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Abstract

Purpose of this study is examining the financial factor affecting the decision of demutualization
of exchanges. Sample of 24 stock Exchanges that are the member world federation exchange
have been taken to find out the actual factors and forces that influence demutualization 12 of
them are mutual and 12 of them are demutualized. Probit Extreme Bound Analysis is used to
produce results and it shows. In the case demutualization of stock exchange international
alliances, market integration unfold flourishing and growth avenues can be done and thus
potential synergies can be enhanced. In Probit Extreme Bound Analysis (PEBA) Debt on
Assets emerged as robust factor affecting the propensity to demutualize. The Value of Debt
on Assets (-0.043, P< 0.05) that depicts negative. Impact of Debt on Assists ratio on the

propensity of Exchange to demutualize.

This shows that that if the level of debt increases then the financial burden on exchanges has
been increased. Due to this exchange could not justify their existence as mutual firm in

globalized competitive marked. They converted their status from mutual to demutualize.

Key word: stock exchanges, competition, demutualization, going public, strongness financial

factor.



1 Introduction

(Rydzewska) 2016 An affected modification inside the economy strengthen the shape of the
securities enterprise which leads the development. Now the market trend is changed and
moving standard to electronic market that can be reason of this misunderstanding, greater than
the number of changing is using these trends. The international escalation in inventory trade
buying and selling quantity, worldwide incorporation of the investing amount in markets and
competitor is buying and selling income are main to reduction in the use of arbitrators is a
replacing the share markets that is not having skilled is the causes detaching of fee charges.
Decimalization, that is now continue, will be decreasing the predictable buying and selling
raising to a money or less. In modern time the exchanges as well have been changed in
electronic trading system due to the advancement of the technologies all over the world. One

critical feedback to those competitor for the demutualization of stock exchanges.

The demutualization of stock exchanges is a current days in the business world is new sensation
in the commercial globalization with a history of almost twenty years means that now the early
Nineties; maximum of world inventory exchanges have been non-earnings, mutual
organizations with monopoly strength, owned with the aid of their members. Their most critical
characteristic is a totally tough and near identification between the proprietors of the stock trade
and its customers, final purchasers of its buying and selling services, due to the fact commonly,
the owners are on the identical time its customers, sharing the earnings of the enterprise in
accordance with the extent in their participation inside the ownership. Due to the recent years’
era improvements and competitive surroundings modifications, new opportunities along with
new threats are created for stock exchanges. As a solution to these new threats stock exchanges

began to exchange their ownership organizational shape.

Demutualization with the funding of a some other globally countries exchanges has fastly
moved in the world, in current business situation in stock exchanges is more and more changing
and requirement of mutual to demutualization for competing the competitor market share. This
fashion is new. The first exchange was mutual to demutualize into the Stockholm Stock
Exchange in 1993, after converting the first exchange mutual to demutualize by means of the
end of the year 2000 several extra inventory and futures exchanges was decision the their stock
exchanges convert in to demutualized, included other international European investing clubs.
On February 2, 2011 the government of Dhaka Stock Exchange (DSE) has decided to

demutualize the organization to be able to curbing the effect of agents.



The choice got here following the finance minister’s allegations that the ones working the
brokerage houses had been business and additionally main the DSE. Dhaka bourse owners,
furthermore, had been pressured to shape a ten-member committee headed by means of Md
Fayekuzzaman, coping with director of Investment Corporation of Bangladesh (ICB), recently

on demutualization of alternate underneath the big stress of the authorities.

The Finance Minister European Journal of Business and Management said that there’s no
alternative to demutualization and it ought to be completed with the tenure of this authorities.
This committee and Dhaka bourse authorities had been looking to pick a model primarily based
on international practices and placing a time body to complete the manner. So it can be stated
that demutualization is probable for DSE. Traditionally, inventory exchanges have been natural
monopolies, which were targeted at the supply and demand for positive economic instruments
[Di Noia, 1999]. A spinster exchange within the region (USA) clearly attracted all transactions
related to securities. Exchange can consequently be described as an entity that offers
centralization of securities buying and selling [Macey, Kanda, 1990]. It also determines waft
of facts, disseminating and triggering competition many of the members in stock marketplace.
In terms of microeconomic, the inventory market has a tendency to make sure pleasure of
current and potential market participants by means of minimizing transaction expenses,
established order expenses in the market that accurately mirror the price equilibrium formation
and decrease the chance of investment. Through the execution of functions, the inventory
exchange fulfills macroeconomic or social capabilities.

