Forecasting Future Financial Returns from the Botswana Stock Exchange: What can 20 Years of History Reveal?

Definition of the problem
The Botswana Share Market was formed in 1989, mainly because of the drive by the Botswana Development Corporation (BDC) to improve financial liquidity, Lee (2000). In 1995, it became known as the Botswana Stock Exchange (BSE). 
The Botswana government also wanted to have in place a stock exchange in order to encourage Batswana to diversify away from pastoral farming. Most Batswana are pastoral farmers and hence are exposed to occasional droughts, which visit Southern Africa quite regularly. 
The Voice (27 March 2007) reported of a road show by BSE Development Managers, who touted the exchange as lucrative and providing good returns. There is, however, some wariness by indigenous Batswana when it comes to investing in the BSE. Lack of adequate education on the mechanics of BSE has been cited by various authorities as a major contributing factor, (Botswana Daily News, 31 January 2010). 
A solution is needed. The purpose of this research is, therefore, to develop a financial model that can relate historical BSE financial data (from 1989 to 2009) with future performance, using regression models. This would contribute to the educational campaign needed to convince the indigenous population of the value of BSE. The benefits are likely to be improved liquidity of the BSE.	Comment by Dr. Ted Sun: You can't develop a model until you've completed the dissertation/doctorate.

In dissertation research – you can identify key factors that influence perceptions of people for example. 

The only other way to develop a model is called Grounded Study – which is a very long process for a dissertation. 	Comment by Dr. Ted Sun: So is the challenge about education of the public or the skill set to apply an existing model? 

Add more focus here
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Literature review indicates that it is possible to develop models for forecasting future performance of a stock exchange from historical data. Rashid & Ahmad (2008) evaluated the relative performance of linear versus non linear methods to forecast stock index volatility using data from 2001 to 2007. Breen, Hodrick & Korajczyk (2002) developed a measure of liquidity, price impact to quantify the change in a firm’s stock price related to observed net trading volume. Jarrett & Schilling (2008) developed an ARIMA model for prediction, and found that time series exhibit properties which are forecast able and provide intelligent data analysts’ methods to predict the directive of individual stock returns for listed German firms.	Comment by Dr. Ted Sun: If this is really possible, someone would have been very wealthy by now… there's still lots of room for this.  No company has been able to repeatedly beat major trends like S&P 500.
Significance of the Problem
A local newspaper, Mmegi (17 July 2009) reported that individual Batswana were shying away from investment instruments such as shares. And, that the problem was so alarming that in 2008 only 2.7% of purchase and 3.2% of sales transactions were made by individual Batswana investors. This scenario has been blamed for the relatively low liquidity of BSE compared to such regional giants as South Africa.	Comment by Dr. Ted Sun: Great numbers.

Ideally, these come not from news papers, but from research sources. But this may be lacking in your area as well.
Research Questions  
1. How reliable is BSE historical data in forecasting future returns?
2. Which financial metrics are reliable in predicting future BSE performance?
3. What promotional steps should BSE take to encourage investment by Batswana?	
4. Is there a relationship between forecasting ability and desire for investment in BSE by Batswana? 
5. What constitutes adequate liquidity at BSE?	
6. Is the perceived low participation by Batswana in BSE the cause of its perceived poor liquidity showing?	Comment by Dr. Ted Sun: Too many questions… narrow down.

Perhaps 1-2 for quantitative and 1-2 for qualitative. 
Methodology 
A mixed method approach will be used to answer the questions that have been asked. 
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