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Capital Market Development: Asian Expenences

Some reflectlon's on Bangladesh capital market

P HB capiml market of
' Bangladesh owes its origin
0 East Pakistan Stock
Exchange Association Limited set
up in 1954, The association was
later converted into Dhaka Stock
e in which formal trading
arted in 1956. The exchange
wus“ enamed as East Pakistan
Exchange in 1962 and under-
othername changein 1964
when it was renamed again as
Dhaka Stock Exchange (DSE).
Trading on the stock exchange was
suspended during the liberation
war. There was no trading in the
immediate post liberation years
as the economic policies of the
country during those years had a
strong arientation towards central
planning. Trading was resumed in
1976 with the shift of development
strategy in favour of a greater role
of the private sector. DSE has
remainedin continuous operation
since then. Chittagong Stock
Exchange (CSE) was set up in 1995,
Both Dhaka and Chittagong
stock exchanges experienced a
meteoric rise between July and
November 1996. Average dally
turnover increased by over 1000
per cent. The share price index of
DSE jumped from 957 on 2 July
1996 to a record high of 3649 on 5
Navemberin1996. InCSE also the
index rose dramatically from 411
on 2 July 1996 to 1417 on 2
November 1996. Then, started a
process of catastrophic crash,
particularly in DSE, with the index
falling to 3065 in DSE by 30
November 1996. The index con-
tinued a downhtitt miareh thereaf-
-ter with the Tawest [evel recorded
at463 on3 May 1999.
Since then the capital market in
Bangladesh had been in a state of
doldrum. However, the market
has been showing unmistakable

5igns of resurgence fmm e:u'iy
2004.

A bird's eye view of the
recent past and

the present

As already noted, the potential
contribution of capital market in
financing development is yet to be
realized in Bangladesh. This is
evidenced by the fact that market
capitalization as a proportion of
gross domestic product (GDP) is of
the order of six per cent of GDE. In
contrast, the
magnitude in India, Pakistan and
Sri Lanka are respectively 47 per
cent, 20 per cent and 15 per cent.
Given the size of population of
Bangladesh and steady growth of
its GDP exceeding five per cent
over the past one decade, consid-
erable unrealized opportunities
exist for utilizing the capital mar-
ket as a vehicle for raising long
term investment finance. The
recent developments clearly sug-
gest strongly positive develop-
mentsin this regard.

Relevant data in support of
positive developments are pre-
sented in tble 1. Data for DSE
aonlyare used in this paper because
it is a march larger exchange than
CSE and the developments in the
latter closely parallel those in the
former. It will, be noted that the
number of listed companies
declined as of June 2005 relative (o
the previous year because a nums-
berofnon performing companies
were delisted. Since then, the
Securities and Exchange
Commission (SEC) has given
consent to initial public offering
(IPO) for nine companies. A few
more are in the pipe line. By June
2006, the number of companies
listed on the stock exchanges will
definitely exceed that of the pervi-
ous year. The general index and
market capitalization have both
increased substantially over the
past two years. Perhaps, even
more remarkable is the rise in
turnover which indicates resur-
gence of vitality of the capital
market. Bangladesh has outper-
formed most other stock markets
of the region in terms of change in
index as of 17 August 05 relative 1o
‘31Decembdr 04 (teble 2).
Furthermore, this notmble gain has
been achieved while maintaining
a significant degree of stability. To
illustrate this point, it canbe noted
that during the past six months,
day to varfation in the DSE's

relevant orders of |

-
o

Capital market in-

b

\ :
I role as a vehicle for financing long term investment.

