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Abstract

This study investigates the impact of stock market development on economic growth in South
Asia, focusing on India, Bangladesh, Pakistan, and Sri Lanka. Using panel data analysis and
considering key macroeconomic variables, the study finds a strong positive correlation between
stock market capitalization and turnover, and GDP growth. However, significant heterogeneity
exists across countries. India demonstrates substantial growth driven by mature markets, while
others face challenges related to liquidity and regulatory oversight. The study emphasizes the
crucial role of strong governance, financial literacy, regional cooperation, and policies that
encourage long-term investment in unlocking the full potential of stock markets to drive
sustainable economic progress in South Asia.

Keywords: Stock market development; economic growth; South Asia; financial markets; regional
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Introduction

Stock exchanges are pivotal institutions in financial ecosystem, facilitating the mobilization of
capital, enhancing resource allocation, and serving as indicators of economic vitality of a nation.
Their role is particularly significant in emerging economies like those in South Asia, where
financial markets are evolving, and investment needs are escalating. In this region, which includes
countries such as India, Bangladesh, Pakistan, and Sri Lanka, stock exchanges have progressively
become central to economic planning and policy frameworks.

Over the past two decades, South Asia has experienced remarkable economic growth, with an
average GDP growth rate of approximately 5.5% from 2004 to 2023 (Mustafa, 2023). India has
led the region with consistent high growth, supported by the Bombay Stock Exchange (BSE) and
National Stock Exchange (NSE), which together account for a significant share of regional market
capitalization. As of 2023, the combined market capitalization of the BSE and NSE surpassed USD
3.6 trillion, making India one of the top markets globally (Chowdhury & Chowdhury, 2022).

Bangladesh, with both the Dhaka Stock Exchange (DSE) and the Chittagong Stock Exchange
(CSE), has also demonstrated substantial progress, especially following financial reforms in the
late 2000s that encouraged greater investor participation and improved market transparency. The
combined market capitalization of the DSE and CSE rose from 11% of GDP in 2004 to nearly 25%
in 2023 (Akter & Rahman, 2023), reflecting increased integration with the national economy. The
Chittagong Stock Exchange, as the country’s second-largest exchange, complements the Dhaka
Stock Exchange by providing additional liquidity and catering to regional financial needs.



The Pakistan Stock Exchange (PSX), formed in 2016 through the merger of three regional
exchanges, has been pivotal in consolidating financial activities and attracting foreign investment.
Despite political and economic challenges, the PSX’s performance has shown resilience, with
market capitalization fluctuating between 15% and 30% of GDP over the last two decades.

Colombo Stock Exchange (CSE) of Sri Lanka, while relatively smaller, plays a vital role in
channeling investments into key sectors like tourism, manufacturing, and services. However,
economic volatility and recent financial crises have hindered its full potential, with market
capitalization hovering around 20% of GDP.

These stock exchanges are not only platforms for equity trading but also drivers of broader
economic objectives, including employment generation, infrastructure development, and
innovation. By enabling the flow of foreign direct investment (FDI) and providing liquidity to
businesses, they contribute to a multiplier effect in economic growth. Empirical studies have found
that a 1% increase in stock market capitalization correlates with a 0.2% to 0.5% increase in GDP
growth in developing economies.

The role of stock exchanges extends beyond national borders. Regional economic integration,
facilitated by harmonized financial markets, has the potential to unlock significant growth
opportunities in South Asia. Despite varying levels of development, the collective contribution of
these exchanges to regional GDP underscores their strategic importance in achieving sustained
economic progress.

This paper explores the quantitative and qualitative impact of stock exchanges on economic
development in South Asia. By analyzing key macroeconomic variables, stock market trends, and
policy impacts, it offers a comprehensive assessment of their influence on the economic growth of
the region.

Literature Review

A substantial body of research has explored the intricate relationship between stock market
development and economic growth. Early studies, primarily focusing on developed economies,
emphasized the pivotal role of stock markets in fostering capital formation by efficiently
channeling savings into productive investments (Zhao et al., 2023). This perspective emphasizes
their significance in optimizing resource allocation, stimulating innovation, and nurturing
entrepreneurship (Chowdhury, 2016.

Nathaniel et al., (2024) has extended these insights to emerging and developing economies,
including the South Asian region. This research has demonstrated that well-developed stock
markets can significantly contribute to economic growth through various mechanisms. By
providing a platform for companies to access capital, they facilitate the mobilization of domestic
savings, which can then be invested in productive ventures. The presence of active stock markets
can incentivize companies to enhance their financial transparency and adopt robust corporate
governance practices, leading to increased efficiency and profitability (Chowdhury & Khan,
2024).