Historically, exchanges had been seen as non-income establishments, organized in public
interest activities. This view has changed with the phenomena of exchange organizational-
criminal shape, e.g. Demutualization. Currently, most of the exchanges operate as commercial
firms. In view of the defined phenomena, there's a hassle of the social consequences of
modifications prison and organizational shape of exchanges.

Why demutualize?

Demutualization is the technique of changing a non-profit, jointly owned agency to a for-profit,
investor-owned agency. The members of jointly owned exchanges (i.e. Broker sellers with
“seats” at the exchange) are also its proprietors with all the voting rights conferred via
possession. In assessment, a demutualized trade is a limited legal responsibility company
owned by using its shareholders. In this version, trading rights and ownership may be separated
and shareholders provide capital to the exchange and acquire income, but they want now not

behavior buying and selling on the alternate. Although demutualized exchanges retain to offer



many if now not most of the same offerings, they have got distinct governance structure

wherein outdoor shareholders are represented at the board.

The manner of demutualization takes vicinity in degrees and might in the long run take several
different paperwork. In the primary phase, members are typically given shares and as a result
grow to be criminal proprietors of the corporation. Subsequently, or in some cases while part
of the first section, the agency increases extra capital, normally from out of doors investors in
addition to participants. Having therefore end up a privately owned business enterprise,
demutualized exchanges have fundamental alternatives in the event that they want to further
evolve their ownership preparations: either develop their ownership to a fixed of selected
events, or list (usually self-list) and get rid of all regulations on trading. There are some of
advantages to demutualization for stock exchanges and certainly this has been explored within
the literature considerably. Demutualizing or privatizing inventory exchanges might also cause
financial agility and advanced choice making compared to mutual or authorities-owned
exchanges. Privatized entities typically have wider access to capital in comparison to state-
owned or together prepared markets. For instance, the governments of Brazil and Pakistan both
was hoping to draw extra overseas investment through demutualization of their inventory

exchanges.

Furthermore, a primary weak point witnessed in mutual or government-owned exchanges is
that the change is in the end geared to maintaining its owners' pastimes; however, the hobbies
of the members won't necessarily be the same as those of the alternate. As for country-owned
exchanges, the government may want to intervene inside the operations and management of
the alternate. In a privatized version, the separation of shareholders, control, and clients need
to in precept encourage the pursuit of commercial company opportunities, flexibility, and
higher strategic desire-making. In sure conditions. For example, so that you can cope with self-
law and conflict of hobby troubles, Hong Kong has exceeded demutualization regulations
which “imposes an express obligation at the change to make certain, so far as reasonably
manageable, an orderly and fair marketplace in securities or future contracts traded on or thru
the exchange. In discharging this duty, it [the exchange is needed to behave inside the hobbies
of the general public." (Pearson, 2002). No less crucial is the truth that demutualization raises
an business enterprise trouble in that control might also pursue its very personal pastimes rather
than the pastimes of the proprietors of the trade, limiting planning and investment to tasks that
yield benefits in the quick term over the long term. Finally, inside the pursuit of earnings from

list expenses, exchanges may be tempted to lower their listing necessities. The charges of such



