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ERPi’t =« + alFD,-’t + azarowthilt + aglnfi‘t + a4EXRi‘t + asoili‘t + Si,t (1)

pesd) shlaa s dle o ERP;, « Vsl o Al syl Alsall ) el ¢ 5§ Cas
I e (GDP per capita) Growth;« Sy i3S Ml Gaxll 8 FD; (a8 ie)
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ERP;; = ay + a;DCPS;;, + a;MCAP;, + a,STV;, + a,Growth;, + azInf;,
+ a4 EXR;; + as0il; + &;4 (2)
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Table 1. Description of the study variables

Variables

(symbols) Description Source

ERP Equity Risk Premium(%b), The difference between the expected return on equities gurufocus
and the vyield on risk-free government bonds, representing the additional
compensation investors demand for taking on equity market risk

Domestic credit to private sector (% of GDP), Measures the financial resources
provided to the private sector by financial institutions as a percentage of GDP,

reflecting the ability of the financial system to support productive and investment
MCAP activities.

Market capitalization of listed domestic companies (% of GDP),Represents the

total market value of listed domestic companies’ shares relative to GDP, serving as
STV an indicator of the size and development of the stock market.

Stocks traded, total value (% of GDP),Indicates the total value of shares traded

during a specific period as a percentage of GDP, reflecting the level of market

liquidity and trading activity

DCPS IMF

WFE

WFE

GDPC GDP per capita (current US\$) Measures the gross domestic product divided by wWB
the midyear population, expressed in current US dollars without adjusting for
inflation. It reflects the average nominal economic output per person and is often
used for cross-country comparisons in nominal terms

INF Inflation rate (consumer prices, annual ) Measures the annual percentage change WB
in the cost to the average consumer of acquiring a basket of goods and services,
expressed through the consumer price index (CPI)

EXR Official exchange rate, The official exchange rate determined by national WB
authorities or the central bank, expressed as local currency units per US dollar,
period average.

OIL Crude oil price (Brent, US\$ per barrel),The spot price of Brent crude oil in US EIA
dollars per barrel, commonly used as a global benchmark for oil pricing.
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Table 2. Descriptive summary statistics, 2001-2023 (n = 20)
Obs. Mean Median Std. Dev. Min Max

Dependent Variable:

ERP 460 0.0729 0.0645 0.0256 0.042 0.173
Independent Variables:

FD 371 -7.18e-02 -0.148 1.3542 -2.13 4.536
DCPS 435 81.135 76.609 43541 11.04 194.7
MCAP 397 89.737 75408 62.715 8.149  322.7
STV 396 64.896 47516 59.002 2.354 3555

GDPC 460 24715 10912 23751 419.2 99565
Control Variables:

INF 460 4.4541 29061 6.373 -1.353 72.309
EXR 460 1561.8 5.6287 4899.7 0.4998 23787
OIL 460 67.800 65.160 27.054 24.460 111.63

(Dl el Gailiad (8 Lale (i asa s () (2) @) dsaall bl Clebiaal) 5l

aen¥) slalie s dle Jangie &l b 5l Jall A ganal dilaiall yue dagadall Sy L sa g
Gk aladl) ol o TS Tl 385 LSl Qs Lt G 8 56 0.0729 s
20,173 a5 dad puall iy ladie aeul) Hhalia s dle CulS Jsall anide (0.0256 aisic
30.0424 Wl Jias aga¥) jlalae s sMhad daid (e (sl J g ciile e 2003 ale Luwi s
) Lo il 138 Qi 08 CS e pdseS ) Beall ey (3laty Las g 2022 ple Ll i
L) el (85 S i a3 ey Lae ¢ A3 -7,180-02 &l ple o 51wy (4.536 ¢ 2.13
saill e sedal Laiy san o IS Il (aall ZEDEN € 58 pal) 455KT La 138 55 yidl) DA sl
Les (99565¢ 419.2) e 83la iy pu) 430 W) ¢ 24715 il s Yotins U s (5308
g0 g Laine g all of 2l el 3V 3ol Joaleatd) claacal Jgall (oans (o jed I i
RN ¢ Lim WL sl 5 i glis ) e Sl (5 jmall GIaSY) O aa s @l e sal ) i (g A