Well-functioning stock markets can serve as a crucial conduit for attracting foreign direct
investment (FDI), thereby bolstering economic growth and technological advancement (Kalai et
al., 2024). By disseminating information about companies and reducing information asymmetry
between investors and firms, stock markets facilitate more efficient capital allocation.

Existing literature on the South Asian context highlights several research gaps. While studies
generally indicate a positive correlation between stock market development and economic growth,
the specific mechanisms underpinning this relationship within South Asia's unique socio-economic
and institutional contexts remain insufficiently explored (Chowdhury et al., 2023).

The role of stock markets in facilitating technological innovation and productivity growth, as well
as their effectiveness in channeling capital toward research and development activities, has
received limited attention. Their role in supporting the growth of small and medium-sized
enterprises (SMEs), which are critical drivers of economic progress in developing economies,
warrants further investigation

Another underexplored area is the heterogeneity in the impact of stock market development across
different sectors and industries within South Asian economies. Understanding these variations is
essential to fully grasp the potential of stock markets to promote inclusive and sustainable
economic growth. Examining sector-specific benefits, such as those in technology, manufacturing,
or services, alongside the broader implications for employment generation and income distribution
across sectors and regions, could provide valuable insights into the transformative role of stock
markets in South Asia.

This study aims to address these gaps by:

Examining the specific channels through which stock market development impacts economic
growth in South Asian countries. This includes investigating the role of stock markets in fostering
capital formation, improving corporate governance, attracting FDI, and facilitating technological
innovation and productivity growth.

Secondly, it will analyze the heterogeneity of the impact of stock market development across
different sectors and industries within South Asian economies.

Thirdly, it will be investigating the role of country-specific factors, such as institutional quality,
macroeconomic stability, and financial sector development, in moderating the relationship
between stock market development and economic growth in South Asia.

Data and Methodology
Data

This study uses dataset spanning two decades, from 2004 to 2023, to investigate the relationship
between stock exchange activities and economic progress in South Asia. This time frame is chosen
to capture both short-term fluctuations and long-term structural trends, encompassing pivotal
economic events such as the global financial crisis of 2008, the subsequent recovery phases, and
the economic disruptions triggered by the COVID-19 pandemic. These events provide a rich
context to analyze the dynamics of stock markets and their interplay with economic growth.



The analysis considers economic progress as the dependent variable, proxied by GDP growth,
which is a widely recognized indicator of overall economic performance and reflects the health
and well-being of the economy. Stock market capitalization, measured as a percentage of GDP,
represents the size and depth of the financial market, while the stock market turnover ratio,
calculated as the total value of shares traded divided by the average market capitalization, captures
market liquidity. FDI inflows, expressed in USD, are included to assess the role of external
investments in fostering economic growth. The inflation rate, represented by the annual percentage
change in consumer prices, is incorporated to account for macroeconomic stability, and interest
rates serve as a proxy for borrowing costs, influencing investment and consumption behaviors.
Trade volume, measured as the sum of exports and imports as a percentage of GDP, reflects the
degree of economic openness and global integration.

Data for these variables are sourced from a combination of internationally recognized and region-
specific institutions to ensure reliability and comprehensiveness. The World Bank’s World
Development Indicators provide data on GDP growth, inflation, interest rates, and trade volume,
while the International Monetary Fund supplements these with broader macroeconomic indicators.
Annual reports from major stock exchanges, including the Bombay Stock Exchange, National
Stock Exchange, Dhaka Stock Exchange, Chittagong Stock Exchange, Pakistan Stock Exchange,
and Colombo Stock Exchange, contribute granular financial data. Additional validation is obtained
from national statistical bureaus, and FDI inflow data are drawn from the United Nations
Conference on Trade and Development.

The choice of variables and data sources is driven by their relevance to the research objectives and
their ability to provide a holistic understanding of economic progress in South Asia. The time
frame, encompassing 2004 to 2023, is particularly relevant for capturing structural reforms and
economic transitions in the region, while the selected sources offer high-quality, credible data that
minimize potential biases.

Methodology

To analyze the relationship between stock market activities and economic growth, a combination
of advanced econometric techniques is employed. Panel data analysis, using both fixed and random
effects models, is applied to control for country-specific characteristics and unobserved
heterogeneity. This method is well-suited for cross-country time-series data, ensuring robust
estimations. The Granger causality test is used to determine the direction of causality between
stock exchange performance and GDP growth, identifying whether stock market development
stimulates economic growth or whether economic progress drives stock market activity.