selections also are borne by using the use of the individuals. However, as highlighted via
OECD’s earlier artwork with ten of the maximum crucial stock exchanges globally, a thing
regularly mediating these problems is the recognition of exchanges which the manager of
considers a key intangible asset (Koldertsova Amico and Christiansen, 2008. Funding
selections are amongst a number of the important thing troubles that exchanges have confronted
round the arena. These factors boom opposition and accordingly considerably affect the
markets. In response to the brand new economic environment, a growing variety of stock
exchanges have decided to adjust their techniques. Most frequently, they demutualize their
activities and pass public. Some, but, have signed memorandums of understanding with
different economic markets to increase cooperation. Some of the other stock exchanges have
been emerged with the contact other globalized investing clubs, inflicting a development and
grouping of stock exchanges with each other in the United State stock market. And in Europe.
For example, the Baltic and Nordic exchanges merged to form OMX. Also in Europe, Euronext
changed into created in 2001, after creating the European stock exchange getting the feedback
of the demutualized stock investing club in pairs, Amsterdam, Brussels and Lisbon. A few
years later, Euronext merged with the NYSE and OMX merged with NASDAQ. More
currently, in February 2011, new mergers have been announced. The first was between the
Deutsche Borse and NYSE Euronext, and the second one turned into Canadian Stock business
market and the European stock investing clubs. A developing field of research is engaged inside
the look at of demutualization and merging strategies and their underlying elements. According
to the literature, those factors are: the technological development, the creation of new buying
and selling structures and deregulatory incentives and connected globalized countries, these
values are decreases the stock exchanges expenditure volume. The meeting of that five-month
debate with the Canadian financial company on the last of the June 2011. It is nicely diagnosed
inside the literature that these factors inspire inventory exchanges to alter their strategies.
Indeed, in some aggressive economic surroundings, inventory exchanges need to maximize
their income to continue to exist (Di Noia, 2001). Therefore, they favor to modernize their
trading systems to be extra competitive and ultimately demutualize or merge their activities
(Mendiola and O‘Hara, 2003). These techniques permit them to reduce prices, boom their
market proportion, diversify their products and respond higher to new demanding situations.
However, a vital component at the back of some of these modifications is often disregarded or
treated as apparent in the literature. This is related to the profound trade affecting the inner
structure of stock exchanges and their transition to a new market model—the company version.

Until recently, exchanges had been taken into consideration a part of the country wide identical



and therefore untouchable monopolies with a mutualized shape (Steil, 1996). This situation
turned into untenable given the increasing worldwide opposition bobbing up from new era and
regulatory reforms. Exchanges have been being driven to react more and more like other
companies seeking to maximize their income (Aggarwal, 2002). This transition to a company
version, unattainable some years in advance, is at the heart of the changes affecting exchanges
global. A natural query that arises right here is in regard to the outcomes of this phenomenon
on the functioning of stock markets and on their recently adopted strategies. The goal of this
paper is to expand a theoretical evaluation to allow for a higher know-how of inventory market
conduct. Some of the unique questions that we increase on this paper are as follows: (1) what
is the new role of exchanges? (ii) What determines their prices and sales? And (iii) what can

provide an explanation for their organizational evolution?

Answering the above questions is essential as it will permit a better knowledge of the evolution
of the monetary environment and the converting strategies followed through stock markets.
These problems have assumed extra importance with the increasing demutualization and
competition of markets round the sector, particularly in Europe (Schmiedel 2001; Lane, 2010).
Furthermore, numerous exchanges in Europe, in the U.S. And even in Asia have either entered
into or are thinking about projects of cooperation or consolidation with every other2. Our
analysis explains the characteristics of these specific corporations and sheds a few light on the
blessings and downsides of such initiatives for exchanges. This paper makes use of price chain
theory to illustrate how the functioning of the stock trade evolved within the context of the
brand new financial system. This technique has not often been tailored to the financial
enterprise, and most associated papers recognition on banks (Lamarque, 1999). Based on price
chain theory, this paper deconstructs the diverse ranges involved within the production of
exchanges and discusses their latest improvement and their destiny evolution. In this discussion
specific gamers within the fee chain are diagnosed alongside the capacity techniques that they
are able to adopt, and a new conceptual framework for information the modifications taking
place in the security enterprise is evolved. For example, we note the Memorandum of
Understandings (MOU) signed in February 21st, 2011, among the Brazilian Exchange and the
Shanghai Stock Exchange or the MOU signed in April 8, 2011, between the Bombay Stock

Exchange and the Osaka Securities Exchange.

The policy no. two offers a top level view of the security industry and offers a literature review
concerning the brand new definition of a inventory marketplace, considered as a company.

Section three gives the technique used. Section 4 analyzes traits in stock marketplace



functioning and examines their roles within inventory markets, prices and assets of revenues.
Section 5 gives the price chain and its implications for the security industry. Section 6 affords

a précis and end.