\

T T R T S YR,

7
desh is yet to play its potenti

However, the hangover of an unpalatable historical past which saw a dramatic upsurge in the second half of 1996 only
to be followed by a drastic and prolonged downswing has been successfully overcome. Discernible signs of renewed
vitality have emerged. ‘A number of actions are in the offing to add depth to the market, increase the variety of
instruments that can meet diverse investors' preferences, further promote orderly trading, enhance professional
competence of market intermediaries and facilitate expeditious issuance of securities at reduced cost.

general share price index was less
than one per cent on overwhelm-
ingnumber oftrading days

There are also strong signs of
confidence in the primary market.
All IPO issues for which subscrip-

fWtion closed between November

2003 and August 2005 numbering
18 were substantially oversub-
scribed. These positive develop-
ments have been induced by a
number of measures taken by SEC
in concert with other market
actors to revive investors' confi-
dence in the capital market and to

‘ensure orderly and transparent

trading on the exchanges. Some of
theseare presented below:

(i)  The process of dinlogue
and communication between SEC
and the exchanges has been insti-
tutionalized by constituting a
consultative committee of which a
senior SEC official is the convener
and the Chief Executive Officer of
the two exchanges are members.
The committee invites representa-
tives of other market actors, as
needed to review market develop-
ments and recommend regulatory
changes or administrative orders
for appropriate action by SEC and
[ orthe exchanges.

(ii) A regular system of
inspection of brokerage houses by

SEC and the exchanges has been
putin place.

(iii) Automated trading system
has been introduced by both
exchanges. CSE has opened
internet trading facility.

({iv) The central depository
system (CDS) for electronic trad-
ing was operationalized in January
2005. All new primary shares can
be issued only in electronic form.
The existing paper securities are
being gradually dematerialized.
As of now, shares of companies
accounting for well over 70 per
cent of market capitalization have
been demated.

(v) The settlement cycle has
been reduced with effect from 01
March 2005.

{vi) There have been consider-
able improvements in the regula-
tory framework since 1996. These
relate to, inter alia, disclosure
requirements for [POs; right
issues; qualifications of auditors,
their retention by listed compa-
nies and standards of audit;
insider trading: and eligibility
criteria and codes of conduct of
merchant bankers, stock dealers /
brokers and their authorized
representatives as well sponsors,
trustees, asset managers and
custodians of mutual funds.

(vii) SEC has strengthened its
monitoring and enforcement role
with the result that there has been
a considerable decline in the
number complaints against mar-
ket intermediaries as well as issu-
ers. A particularly heartening fact
is the fall in the incidence of issu-
ers' default with respect to holding
annual general meetings and
submission of half yearly / annual
financial statements.

(vili) SEC is undertaking a
more rigorous screening of the
proposals for initial public offer-
ing. In consequenve, the second-
ary market is pricing then well.
The shares of nine companies for
which public subscriptions closed
between 15 November 2003 and 18
May 2005 are now being traded in
the secondary market. The market
price of all of them is well above
the initial offer price excepting in
two cases. In one case, the market
price as of 31 July 2005 was Tk
99.75 and in the other case, it was
Tk 90.75 against the initial offer
price of Taka 100 in both cases. In
contrast, out of 10 immediately
prior issues, the shares of as many
as four companies fetched market
price well below the initial offer
price (ranging from under 10 per
cent to 60 per cent of the offer

Dhaka Stock Exchange-the hangover of an unpalatable past has been succassfully overcome,

price).

Some ruminations about

the future

SEC, in collaboration with other
relevant agencies, is in the process
of initiating several steps with a
view to enhancing the confidence
of the investors, increasing the
quantity and variety of instru-
ments, and improving the func-

. tioning of the market. Some of the

forthcoming measures to accom-
plish these objectives are briefly
mentioned below.

(i) As of now, enforcement
powers of SEC are, after due
enquiry and giving an opportunity
to the violators to be heard, limited
to cancellation or suspension of
registration of market intermedi-
aries, and imposition of penal
measures which may involve
levying of fines on or filing of cases
in competent courts against issu-
ers / market intermediaries. These
is no legal provision for SEC to
award compensation to share-
holders or to file cases on behalf of
shareholders. SEC is in the pro-
cess of drafting amendments to
the relevant laws so as to be able to
better protect the interests of lhe
shareholders.

(i) The need for sm:nglh-
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ening compliance by all market
intermediaries Is greatly felt. As
present, the regulatory require-
ment for appointment ofa compli-
ance offer extends only to stock
broker / dealer. SEC intends to
extend the requirement to other
market intermediaries laying
down the qualifications of the
concerned officials and specifying
the issues to be addressed in
implementing internal compli-
ance procedures.