Vector autoregression (VAR) is utilized to capture the dynamic interactions among macroeconomic
variables and stock market activities, providing insights into how shocks in one variable influence
others over time. Variance decomposition analysis further assesses the relative contribution of each
independent variable to fluctuations in GDP growth, offering a clearer understanding of the
primary drivers of economic progress. Descriptive analysis complements these econometric
methods by identifying trends and patterns in stock market performance and macroeconomic
indicators, contextualizing the empirical results within the broader economic landscape.



The methodological choices are justified by their ability to provide comprehensive insights into
the complex interactions between financial markets and economic progress. Panel data analysis
allows for a richer dataset by combining cross-sectional and time-series dimensions, while Granger
causality tests establish the directionality of relationships essential for policymaking. VAR and
variance decomposition techniques deepen the understanding of dynamic relationships and relative
variable importance, ensuring nuanced interpretations. Descriptive analysis, on the other hand,
provides the necessary contextual framework to interpret quantitative findings effectively.

Empirical Findings and Discussion

The descriptive statistics (Table 1) reveal the variability in economic and financial indicators
across South Asia between 2004 and 2023. Average GDP growth for the region was 5.3%, with a
range from 1.2% to 9.5%, reflecting differences in national policies and external conditions. Stock
market capitalization averaged 58.7% of GDP, highlighting significant disparities in market
development. India’s financial markets, represented by the BSE and NSE, dominate the region,
whereas Bangladesh and Pakistan show more moderate development. The turnover ratio of 33.5%
suggests liquidity challenges, particularly in less developed markets. FDI inflows averaged $18.4
billion annually, showcasing their importance as a growth driver, while inflation and interest rates
underscore ongoing challenges in achieving macroeconomic stability.

Table 1. Descriptive Statistics

Variable Mean Standard Deviation Min Max
GDP Growth (%) 53 2.1 1.2 95

Market Capitalization (% of GDP) 58.7 15.6 214 983
Turnover Ratio (%) 33.5 9.2 15.8 45.7
Inflation Rate (%) 6.8 3.1 2.1 125
FDI Inflows (USD Billion) 18.4 6.9 5.7 326

The regression analysis in table 2 highlights a robust positive relationship between stock market
development and economic growth. Market capitalization and turnover ratio both significantly
contribute to GDP growth, with coefficients of 0.45 and 0.38, respectively. These findings align
with earlier research, such as Zhao et al., (2023), who highlighted the critical role of financial
markets in fostering economic progress. The present study reveals higher coefficients compared
to earlier works, reflecting the growing importance of stock markets in South Asia over the past
two decades due to increased globalization, structural reforms, and technological advancements in
financial systems.

Conversely, inflation (-0.22) and interest rates (-0.31) negatively affect GDP growth, consistent
with the findings of Fischer (1993), who identified macroeconomic instability as a growth
deterrent. The significant positive impact of FDI inflows (0.52) supports Chowdhury (2024), who
emphasized the role of FDI in enhancing productivity in developing economies. This study,
however, finds a more pronounced effect of FDI, likely due to the region’s increasing reliance on
foreign capital for infrastructure and industrial development. BSE and NSE of India have been
pivotal in driving economic growth, with market capitalization rising from 47% of GDP in 2004
to over 90% by 2023. This surge mirrors structural reforms, liberalized investment policies, and



technological integration. The findings align with Naeem et al., (2023), who highlighted the
transformative impact of stock market reforms in India.

Table 2. Regression Results

Variable Coefficient Standard Error p-value
Market Capitalization 0.45 0.12 0.001
Turnover Ratio 0.38 0.14 0.007
Inflation Rate -0.22 0.09 0.02
FDI Inflows 0.52 0.18 0.003
Interest Rates -0.31 0.11 0.01

In Bangladesh, the combined performance of the Dhaka and Chittagong Stock Exchanges
illustrates moderate progress. Governance reforms, such as enhanced transparency and improved
regulatory monitoring, have increased market participation. The turnover ratio remains low,
indicating liquidity challenges. This aligns partially with findings by Chowdhury (2024), who
noted similar constraints in the financial markets of Bangladesh. The current study’s focus on the
combined performance of DSE and CSE offers a more comprehensive perspective, revealing
incremental improvements since 2010.

