopted economic 
reform and privatization programs. (Otaify, 2016)

The Capital Market Law was issued in 1992 , and there were subsequent regulations and decisions that 
leads to open the door again for revitalization of the Egyptian Exchange. Year after year, Improvements 
continues to take place in the form of activities and new institutions until the Egyptian Stock Exchange 
became one of the strongest in the region. (Otaify,2016)

2-2 Evolution of the Stock Markets in Egypt during (2009-2019)

The period of 2009 till 2019 witnessed many important national and international events that have 
affected the Egyptian Stock Exchange such as: the global financial crisis of 2008, the 25th of January 
2011 Revolution, the 30th of June 2013 Revolution, the floatation of the Egyptian pound, and the 
Economic reform program of 2016. In response, the Government and authorities had taken corrective 
actions to mitigate the effects of these events on the stock market. There were great efforts directed 
towards restructuring the Over the Counter (OTC) market during this period to improve investment 
climate for non-listed companies. It is worth mentioning that during the period of 2009 to 2019 EGX 
has made intensive external and internal promotional campaigns to restore confidence in the Egyptian 
Market, which increased the number of newly coded investors as well as the listed companies. From 
2009 till 2019, EGX launched a set of new indices, namely, EXG 70, EGX 100, and EGX 20 Capped 
Index. (EGX, various issues)

Despite the recession of 2008, Egypt witnessed a number of improvements in 2009 especially in 
the EGX front, namely, the establishment of the Egyptian Financial Supervisory Authority (EFSA), 
which merged many entities together with the financial leasing, factoring and securitization activities 
under one entity. This year has also witnessed a number of technological developments, such as the 
signature of EGX on an agreement with London Stock exchange (LSE) to connect the two markets via 
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FIX connectivity system. This provided EGX access to more liquidity and made it the hub in the Middle 
East and Africa region (EGX, 2009). The year 2009 witnessed a rising penetration of foreign investors 
into the Egyptian market with a large influx of investments (EGX, 2009). 

The Egyptian stock market has passed many laws and decrees that regulate it, but one of the main 
decrees that is related to the study period is the presidential decree No. 121 of 2009 regarding the 
management of the Egyptian Stock Exchange and its financial affairs. This decree has been amended 
several times during the study period. The decree gives EGX the right to participate in establishing 
companies and identify the three main resources of the Egyptian stock market. The Nile Stock 
Exchange was introduced to represent the small and medium-sized companies that are listed in the 
stock exchange (Egypt's Presidency, 2009)

During the early days of the 25th of January Revolution in 2011, EGX was forced to suspend trading 
until things become more stable. The political instability occurred during and after the revolution 
affected the economic and financial climate negatively. All stock market indices experienced and the 
Egyptian participation steep declines due to the revolution outbreak and the political instability that the 
country had faced at that time (Ahmed, 2016). So, it was necessary to take precautionary measures 
to protect the market after re-opening. These measures encompass the amendment of the price limits 
on the listed shares and the suspension of intra-day trading. 

In 2016, the government had launched the Economic Reform Program which aimed at regaining 
the economic stability. During that time, Egyptians had grown confidence in the market after the 
liberalization of the currency which had affected their decisions to participate in the Egyptian stock 
market, especially after IMF approved a three-year loan of USD 12 billion in order to restore the 
macroeconomic stability and promote inclusive growth (IMF, 2019).  

From 2017 to 2019, Egypt had witnessed a lot of industrial, touristic, infrastructural and road projects as 
well as investments in the country as the Suez Canal and Ras Ghareb Wind Farm. Those all had been 
reflected in the foreign participation in the Egyptian stock market which had boomed compared to the 
previous years. Also, during this period there were some amended laws that have been implemented 
such as the amendment of 2018 which allow stock split more than once per stock per year, expanding 
price limits for companies that subject to tender offers with a price outside price limit, and reducing 
trading halt time from 15 minutes to 10 minutes (EGX, 2018). Also, in 2019, the short-selling mechanism 
was activated, such mechanism was initially issued in 2004, but was not yet activated (EGX, 2019). All 
these decrees aimed at facilitating decision making and the functioning of the stock market, as well as 
enhancing its independence and transparency and enhancing liquidity.
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3- Methodology

The present study depends on secondary data collected from the World Bank, International Financial 
Statistics (IFS), The Egyptian Ministry of Planning (MOP) and Central Bank of Egypt (CBE). The time 
series data for Egypt is collected from 2009 till 2019 for stock market indicators, economic growth 
indicators, banking sector variables and other relevant macroeconomic variables. Following the 
literature, the following table highlights the definition of variables used, the indicators and its source.  