(ifi) A sound capital market
requires depthwith awide range of
products and instruments to cater
to varying risk return liquidity
preferences of investors and also
to ensure that the adverse effects
arising from disturbance in some
part do not assume systemic pro-
portions. In this regard, SEC, in

* collabaration with Bangladesh

Bank had made long term govern-
ment bonds tradable on stock
exchanges. But, not much of
trading has been actually taking
place. SEC and Bangladesh Bank
have formed a joint committee to
suggest measures to activate
trading In government bonds.
Recently introduced asset backed
securities which are now being
issued only on private placement
basis need to be brought into the
mainstream secondary market,

(iv] At the inital stages of
capital market development,
privatization of state owned
enterprises can make a significa-
tion contribution. In Malaysia, for
example, the Privatization Master
Plan resulted in many government
linked firms being listed with
Kuala Lumpur stock exchange.
Seven largest firms listed with the
exchange belong to this category.
Government linked firms account
for 34 per cent of total market
capitalization. In Bangladesh also
efforts are being made to progres-
sively offload government shares
through the stock exchanges.
Hon'ble Finance Minister recently
chaired an inter Ministerinl meet-
ing at the request of SEC. The
meeting took a number of deci-
sions regarding off loading of
government shares and issuance
of bonds by government agencies
through the capital marker. The
implementation of these deci-
sions will make x notable contri-
bution to the depth of the capiral
market.

(v] A healthy capital market
requires engagement of compe-
tent professionals by a wide range

of market a.r.'fnf!. 0
positions which requ
vices of pen
knowledge of
corporate goOvErpance
security laws and regy

company secretaries, off
the share depmmg'es:ompu
nlus,amhorizfdnpregm tives of
brokers, compliance officers of
market intermediaries etc.
Academic institutions or the pro-

fessional bodies in the country do

not produce enough people to fill
up such positions. SEC has consti-
tuted a Steering Committee for
preparing suggestions to set up a
capital market training institute to
bridge the gap. Asian
Development Bank is expected 1o
assist in this endeavour. SEC's
investors' education programme
has been intensified to enable
investors to make informed deci-
slons concerning their portfolio.

(vi) SEC is revisiting IPO and
rights issue rules and drafting
direct listing rules. The objectives
are to reduce issue cost, simplify
procedural requirements and
shorten the time gap between
submission of an application to
and consent by SEC.

Concludingobservations
Capital market in Bangladesh is yet
to play its potential roleas avehicle
for financing long term Investment.
However, the hangover ofan unpal-
atable historical past which saw a
dramatic upsurge in the second
half of 1996 only to be followed by a
drastic and prolonged downswing
has been successfully overcome.
Discernible signs of renewed vital-
ity have emerged. A number of
actions are in the offing to add
depth to the market, increase the
variety of instruments that can
meet diverse investors' prefer-
ences, further promote orderly
trading, enhance professional
competence of market intermedi-
aries and facilitare expeditious
issuance of securities at reduced
cost. In sum, Bangladesh capital
market is now prepared to be har-
nessed in the service of the coun-
try’s economic development. Itis
hoped that polify makers, issuers
of securities, market intermediar-
ies and investors will all join hands,
in fuller realization ofits potential.

Tha author (s the Chairman of the Securities and
Exchange Commission of Bangladesh.The
opinions axpressed in this  adicle are not
necossarty nosa of the Commission.

Role of regulators in improving
corporate governance

DR. TARIQ HASSAN

ORE than two hundred
years ago, Adam Smith,
in his classic essay

‘Wealth' of Nations', wrote the
following:

*The directors of such (joint-
stock) companies, however, being
the managers of other people's
money rather than of their own, it
cannotwell be expected, that they
should watch over it with the same
anxious vigilance with which the
partners in a private company
frequently watch over their own.
Like the stewards of a rich man,
they are apt to consider attention
to small matters as not for their
master's honour and very ecasily
give themselves a dispensation
from having it. Negligence and
profusion, therefore, must always
prevail, more or less, in the man-
agement of the affairs of such a
company.”