The capital market of Pakistan shows mixed outcomes, with political instability and inconsistent
economic policies leading to market fluctuations. Market capitalization and turnover ratio exhibit
lower averages compared to regional peers. These results corroborate Bashir et al. (2023), who
emphasized the detrimental effects of political volatility on financial markets. The present study
finds slight improvements in capitalization post-2015, reflecting policy measures aimed at
improving investor confidence.

CSE of Sri Lanka demonstrates the vulnerability of smaller economies to external shocks. While
the stock market has played a critical role in the financial system, its growth has been impeded by
economic crises, such as the 2019 debt default. This aligns with Adnan et al. (2023), who
highlighted the structural limitations of Sri Lanka’s financial sector. The findings also underscore
the importance of macroeconomic stability in enabling market growth.

Table 3. Vector Autoregression Results
Variable GDPLag1 GDPLag2 Market Cap Lag1 Market Cap Lag?2
Coefficients 0.42 0.15 0.30 0.12
p-value 0.001 0.032 0.005 0.043

The VAR analysis in table 3 exhibits the dynamic interplay between stock market activities and
GDP growth. Lagged values of market capitalization and GDP growth significantly influence
current GDP levels, highlighting the cumulative benefits of financial development. These results
align with prior studies by Chowdhury & Humaira (2023), who identified significant lag effects in
financial-growth dynamics.

The Granger causality test results in table 4 provide crucial insights into the dynamic relationships
between stock market development, FDI inflows, and economic growth in South Asia. The
findings reveal a bidirectional causality between stock market capitalization and GDP growth,



indicating that not only does the development of stock markets stimulate economic growth, but
economic expansion also fuels further market growth. This dynamic interplay aligns with the
broader literature, such as Nathaniel et al., (2024), which emphasizes the mutual reinforcement
between financial development and economic progress. The increasing integration of South Asia’s
financial markets with global systems and the implementation of domestic reforms appear to have
amplified this interaction.

Table 4. Granger Causality Test

Null Hypothesis F-Stat Remark
(p-value)
Stock Market Capitalization does not 6.25 Reject null:  Stock  Market
Granger-cause GDP Growth (0.002)  Capitalization — GDP Growth
GDP Growth does not Granger-cause Stock 4.78 Reject null: GDP Growth — Stock
Market Capitalization (0.009)  Market Capitalization
Turnover Ratio does not Granger-cause GDP 5.12 Reject null: Turnover Ratio —
Growth (0.006) GDP Growth
GDP Growth does not Granger-cause Turnover 3.45 Reject null: GDP Growth —
Ratio (0.035) Turnover Ratio
FDI Inflows do not Granger-cause GDP 7.82 Reject null: FDI Inflows — GDP
Growth (0.001)  Growth
GDP Growth does not Granger-cause FDI 2.14 Fail to reject null: No causality
Inflows (0.122)
Inflation does not Granger-cause GDP Growth 1.96 Fail to reject null: No causality
(0.147)
GDP Growth does not Granger-cause Inflation 2.78 Fail to reject null: No causality
(0.065)

The turnover ratio, a measure of market liquidity, exhibits a bidirectional causal relationship with
GDP growth. This underscores the importance of liquidity in driving growth by enabling efficient
allocation of resources and fostering investor confidence (Chowdhury & Begum, 2012). At the
same time, sustained economic growth creates favorable conditions for enhanced liquidity through
increased trading activity and market participation. These findings complement the regression
analysis, which highlights the significant positive coefficients of both market capitalization and
turnover ratio on GDP growth, emphasizing the critical role of stock market development in the
region.

The results further indicate that FDI inflows Granger-cause GDP growth, highlighting the
transformative impact of foreign investments on economic progress. This finding supports earlier
studies, such as Sokhanvar (2023), which identified FDI as a driver of productivity and
infrastructure development in emerging economies. The absence of reverse causality from GDP
growth to FDI inflows suggests that FDI decisions are more influenced by structural factors, such
as policy reforms, market openness, and investment incentives, than by immediate growth trends.
This observation underscores the importance of maintaining a stable and investor-friendly
environment to attract foreign capital.



In contrast, the relationship between inflation and GDP growth is less dynamic, with no significant
causality detected in either direction. While inflation negatively affects GDP growth in the
regression analysis, its lack of causal impact indicates that inflationary pressures may act as a
structural constraint rather than a direct driver of short-term economic outcomes. This finding
aligns with Reza Yeganegi et al., (2023), who identified the detrimental effects of macroeconomic
instability on growth, particularly in developing economies.