This study applies both quantitative and qualitative approach to investigate the relation between stock 
market and economic growth in Egypt in the period from 2009 till 2019. On the qualitative side, graphical 
illustration is applied to depict the evolution and trend of various stock market variables. On another 
front, the quantitative part focuses on investigating the empirical effect of stock market development 
on economic growth taking into consideration the other macroeconomic variables that may affect the 
economic growth. To carry out time series analysis, unit root tests are performed. Depending on the 
results of ADF test, the study employs the ARDL approach. Moreover, the ARDL model is preferred 
as it is suitable for small samples sizes in addition to providing unbiased estimates and statistically 
significant t-statistics in the long term (Elhassan & Braima, 2020). 
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4- Descriptive Analysis 

Figures 1 and 2 examine both the evolution of the market capitalization to GDP and the GDP growth 
rate in Egypt and that of the shares turnover ratio with the GDP growth rate respectively. The market 
capitalization ratio of the GDP reflects the economic significance of stock market in the national 
economy and therefore researchers usually use this variable and the shares turnover ratio as a proxies 
of the stock market development and the GDP growth is used as a proxy for the economic growth 
(Otaify, 2016). 

From both graphs it is obvious that: the GDP growth rate has reached one of its highest rates in Q1 
2010. This has been driven by the increase in domestic consumption and the positive contribution 
of external demand. This is in addition to tourism that has shown solid growth and the Suez Canal 
revenues that has shown some signs of slow recovery. In addition to that, the turnover ratio increased 
significantly from 5% in Q1 of 2009 to almost 12% in Q4 2011 which made the stocks more attractive 
for the foreigners to invest in Egypt as it reflects the increasing activity over the listed stocks. As a 
result, the Foreign Participation percentage from the Total Traded Securities Value increased from 
22% to 29%. (World Bank, 2010). During 2011, the GDP has suffered from a lot of fluctuations due to 
the political and economic instability prevailing during this time. Such instability took its toll on the stock 
market as well. The number of newly listed shares have declined to reach 213 by 2011 and the total 
value traded of stocks has plunged to reach EGP 148 billion also market capitalization to GDP has 
declined to reach its minimum at 41% this was partly caused due to closing the EGX around 55 days 
after the revolution. That was also reflected on the Turnover Ratio, as it reaches its highest value in 
the second quarter of 2013 that is 16.15% to be also reflected positively on the Foreign Participation 
Percentage in relation to 2012 and 2014 (Figure 1) (EGX, 2011). The market capitalization to GDP has 
increased in Q4 2016, the year in which The Economic Reform Program launched; this was was partly 
due to stability of the global economy and the new amendments to the listing rules which has led to 
increasing number of the listed companies to reach 222 companies (EGX, 2016). Then from 2017 to 
2019, the Stock Turnover ratio begins to decline, especially from Q4 2016 up till the end of 2019. The 
values of the Turnover Ratio are just around the mean of 9% of the Market Capitalization. However, 
the greatest increase in the Market Capitalization to GDP has taken place in Q1 2018, this was mainly 
triggered by the new EGX amendments and rules which had worked on motivating investors to regain 
trust in the market (EGX, 2018). The graphical illustration presented above fails to capture any clear 
pattern of relation between stock market development and economic growth
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Figure 1 GDP Growth Rate and Market Capitalization (% of GDP). (2009-2019)

Figure 2 Real GDP Growth Rate and Stock Turnover Ratio (2009-2019)

Source: Researcher's Formulation according to CBE reports and Ministry of Planning reports.

Source: Researcher's Formulation according to CBE reports and Ministry of Planning reports.