(Adam Smith, The Wealth of
Nations)

It is evident from the passage
quoted above, that corporate
governance is neither a buzz word
nor a new area of interest. The
conduct of companies and its
impact on stakeholders has been
an area of active research and
interest since a very long time.
However, alongside the advances
in communication, increases in
volume of international trade and
the phenomenon of globalization,
the world has also experienced a
spate of corporate scandals and
economic crises like those in Asia
in the 1990s, The combination of
these factors has brought corpo-
rate governance into the lime light
and it is now a leading policy
agenda in the developed and
developing world alike.

- Adherence to the principles of
good corporate governance serves
to foster investor confidence and
dhract domestic as well as forelgn
investors. It is empirically tested
that the extent to which a com-
pany is perceived to operate
within the principles of good
corporate governance largely
affects its ability to attract invest-
ment. The need for corporate
governance in South Asia is vastly
recognized. The countries in the
reglon have made a slow but posi-

| live response to corporate gover-

nance challenges. South Asian
regulatory bodies have played a
very active role in introducing
corporate governance practices,
and sustaining these efforts is now
the key to developing the good
governance paradigm.

Regulatory responsibilities
for improving corporate
governance

The regulator has a key role in
implementing corporate gover-
nance requirements. Creation of a
strong legal and regulatory frame-
work that is adequately enforced
serves to protect stakeholders'

tions of stock exchanges or
encouraging voluntary adaptation
through issuance as guidelines.
Whatever may be the manner of
introduction of a code of good
governance, its effective imple-
mentation requires vigilant over-
sight by the regulatory body con-
cerned.

It is also essential that the
regulator maintains a regular
dialogue with various stake-
holders to allow them to under-
stand and discharge their respon-
sibilities in the corporate gover-
nance framework. This requires
that compliance with good gover-

Our experience in promot-
ing corporate governance
in Pakistan

Pakistan's frontline corporate
regulator, Securities and Exchange
Commission of Pakistan (SEC), has
been proactively pursuing its
agenda of instilling good corpo-
rate gavernance practices since
2002. Making a steady start to
adopt and implement good gover-
nance practices, SEC issued the
Code of Corporate Governance in
March 2003. The Code was incor-
porated into the listing regulations
of the stock exchanges. It is man-
datory upon listed companies to
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Good corporate governance is now widely lecognized as
attractive investment climate characterized by competitive companies and efficient
financial markets. It is imperative that economies in the South Asian region develop
necessary framework of corporate governance and achieve implementation through
active participation of key stakeholders, in order to provide impetus to economic

growth.

essential for establishing an

Interests and engender Investor
confidence, as a first step. The
second step is taking an iterative
approach, and continuously
improvising on the existent frame-
work.

In implementing, promoting
and improving good corporate
governance framework, the regu-
latory role varies from consulta-
tive to administrative. Foremost,
the Introduction of a code of cor-
porate governance requires the
involvement of regulatory author-
itles and corporate sector repre-
sentatives to ensure that it fulfills
the fundamentals of transparency
and accountability. Only a consul-
tative process can ensure thatsuch
a framework objectively addresses
the needs of diversified stake-
holders.

Once the corporate governance
code has been developed, it
requires legal backing to allow a
certain level of enforceability. The
manner in which the framework is
to be implemented varies accord-
ing to the needs and circum-
stances of every jurisdiction. This
can take the form of necessary
amendments in corporate laws or
incorporation in listing regula-

nance practices is understood by
companies to be in their own
interest of enhancing business
value. It also requires directorsand
managers to set strategic goals,

establish financial and other

policies, and run the affairs of the
company while being accountable
to shareholders for the perfor-
mance and activities of the com-
pany and ensuring conformance
with laws, rules and regulations.
Furthermore, shareholders par-
ticularly institutional sharehold-
ers should play an active role in
dssessing the performance of
munagement and exercising their
rights. The regulator may need to
create an enabling environment
for improving participation of
these various groups of stake-
holders in implementing good
corparate governance,
Improvement in corporate
governance practices comes with
the regulators' ability to” reward
those companies that display
committed compliarfice with good
corporate governance as well as
take action against erring conipa-
nies and their directors or manag-
ers. B

s

comply with the Code and the
stock exchanges ensure compli-
ance therewith.