The authorities are operated the investing clubs all over the globalized market merging
investing clubs to non-investing clubs for the purpose of business volume expanded and sale
of the share are increases in the investing parties. Mostly stock investing clubs are business of
share on behalf and they are not going in the outside of the people that are interested for
investing their money in share traded business. In the stock exchanges industrial group are
changing in the business trend due to the changes in international market moving fastly to the
advancement and using the modernized technologies in their business that is the causes of the
business profit volume increases and business existing in the market. The business dealing in
share market using the proper planning and system then the business turnover is growing up
strongly and business expanded investor are very attractive. The investing clubs are investing
their money in stocks and including more items for selling for the increasing profit volume.
Basically investing clubs are working on their own basis and the new entering industries are
faces very difficulties and they are not happy with this system. The new entering industries are
very cautious and fear in the existing market business investor that are leading the share market
industry and the government policies. The merging stock exchanges leader ship is working
very hardly and the said the investing club are running with a systematic way and using the
advance technologies for gaining the maximum profit volume. New York Stock Exchange
(NYSE) has demutualized and went publicl. In December 2005 greater than 955 members of
NYSE approved the proposed merger of the change with Archipelago Holdings, a public listed
electronic exchange, and each exchanges end up subsidiaries of the NYSE Group Inc. (World

Federation of Exchanges2, 2005).

(Akhtar, 2001)Traditionally stock exchanges had been mutual systems with get admission to
trading flooring constrained to a few intermediaries - individuals. In addition, regulatory
obstacles developing regional or country wide monopolies covered trading commercial
enterprise. The mutual structure assured the protection of monopoly energy and the extraction

of monopoly rents as empirically observed by using Pirrong (1999).

New York Stock Exchange (NYSE) has demutualized and went publicl. In December 2005
more than 955 participants of NYSE approved the proposed merger of the alternate with



Archipelago Holdings, a public listed electronic alternate, and each exchanges emerge as

subsidiaries of the NYSE Group Inc. (World Federation of Exchanges2, 2005).

Traditionally stock exchanges have been mutual systems with get entry to buying and selling
flooring constrained to some intermediaries’ participants. In addition, regulatory barriers
developing regional or country wide monopolies covered buying and selling commercial
enterprise. The mutual shape assured the protection of monopoly electricity and the extraction

of monopoly rents as empirically found through Pirrong (1999).

Since the start of the ninety’s numerous stock exchanges have demutualized, specifically they
grow to be for profit businesses and opened ownership to out of doors traders. In addition, a
developing wide variety of exchanges have delivered stocks of their companies on the stock
marketplace they perform- a manner called self-listing- emphasizing at the identical time the
for-earnings and public nature of the interest. In the mid 90’s the wide variety of WFE
participants that have been for-income structures became round 10%, while in a 2002 survey
this range turned into sixty three% (WFE, 2003). Table I offers the ten largest inventory
exchanges within the international. All exchanges are already demutualized, eight have already
went public and the Spanish exchange already announced that it additionally intends to go

public.

Demutualization separates buying and selling and ownership rights diversifying the trade’s
shareholder base. The traditional proprietors of stock exchanges, members, lose strength and
impact in alternate selections. It is as a result natural that they have got resisted to
demutualization. Flecker (2005) reviews that the first try of NYSE to demutualize in 1999
failed because of the resistance of members. In this paper we deal with the query of the stock
exchanges demutualization. We need to put the reasons that make exchanges demutualize and
go public on sounder empirical footing. Given that demutualization technique has critical
outcomes on alternate contributors, we discover exciting to have a better know-how of the
motives behind the demutualization and flotation of stock exchanges. Additionally, little is
understood whether or not the stock change business share the identical motivation to go public
as “common corporations”. We intend to fill this hole by means of reading whether flotation
motives talked about for firms fit in stock exchanges.

Steil (2002b) points out that an excessive degree of direct competition between exchanges
makes it difficult for individuals to dam reforms and shield their intermediation rights, turning

into more open to governance reforms and outdoor ownership. In the case of NYSE, regardless



of being the most important inventory exchange inside the international it also confronted stiff
opposition. Domestic rivals have demutualized3, a few even went public like NASDAQ,
adopting a greater entrepreneurial mindset, and ECNs were gaining a unique fame. Since 1997,
the Securities Exchange Commission (SEC) has allowed them to provide facts dissemination,
charge citation and order matching mechanisms for NASDAQ securities; regulation on
Alternative Trading Systems in 1999 hooked up a regulatory framework to integrate
opportunity trading structures greater absolutely into the national market gadget.
Demutualization is noticeable as a reason for the reformation of investing clubs. Expanding the
investing club for the investing of investor money in stock market for their interest. The
investor can take the decision for feely tracking investing organization prospects without
limiting the conferred pastimes of investor. Hart and Moore (1996) display that due to the fact
the exchanges fight their enemy, outdoor possession of the alternate turns into greater efficient
than a contributor’s cooperative. Mendiola and O’Hara (2004) argue that the prices of
organizing as a cooperative within the new aggressive environment are greater than the
benefits.