sl G
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e B il e SAN Tayy e Ula sy 400,80 50l Ciacay e adoal
¢ atll 5 jiadll Jsall 4 Wl ¢ goliaiy) Ll jpias s CadlSall (add 6 Ll el (liss)
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U] Al g0 (o st Adila ) o) ae Ll J 50 (8 s 3all 5 L@
Table 3. Correlation matrix between study variables, 2001-2023 (n = 20)

¥) X) X)) X X X)) (Z) (2 (Z3)

ERP » 1

FD X) -06079 1
DCPS  (x,.) -0.548 07527 1
MCAP (X1 -0.4126 0.7905 03859 1

STV X13) -0.4669 0.7983 0.3993 0.4568 1

GDPC (X2 -0.6225 0.6209 0.5386 0.3815 0.5369 1

INF (Z) 0.4431 -0.3652 -0.3792 -0.2781 -0.2036 -0.3467 1

EXR (Z) 03514 -0.2441 -0.7456 -0.2446 -0.2467 -0.2619 0.0605 1

OIL (Z3) -0.0504 0.0178 0.0461 -0.0195 0.0167 0.1198 0.0502 0.039 1

Note: All correlation coefficients are statistically significant at the 1% level.
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Table 4. Unit root test results for study variables

Levin, Lin & Chu (t —stat.) PP — Fisher (x?-stat.)
Intercept InteTrrZiF: & None Intercept Int:_rr(;i%t & ne Results
ERP -6.3785" 119.244° 1(0)
FD -5.5467° 86.6950° 1(0)
DCPS -10.408° 177.756° 1(1)
MCAP -7.7795° 126.325° 1(0)
STV -3.6697° 81.0264° 1(0)
GDPC -13.559° 225.071% 1(1)
INF -6.1727° 92.55442 1(0)
EXR -8.2074° 128.619° 1(1)
OIL -3.37904° 55.2113° 1(0)

Note: a, b, ¢ indicate statistical significance at 1%, 5%, and 10% levels, respectively.

GBanll 56 agusl) halae 350le) Al yall & e o (4) Jsaally o sSadl il (e iy g
(Taa¥) (Aaall Ul e 90) Anjaal) Adaall IS AL A8 gud) il s ¢ S je A58 )
¢ Gl Gaall (e B Gy p5aS (HeaY) (aall @l (e %) Aghaial) pgasd) dad ea) s
1(0) ALl e JalSiia 51 ((Level) s simall 2ie LSl clS alall i) e g6 adozaill Jana g
= A 8 3aS (MYl sl il ) palall g Uadll & sieall LY o] 4o e Lain ¢
A(1) A (e ALalSie il Coyeall jaas yudag ¢ (o3LaBV) galll e g M) aall

ALILLYy gL .6

¢ 1(0) olSia 3 gaill ) pyria alaza b o BN e 31 Bl () S e (B8l any
Gl g Aabiaall Gl JSLie (e W sl 5 Jalaill 8 deaiiunall 2 3aill 53 g (e B3 ) AiLaYLy
PR e Sl G buil) ol H¥) 5 Sl il ane (4 5 Gl JSLae Aallae aad ) aag
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Table 5. Financial Depth, GDP growth and Equity Risk Premium