The Code of Carporate
Governance seeks to establish a
system whereby a company is
directed and controlled by its
directors in compliance with the
best practices so as to safeguard
the interests of diversified stake-
holders. It proposes to restructure
the composition of board of direc-
tors in order to introduce repre-
sentation by minority sharehold-
ers and broad-based representa-
tion by executive and non-
executive directors. It also empha-
sizes openness and transparency
in corporate affairs and decision-
making process and requires
directors to discharge their fidu-
ciary responsibilities in the larger
interest of all stakeholders in a
transparent, informed, diligent,
and timely manner. Furthermore,
itseeks toachieve the objectives of
good corporate governance by
recommending strengthening of
corporate.working, internal con-
trol system and external audit
requirements. .

Subsequent to the introduction

‘ E(:ul’ll‘m- Code, a number of measures

'

are being taken to ensure that

there is adequate awareness in the
corporate sector of the need for
and benefits of good governance.
In this regard, a number of semi-
nars and training workshops of
directors and management of
listed companies have been held
under the auspices of the SEC as
well as a number of private sector
organizations.

Earlier this year, in partnership
with notable private sector repre-
sentatives, SEC established the
Pakistan Institute of Corporate
Governance to serve as the focal
point for training and research on
corporate governance in the coun-
try. It is expected that establish-
ment of the Institute would provide
an enabling environment for effec-
tive implementation of the Code of
Corporate Governance.

Also, compliance with the Code
of Corporate Governance has been
incorporated into the criteria of
awards announced by professional
and industry associations. This has
served to give due recognition to
companies that follow better cor-
porate governance practices,

Conclusion

Good corporate gavernance is now
widely recognized as essential for
establishing an atuactive invest-
ment climate characterized by
competitive companies and effi-
cient financial markets, It is imper-
ative that economies in the South
Asian region develop necessary
framework of corporate gover-
nance and achieve implementation
through active participation of key
stakeholders, in order to provide
impetus to economic growth.

Good corporate governance is
not about conformance in letter
but in spirit as well, It cannot be
measured by a box ticking exercise
and companies therefore must be
enabled to develop a corporate
culture in which transparency and
accountability are predominant
features. Providing an enabling
environment with a conducive
regulatory framework is the fore-
most responsibility of the frontline
regulators of every country. Once
this job is well done, the rest falls
into place more easily!

Dr. Tarlq Hassan s Chaimman, Securities and
Exchange Commission of Pakistan

RECENT TRENDS IN GLOBAL CAPITAL MARKETS
Role of Singapore Exchange
in the regional economy

SWEE TIAN ANG

T HE development of capital
markets is an important
aspect of any modern econ-
omy. The direct correlation observed
in economic development and the
state of capital markets in .nany
countries across the globe is telling
that they progress in tandem. Asthe
world becomes more integrated,
capital markets play a critical rolenot
justin providing liquidity and invest-
ment instruments, but also in main-
taining global financialstability.
Therefore, building a thriving and
healthy capital markets character-
ised by a robust tory and insti-
tutional framework, as well as effi-
cient infrastructure for public infor-
mation ar;gy tmdlngfgslgment
remains a priori In
particular, much cmprﬁnsis has been
placed on improving integrity of the
marketplace through enhancing
corporate governancestandards.
SGX has helped create growth in
recentyears
Along with the rest of the financial
sectors, the global capital markets
suffered wmultuous times during
the Asian financial crisis in 1997, the
burst of the dotcom bubble in 2000,
and the aftermath of the terrorist
attacks on the US in 2001.
inthe major global econamies set the
industry on a rally in 2002, which
continued into 2003 where debt and
equity underwriting experienced

. solid activity. Capital market's activ-

ity was further strengthened as
international equity markets puton a
generally healthy showing during
2004.
It was estimated by Mckinsey &
Company that the total value of the
global capital markets Including
bank deposits, government and
private debt securities, and equities
stood at US$119 trillion at the end of
2004, While thisvalueisprojected to
grow beyond US$200 trilljon by 2010,
guarded optimism shapes environ-
ment for 2005 since potential disrup-
tions such as the stubbomly high oil
pricesloomintheba