104



The International Journal of Public Policies in Egypt

5- Quantitative Analysis

5-1 Unit Root Test:

First, the study employs the ADF stationary test to examine the stationarity of the time series for the 
variables used and to make sure that none of them is stationary at second difference. The ADF test 
results show that Real GDP Growth Rate variable is stationary at their level. According to the ADF 
results in Table 2, as the P-value is ≤ 0.05 the null hypothesis of having a unit root (non-stationary) 
is rejected for these variables at the 1%, 5%, 10% significance levels. The table also pinpoints that 
Stock Turnover Rate (%Real GDP), Trade Openness (%Real GDP), Market Capitalization (%Real 
GDP), and M2 (%Real GDP), Primary Education Enrollment Rate, variables are all stationary at the 
first level of difference. None of the variables is stationary at the second difference which allows for the 
employment of the ARDL approach. 

5-2 ARDL Bounds Test:

Depending on the results of ADF test, the study employs the ARDL approach; the ARDL approach 
provides unbiased estimates and statistically significant t-statistics in the short term even when some 
of the regressors are endogenous (Odhiambo, 2011). The ARDL approach is applied as follows: after 
the unit roots test, the long-term and short-term models are estimated by the bounds test and error 
correction model (ECM). The decision is made depending on the F-statistic value as if it is the upper 
bound critical value or larger, the null hypothesis of having no cointegration (no long run relationship) 
is rejected. If the computed F-statistics is less than the lower bound critical value, this means that the 
null hypothesis of cointegration cannot be rejected. But in case the computed test F-statistics value 
falls within the lower and upper bound critical values, the decision will be inconclusive. 

 An ARDL bounds test is specified as follows:

Table 2:Summary for the results of ADF Test for stationarity

GRGDP = β1 PIt + β2 M2t + β3 MCAPt + β3 TRt + β4 TRD_OP t + εt

H0: β1=……… = β8   indicating that there is no cointegration
H1: β1≠………≠ β8   indicating that there is a cointegration

Where the main hypothesis is as follows:

Source: authors’ analysis based on the findings of the ADF test.
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6- Empirical Findings:

This section shows the empirical findings. The ARDL model is estimated using Restricted, Constant 
trend specification with maximum lags= 4 for both the dependent variable and the regressors where 
the model selection criteria selected is Akaike Information Criterion (AIC), while the Ordinary option is 
selected for the Coefficient Covariance matrix. 

The R-squared value for the estimated ARDL model in table (14) in the appendix is 0.944020 meaning 
that approximately 94% of the variance in real GDP growth rate is explained by the incorporated 
independent variables in the model which indicates overall goodness-of-fit for the model. Considering 
the F-bound test results in Table (3), the F-statistic is greater than the upper bound with all significance 
levels, so the null hypothesis of no cointegration is rejected which means that there is long run 
relationship between the variables at 1 % significance level; therefore, the results of the model can be 
used and the model is robust.

6-1 Short-term error correction:

The short-term results of the ARDL are depicted in Table (4) and Table (15) in the appendix. It shows 
that (i) primary education enrolment, the proxy for human capital formation, is statistically significant 
in the short-run at 0.05 significance level, hence when primary education enrolment increases by 1% 
real GDP growth rate increases by 2.206%. (ii) All other variables, including market capitalization 
and turnover ratio, are insignificant in the short-run as their p-value is greater than 0.05. These 
results support the previous findings by Bencivenga and Smith (1991), Adajaski and Biekpe (2006) 
and Naceur and Ghazouani (2007), who state that no significant relationship between stock market 
improvement and economic growth are recorded, especially in the case of developing countries. On 
the other hand, these results are in contrast to those of Elhassan and Braima (2020), who demonstrate 
that market capitalization and turnover ratio are significant in the short-run and have a negative impact 
on economic growth in Sudan.

Table 3 F-Bounds test results

Source: authors’ analysis based on the findings of the ARDL approach.
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Table 4 Short run effects of ECM test

Table 5 Long run results for the ECM Test

Source: authors’ analysis based on the findings of the ARDL approach.

Source: authors’ analysis based on the findings of the ARDL approach.

6-2 Estimation of Long Run coefficient:

Table 5 shows the long run relation between stock market development (market capitalization and 
turnover ratio) and economic growth (real GDP growth rate). The MCAP is statistically insignificant at 
0.05 level of significance meaning that the MCAP does not affect the economic growth in the long term 
as well as the short run. This is contradicting with the findings of Osaseri and Osamwonyi (2019) and 
Rezina (2017).