The Granger causality results reinforce the study’s broader narrative regarding the pivotal role of
financial development and foreign capital in driving economic growth in South Asia. The
bidirectional relationships between stock market indicators and GDP growth suggest a virtuous
cycle where financial market expansion and economic progress mutually reinforce one another.
Meanwhile, the unidirectional causality from FDI inflows to GDP growth highlights the strategic
importance of attracting foreign investments as a catalyst for long-term development. These
findings provide valuable insights for policymakers aiming to leverage financial markets and FDI
to sustain and accelerate economic growth in the region.

Table 5. Variance Decomposition Analysis

Variable Contribution to GDP Variance (%)
Market Capitalization 35.4
FDI Inflows 28.7
Inflation 20.1
Interest Rates 15.8

Variance decomposition in table 5 reveals that market capitalization contributes the most to GDP
variance (35.4%), followed by FDI inflows (28.7%). Inflation and interest rates account for 20.1%
and 15.8%, respectively, emphasizing the importance of macroeconomic stability alongside
financial development. While these findings align with regional studies, such as those by Sahoo
(2014) on India, they differ slightly in emphasizing the growing influence of FDI, driven by South
Asia’s increasing economic openness and reliance on foreign capital (Chowdhury & Reza, 2013).

The results of this study broadly corroborate earlier findings regarding the positive relationship
between stock market development and economic growth. However, the magnitude of the effects
observed here is higher, reflecting structural changes in South Asia’s economies over the past two
decades. Increased integration with global markets, rapid digitalization, and targeted reforms have
amplified the role of financial markets in the region. While Apergis et al., (2023) reported
significant effects of market liquidity on growth, this study finds a stronger impact, particularly in
countries like India, where liquidity and investor confidence have surged.

Differences in findings also emerge, particularly regarding the role of FDI. Earlier studies, such as
Chowdhury (2024), emphasized FDI’s conditional effects on growth, depending on local
absorptive capacities. This study, however, identifies a consistently positive effect of FDI, likely
due to South Asia’s improved infrastructure, human capital, and regulatory frameworks. Similarly,
the adverse effects of inflation and interest rates appear more pronounced in this study, reflecting
the region’s persistent struggles with macroeconomic stability and policy uncertainty.



Policy Implications

The stock markets in South Asia face a variety of challenges that need tailored policies to unlock
their full potential. By focusing on strengthening governance, promoting financial literacy,
encouraging cross-border integration, advancing infrastructure, and incentivizing long-term
investments, these markets can attract more investors, increase liquidity, and foster sustainable
economic growth. Below is an expanded view of each policy area with specific recommendations
for implementation.

Strengthening Governance

In South Asia, stock exchanges in countries such as India, Pakistan, Bangladesh, and Sri Lanka
often suffer from governance-related issues that undermine investor confidence and market
integrity. India, with its relatively mature markets, faces concerns over corporate governance
practices, insider trading, and market manipulation, which require robust regulatory enforcement.
Pakistan, on the other hand, suffers from weak regulatory frameworks and a lack of transparency,
which diminishes investor trust. Similarly, Sri Lanka faces challenges due to limited resources for
effective regulation.

To address these concerns, South Asian countries should implement stronger regulatory
frameworks to ensure market transparency and fair trading. Specifically, stock exchanges should
introduce independent regulatory bodies with the authority to oversee market activities and enforce
compliance with international standards. Investor protection mechanisms, such as compensation
funds in case of market fraud or manipulation, must be established to safeguard small investors.
Exchanges should implement mandatory disclosure requirements for listed companies and adopt
real-time market surveillance systems to prevent insider trading and manipulation. Establishing
self-regulatory organizations within exchanges can complement government regulation and foster
a culture of accountability and compliance.

Promoting Financial Literacy

Retail investor participation in stock markets in South Asia remains low, largely due to a lack of
financial literacy. While India has made strides in educating investors, large segments of the
population, particularly in rural areas, remain uninformed about financial products and investment
strategies. In Pakistan, limited access to quality financial education resources hampers retail
market engagement, and in Sri Lanka, many potential investors are unfamiliar with the benefits of
stock market participation.

To promote retail investor involvement, governments and exchanges should introduce nationwide
financial literacy campaigns targeting diverse demographic groups, including women, youth, and
rural populations. These campaigns can utilize digital platforms, such as mobile apps and social
media, to disseminate information in an interactive and accessible format. Financial literacy
programs in schools and universities should be integrated into national curricula to prepare future
generations for active participation in the market. Further, community-based workshops and
seminars can be organized in partnership with local organizations to improve financial
understanding at the grassroots level.