(Islam, 2011) Several inventory exchanges had been overhauling their company governance
form due to a greater worrying competitive environment. A combination of things has caused
elevated strain stock market’ businesses. (1) The investment of the customer trend in stock
exchanges business, the stock exchange business investor getting back a large number of
competitor in market are competing their market share. (2) The rebuilt the stock market for
investing money, in a specific places in European market began with the single European stock
exchange market in investing money in market, however there are the many improvement in
stock market due to the advancement of the easy way to getting market share and competing
the enemy of their customer Now a days its huge changing in the business world due the
advancement of the resources and ways in UK and other European market, this advancement
of the resources is moving up the stock exchanges business from the backward and old
resources. Now the stock exchanges is getting the more profit on the basis of adding new
electronic inventions and removing the conflict in stock market business that are faces investors
(3) The advancement of the resources in stock exchanges business is more benefits and open
the more opportunities for investors. These resources is for investor to expanding the business
and increasing the profit volume and decreasing the lowest cost.

Remote club, digital order eBook trading, electronic verbal exchange networks, and the
internalization of order go with the float thru intermediaries have become all viable threats to

the conventional ground shopping for and promoting. The Stock holms bdrsen become the



primary inventory change to return back the result in the stock market that are after renewing
the stock exchanges the owner ship with in the currently in 1990s. After the getting best result
stock exchange owner ship the majority of the stock investing club replacing single stock
exchange, in this corporate system one member have a right one vote administrative form and
not for income orientation. In this restructuring of the stock exchanges of this method which is
complicated and critically as the merging the one stock exchange to another stock exchange it
differences in the official form that is running or moving the company profit volume is grow
thing in this the change system one person is equal one vote system, and obey the setting rules
and policies of the government structures.

The stock exchange business investor uses the advanced resources in stock market business for
gaining the more profit as comparing to market existing investors. The business technology
association help the stock market investor with financial and skill persons for demutualization
of the stock exchange business. The way is modernized making country government for selling
and buying business actives other countries or investors investor. To pursue enterprise
possibilities unrestrained with the aid of vested interest troubles to improving the way of
decreasing the cost and supporting the activities for profit margins instrument that are effected
the performance of the stock exchanges and able to defensive the competitor in existing market.
In the under eloping countries stock exchanges are moving to mutualized to demutualization
of stock exchanges. In the list of world federation stock exchanges, the fifty largest stock

exchanges mutualized to demutualize since from 1999 to 2003.

A large group of stock exchanges that are planned for converting mutualized to demutualized
twenty-five out of forty. In the same time a number of different stock exchanges demutualized
this ratio is very quickly increases ten to twenty-five. All the business of the stock exchanges
implemented in equaling terms and conditions for the running of stock exchanges club and uses
in equaling way to operating business. When all the stock exchanges structure implemented
the advanced and modernized technologies then the stock exchanges gaining profit highly and
the shareholder very happily to attractive stock market business. we take an experimental
important changing in stock exchange business, and that was uses in ancient period some
demutualized exchanges business partner and they starting following the right on purchaser
(showing fastly moving to growing position), while competitor bought a sizable investment
part in capital that are buying shares to buyers through an initial public offering list and
classically became get powered by the competitor. These are two organizations of owners own

(stylized) changes in their goal qualities investor of shareholder is a basically financial
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differences have interest., i.e. Inside the price of the sub branches, investor also callback their
marketable initiative association with the discussion and are accordingly complex to any
capacity bad outsider producer on their personal commercial enterprise due to finance
commenced by the change.

A few organizations expert’s kingdom that external possession is consequently critical if the
whole anticipated supporting of the emerging stock exchanges with each other, Scullion
(2001). The stock exchanges higher authorities are wanted to emerging in other stock
exchanges that are financially strong. A without a doubt demutualized change might be
improved placed if it organization is capabilities to remove the silent features for all investor if
you want to maximize their ability market capitalization and investor value. A record posted
by using The Organization for Economic Cooperation and Development get a further high
quality position on the impact of outdoor proprietors for demutualized exchanges. They are the
summarize in stock exchange standards alternate is probable to enhance the fee of inventory
stock investing clubs, in the investing club are producing power for the investor he / she
shareholder benefits thru using the modernized ways of their shape to perform extra efficiently.
The judgment to convert mutual to demutualize or straight to primary investor has specific
distance-accomplishing costs for the exchanges. Both economic and intentional features want
to be measured.