Also, M2 is not significant at 0.05 level of significance which clarifies that there is no relation between 
the banking sector and the economic growth neither in the short run nor in the long run. Although the 
turnover ratio in not significant in the short run, it becomes statistically significant in the long run and 
negatively related to the economic growth, so a 1% increase in the turnover ratio results in 0.37% 
decrease in economic growth. These results contradict with those of Elhassan and Braima (2020) who 
found that there is no long run relationship between the turnover and economic growth. Nevertheless, 
the reports results are consistent with that of Rezina (2017) and Ishioro (2013) who demonstrate that 
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Table 6 Ramsey RESET test results.
Table 7 Breusch-Pagan-Godfrey 
Heteroskedasticity test results

Source: authors’ analysis based on empirical findings.

Ramsey RESET test is performed to check the stability of the test with null hypothesis stating that 
there is correct specification in the model. In Table (6) the value of both t-statistic and F-statistic is 
greater than 0.05, so with 95% confidence level the null hypothesis is not rejected indicating that the 
used model is stable and correctly specified.

To check that the homoskedasticity assumption is not violated in the used model which may affect 
the results of the model, Breusch-Pagan-Godfrey Heteroskedasticity test is performed and the results 
is showed in Table (7). The results indicate that with 95% confidence level, the null hypothesis of 
homoskedasticity (equal error variances) is not rejected meaning that the results of this model can be 
used.

there is a negative relationship between the economic growth and turnover. The primary education 
appears to be significant in both the short and long run at 0.05 significance level, so a 1% increase 
in the primary education would increase the economic growth by 0.20%. Unlike the short run results, 
trade openness in the long run turns to be significant as its p-value is less than 0.05. It is apparent that 
there is a negative relationship between the trade openness and the economic growth so that a 1% 
increase in the trade openness would result in decreasing the economic growth by 0.07%.

6-3 Stability and Heteroskedasticity Tests:

Conclusion 

The aim of this study is to investigate the empirical relation between stock market development 
and economic growth in Egypt over both the short-run and long-run. This relationship is examined 
throughout the period 2009-2019 using both qualitative and quantitative analysis. The descriptive 
analysis shows that there is no obvious relationship between stock market development and the GDP 
growth rate which is a proxy for Economic Growth. While, the quantitative analysis is performed using 
ARDL model.  The main variables used in the analysis are Market capitalization to GDP and the 
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turnover ratio to proxy stock market development, growth rate of real GDP to proxy economic growth, 
the ratio of M2 to GDP to represent the banking sector, trade openness which measures the extent of 
integration with the rest of the world, and Gross Primary School Enrolment rate which proxies human 
capital formation. The findings of the model indicate that the performed model is stable and its results 
are valid and robust. The main results are as follows: a long run relationship exists between real GDP 
growth rate and stock market development (holds only for the turnover ratio), human capital formation, 
and trade openness. Both the turnover ratio and trade openness affect the economic growth negatively, 
in contrast to primary education that affects the economic growth positively. In the short run, the only 
significant variable is the primary education that has the same positive effect on economic growth as 
in the long run, while the rest of the variables are insignificant. So, the empirical findings claim that 
economic growth is not always derived from stock market indicators as market capitalization or turnover 
ratio. Briefly, the stock market development has no relationship with economic growth in Egypt in the 
short run, while in the long run it can affect the economic growth negatively. This conclusion follows 
the literature of some developing countries, including Egypt, like the results of no relationship that is 
concluded by Naceur and Ghazouani (2007) in the MENA region due to the underdeveloped financial 
systems. This result is an alarm for decision makers to try to work on removing any challenges that 
hinder the development of the stock market so as to reap its real potential benefits.
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APPENDIX

The ADF test for all the ARDL model variables:

Table 8 ADF test results for the Real GDP 
Growth Rate (Dependent Variable)

Table 9 ADF test results for the Primary 
Education

Table 10 ADF test results for the Market 
Capitalization Table 11 ADF test results for the M2.
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Table 12 ADF test results for the Trade 
Openness.

Table 13 ADF test results for the stock 
Turnover ratio.
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Table 14 ARDL model results
Table 15 Bounds test, short-run and 

long-run coefficients estimates

Estimation Results:
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Table 16 Ramsey RESET test results
Table 17 Breusch-Pagan-Godfrey 

Heteroskedasticity test results

Stability and Heteroskedasticity tests 
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