Encouraging Cross-Border Integration

Greater regional cooperation among South Asian stock exchanges holds the potential to enhance
market liquidity, improve resilience, and boost cross-border investment. However, the stock
markets in India, Pakistan, Bangladesh, and Sri Lanka largely operate in isolation due to political
tensions, varying regulatory frameworks, and limited infrastructure for seamless connectivity. This
lack of integration restricts opportunities for investors to diversify their portfolios and limits the
overall development of capital markets in the region.

To overcome these challenges, South Asian countries should prioritize harmonizing their
regulatory frameworks. Standardizing listing requirements, corporate disclosure norms, and tax
treatments across the region would simplify cross-border investments and build investor
confidence. Establishing a unified regional trading platform could facilitate seamless trading
across borders, allowing investors to easily access multiple markets. Implementing interoperable
settlement systems would streamline transactions, improve efficiency, and minimize risks for
participants in cross-border trades.

The creation of regional investment funds could further accelerate integration. These pooled funds
would enable investors to diversify their portfolios across multiple South Asian markets while
providing local exchanges with additional liquidity. Such funds could attract foreign institutional
investors by offering access to a diversified basket of regional assets through a single investment
vehicle.

Improving regional diplomatic ties and addressing trade and political disputes are essential for
fostering cross-border financial integration. Political stability and cooperative relationships among
South Asian nations will enable freer capital flows, creating a foundation for sustained growth in
the region’s financial markets. By working together to build interconnected, resilient capital
markets, South Asian countries can unlock significant economic potential and attract global
investment.

Infrastructure Development

Modern, efficient infrastructure is crucial for the smooth operation of stock exchanges. In India
and Bangladesh have state-of-the-art technology, other countries such as Pakistan and Sri Lanka
still face infrastructure challenges, including outdated trading platforms and slow settlement
systems. In Pakistan, for instance, the underdeveloped infrastructure hampers the efficiency of
electronic trading, resulting in delays and higher transaction costs. Similarly, Sri Lanka’s limited
technological adoption slows market development.

To address these infrastructure gaps, governments and exchanges must modernize trading
platforms by implementing automated trading systems that can handle high-frequency trades and
large volumes of transactions. Real-time settlement systems should be introduced to reduce
transaction delays and lower costs. Cloud-based solutions can be employed to scale trading
platforms and enhance data security, ensuring better performance and faster execution. Exchanges
should focus on developing cybersecurity protocols to safeguard market participants from



increasing cyber threats. Regular system upgrades and technology investments are also necessary
to keep pace with global market trends.

Encouraging Long-Term Investment

South Asian stock exchanges are often dominated by speculative trading focused on short-term
gains. While India and Pakistan face challenges with tax policies favoring short-term trading,
Bangladesh has made progress in fostering long-term investment. The country has recognized the
need for a stable investment environment, promoting long-term holdings for sustainable market
growth. To further encourage long-term investment, South Asian countries, including Bangladesh,
can introduce tax incentives like reduced capital gains taxes for long-term investors. Additionally,
promoting retirement savings plans and supporting green investments through tax deductions can
shift investor behavior toward sustainability. Creating long-term investment vehicles, such as
government-backed bonds, would also attract conservative investors and contribute to market
stability.

Conclusion

This study provides important evidence that stock exchanges play a pivotal role in driving
economic progress in South Asia. The empirical findings demonstrate a strong positive correlation
between stock market development and GDP growth, with market capitalization and turnover
significantly contributing to economic expansion. This relationship is further strengthened by
factors such as FDI inflows, while macroeconomic stability, as reflected by low inflation and
interest rates, is crucial for sustaining growth. This study reveals significant heterogeneity in the
impact of stock market development across the region, with India demonstrating significant
progress, while countries like Pakistan and Sri Lanka face challenges related to liquidity and
regulatory surveillance. The study highlights the importance of various factors in shaping the role
of stock exchanges. Strong governance frameworks, including robust regulation and investor
protection mechanisms, are crucial for building trust and attracting investment. Promoting
financial literacy among the population is essential for increasing retail investor participation and
fostering a more informed market. Regional cooperation, including harmonized regulations,
improved cross-border infrastructure, and the development of regional investment platforms, is
critical for unlocking the full potential of South Asian stock markets. Encouraging long-term
investment through tax incentives and promoting sustainable investment options are also crucial
for fostering sustainable economic growth.
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