Dependent Variable: Equity Risk Premium

Model (1) Model (2)
0.072344 0.08647
const [32.03] *** [29.85] ***
- 0.005088
FD [-6.586] ***
DCPS -0.000126
[-4.719] ***
MCAP -3.0478e-05
[-5.269] ***
STV -3.0389e-05
[-2.612] **
GDPC -3.654e-07 -3.4883e-07
[-10.82] *** [-8.403] ***
INF 0.00117 0.001104
[3.288] *** [3.147] **+
EXR 9.7116e-07 1.0717e-06
[4.260]%** [4.459] ***
OIL -0.000169 -0.000161
[ -7.303]%** [ -6.789]***
Effects Specification
Fisher test 1.07e+17 8.57e+16
P-value (f -statistic) [ 3.9e-158]*** [ 2.8e-157]***
R- squared 0.63437 0.64289
Adjusted R- squared 0.60788 0.61478

Note: *** ** *indicate significance at 1%, 5% and 10% respectively.
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Table 6. Financial Depth, GDP growth and Equity Risk Premium.

Dependent Variable: Equity Risk Premium

Model (3) Model (4)
const 0.074182 0.0810272
[42.79] *** [41.08] ***
FD - 0.003807 - 0.006996
[-2.972] *** [-5.145] ***
GDPC -3.73005e-07 -1.43903e-06
[-11.95] *** [-5.945] ***
INF 0.001054 0.0009416
[3.674] *** [3.147] **
EXR 1.17488e-06 6.1691e-07
[4.779]%** [3.210] ***
OIL -0.0002038 -0.000161
[ -6.398]*** [ -6.789]***
D EGY 0.0303985
[-2.406] **
FD EGY -0.04586105
[-2.900] ***
GDPC _EGY -3.73005¢-07
[0.01328]
D DC 0.0565748
[-5.303] ***
FD DC -0.00025354
[6.932] ***
GDPC _DC -1.4575e-07
[6.565]%**
Effects Specification
Fisher test 2.08e+15 6.37e+10
P-value (f -statistic) [ 5.9e-142]*** [ 2.8¢-48]***
R- squared 0.695738 0.688958
Adjusted R- squared 0.670827 0.663493

Note: *** ** *indicate significance at 1%, 5% and 10% respectively.
i3S ) Gaall ¢y g 8 & sime 13 Fples EBle 355 ) () 2 B (e ey
a@-&ﬂy‘ )JalAA Bj)\.&j cju‘ UA stj\ u:\..a.a.kujm‘\_\c ).\,..u‘ LS.JLAA.IE\BI\ jA.\S‘ gﬂth &_\Sf
GV 53l el e CLET Cume TaLl) bl all 5 Aaliaiiy) 4kl ae Ll oy
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Abstract

The study aims to explore the relationship between financial depth,
economic growth, and equity risk premium in 20 developing and developed
countries during the period (2001-2023), and to clarify whether increasing the
level of financial depth and economic growth rates reduce the equity risk
premium in the countries under study. These countries were chosen for several
reasons, including: i) the availability of data in these countries, especially
financial depth data and equity risk premium, and knowledge of the reality of
emerging markets that are affected by economic and political fluctuations; ii) the
difference and variation in levels of financial depth and economic growth
between developing and developed countries, which helps in exploring the
relationship between the development of levels of financial depth and economic
growth as well as investment risks; iii) and finally, the geographical and
economic diversity in the study sample, and testing the study hypotheses in
different environments, which allows for a systematic comparison between
developing and developed countries. To achieve this goal, the Fixed Effects
Model (FEM) was used, and it is clear that there is a negative and statistically
significant effect of financial depth and economic growth on the equity risk
premium. The study emphasizes the need to formulate appropriate strategies to
mitigate the negative effects resulting from the weakness of the financial sector,
pursue financial innovation, and explore how deepening the financial sector can
contribute to the efficient allocation of resources. It also emphasizes focusing
various government development efforts and programs on enhancing economic
growth, ensuring low inflation, stable exchange rates, and limiting oil price
fluctuations, as each of these has a fundamental role to play in addressing the
problem of high equity risk premiums.
Keywords: Financial depth, economic growth, equity risk premium, developing
countries, developed countries.

1449