In terms of market segmentation,
the leading sector within the capital
markets is bonds outstanding, which
accounts for about 43% of the global
value. Bank deposits and equity
securities account for the remaining
30% and 27% respectively.
Geographically, the US :u(minues to

dominate the market value, taking a
share of about 37%. Europe is the
second largest region with 31%, and
is gaining strength through integra-
tion. Asia is a region made up of
markets of vastly different sizes, with
Japan dominating two thirds of the
region's capital markets, and China
and Indiadriving growth.

Global IPO jumped sharply in
2004, roughly doubling over 2003 in
transaction numbers and even more
than that in dollars mised. [n total,
1516 deals were concluded, raising
US$124 billion. While North America
and Europe reasserted themselves in
the IPO scene, the centre of gravity
continues to shift towards emerging
economies such as China, India,
Russia and Isme| The thirst for

SGX re:ognise]s the positive
effects of exchange
networks and by leveraging
on its strengths in Asia, we
are pro-actively forging
alliances with like-minded
institutions.

capital in these emerging markets
has attracted increasing competition
from many international stock
exchanges, and has thus given rise to
thenumber of cross-border listings.

SGX as the Asian Gateway
attracts foreign listings
Singapore is located at the heart of
the exciting growth story of Asia,
where there are tremendous invest-
mentneeds. Companies within Asia
are also fast expanding overseas, and
capital is often a critical success
factor. Againstsucha backdrop, SGX
has been able to contribute by pro-
viding a platform for capital mising,
and at the same benefit fromit. Last
year alone, 48 foreign companies
were listed on SGX. For the first time
last year, the number of foreign
companies surpasses thatofthelocal
companies. On the whole, outof the
665 companies currently listed on
SGX, 28% are foreign, making up 40%
of the market capitalisation. Such
receptivity to foreign companies is a
unique feature of Singapore market
which foreign companies find com-
fortinwhenchoosingtolistonSGX.
In 2004, the Singapore bond maz-

v

kets saw the largest number of for-
eign issuers at 34, mising a total of
S83.5 billion, This included not anly
corporates and financlal institutions
such as General Electric and
Citigroup, but also supranationals
such as the Asian Development Bank
KE':.I} and U.S, Agencies like Fannie

Beyond raising capital, both
Multi-National Corporations
(MNCs) and smaller companies alike
have found Singapore conducive for
conducting business operations in
areas like manufacturing, research &
development, and distribution &
logistics. Out of the 7000 MNCs
located in Singapore, many have
established their regional
Headquarters here. This
MNC network, coupled with
Singapore's extensive network of
Ergcb'}\n.c]l;x : nts (FTAs) and

uble Avoidance Agreements
(DTAAs) musthave helpedattract the
1100 Chinese companies and 1500
Indian companies that currently
have operations here.

SGE strives to build capital
markets through partner-
ships

SGX recognises the positive effects of
exchangenetworksand by leveraging
on its strengths in Asia, we are
actively forging alliances with m
minded institutions, On the secusi-
ties front, SGX is currently in active
discussion with Bursa Malaysia to
establish a co-trading linkage similar
to the one it haﬁ forged with
Australian Stock Exchange a few

yrarsago.

We havealso inajoint
collaboration with fotir other ASEAN
stock exchanges - Indonesia,
Malaysin, Philippines and Thailand -
to create an index of ASEAN stocks,
which will be launched soon. It will
be a tradable index that comprises
mmy mpu“mf and will facilitate

e creation of exchange-traded
products such a5 finds and fifures
targeted at investors who recognise
1:115 economic and investment pros-
pectsof ASEAN,

Through all these, we to pave
the way for atmngurgtmhvgq ﬁn
cial services activities between
Singapore and our partners, ::Sm
mote better market access 0
enhance cross border flows of capital.

Swee Tlan ANG Is President, Smpcu
Exchanga Lid.,



