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ABSTRACT

E 2141

The study aims to examine the relationship among stock market development,
economic growth and income distribution in ASEAN countries. Data during 1988-
2009 from six ASEAN countries which have stock exchanges are employed. The
market capitalization ratio (MCR) and turnover ratio (TR) are used to measure stock
market development. Income distribution is measured by the estimated household
inequality index (EHII) from the University of Texas Inequality Project.

The study employs three main models. Model 1 shows the direct impact of the
stock market on GDP growth. Model 2 shows the indirect impact; i.e., how the stock

market affects some macroeconomic variables which in turn affect GDP growth.



E 2141

Ordinary least-squares and two-stage least-squares regressions are employéd in these
models respectively. A pairwise Granger causality test is employed on Model 1 to
examine the causality between stock market measures and GDP growth. Model 3
which shows the impact of stock market on income inequality employs Tobit analysis
to measure the impact of stock market variables on EHIL.

The results for the first two models show that stock market indicators have
significant impacts—both direct and indirect—on GDP growth. Model 1 demonstrates
that a 0.10 unit increases in TR will lead to 0.12% increases in GDP growth. Granger
causality test shows that MCR and TR have one-way causality on GDP. The result for
Model 2 shows that both MCR and TR have positive impacts on FDI ratio (FDI/GDP)
which in turn has a positive impact on GDP growth. The result for Model 3 shows
that stock market variables do not have significant impact on EHIL

| The policy implication is that, to enhance economic growth, both stock market
size and liquidity should be increased. For example, to increase market size, managers
of stock exchanges may attract more enterprises to enter the stock exchange. To
increase market liquidity, middle and low income population should be encouraged to
invest in the stock market via group investment systems.

The benefits of these implications are twofold. First, the economy will grow
faster. Second, the power of the stock market as a tool to improve income distribution
may be exploited through two pathways. On the one hand; the benefits of companies
entering stock exchanges may redound to low-income laborers—i.e., extra funding
from the stock exchanges leads to improved labor productivity and thus higher wages.
On the other, lower-income households may gain more returns from their overall

investments if they also invest in equities.
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