Take for instance the costs which might be related with the associate exchanges are contacted
with primary investor. A tactical inference to going public for the overview of an acquirement
overseas investment in the form of business in stocks market and in each orders, i.e. It now not
simplest enables the purchase of corporations, however entirely show of better options to be
taken over unhappily. Therefore, the high quality results of the stock exchanges go to the
interesting people whose are wanted to investing their money in stock exchanges then the
people are motived and interesting the investment in stock market then the stock exchanges
moving the high level of profit and strong the financial position the investor are very strong
and getting more profit. The concept of demutualization is used with great frequency in the
literature of stock market domain. In fact due to higher frequency with which the term is used
by economists, business consultants and academicians, some have suggested
“demutualization” of merely being the latest buzzword in Pakistan economy and stock market.
In the backdrop to it, the literature suggests that demutualization. Given the importance of
demutualization, the question of how demutualization of exchanges affects investor
participation (trading magnitude), stock index, market capitalization and listing trends of

companies.
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(Report, Jun 3, 2017)Early literature of corporate governance concerning organizational overall
performance is dominated by 3 predominant theories i.e. Shareholder’s concept, stakeholder
idea and innovation idea (Andrew M., 2002). Similarly, agencies also are categorized on the
idea of their goals and possession shape which includes private, guarantee and public
constrained groups

Nonetheless, the lack of research on demutualization/commercialization of exchanges and
strengthening of capital market approach that it is able to be capital market increase that entice
exchanges to shift their repute from mutual association to demutualization. To increase and
increase complete know-how approximately the position that increase of marketplace in rising
economic system from complete-fledged nearby stock change plays important position in
exchanges propensity to demutualize past previous evaluation, we reply to the call for greater
scholarly studies (e.g., Sia et al., 2015) with the aid of developing a conceptualization of
strategic alternate and capital market growth.

As a end result, demutualization of stock trade has remained arguable and open for similarly
research. This paradigm exchange monopolistic or close to monopolistic feature (see for
example Doede, 1967; Pirrong, 2000). For a long term, exchanges were together -owned
causes the rising ideas collectively with cross-list, possibility trading machine and repository
receipt. The modern takes a look at focus on demutualization in phrases of trade in possession
shape, governance shape and organizational dreams of stock trade. It specializes inside the
effect of demutualization on stock marketplace growth in Indian inventory exchanges. It
additionally proffers valuable guidelines for stock exchanges of various growing countries
which includes Pakistan. Using the insights won by using manner of linking contemporary
model and Akhtar, 2002 principle, we improve the literature by exploring solutions to a few
fundamental.

(The Wall Street Journal, 1999) The stock exchanges are working in market that showing the
image of the country in global market or other countries, if the image of the country stock
exchanges show is batter then the globalization stock exchange country increases the trust and
they investing their money in their countries and the profit volume, financial positioned strong.
Doede, 1967; Pirrong, 2000). For a long time, exchanges had been together-owned
organizations in which individuals were also proprietors of the exchange with all of the
balloting rights given via the usage of ownership. This monopolistic marketplace view of
exchanges became step by step obsolete during the last two decades because of effective traits

in the surroundings in which exchanges function.



The key drivers of adjustments within the environment of exchanges are technological
improvement, specifically the introduction of the Internet and the introduction of modern
buying and promoting systems, and political reform (Elliott, 2002). Indeed, globalization
contributed to growing financial integration on the countrywide and international tiers and to
lowering felony limitations to making an investment outside close by monetary markets. In
Europe, monetary competition modified into expanded with the aid of manner of the creation
of the European Monetary Union and the arrival of the Investment Service Directive in 1993,
replaced by the Markets in Financial Instruments Directive (known as MiFID) in 2007. These
directives aimed to harmonize European securities legal guidelines and law of monetary
markets and simplicity far flung get admission to buying and selling systems for traders in one
of a kind European member states.

With those adjustments inside the monetary environment, exchanges began to make focused
efforts to draw buyers and growth their marketplace percentage. They had to reconsider their
traditional ownership shape in desire of a structure which money owed for the evolving trade
surroundings higher (Aggarwal & Dahiya, 2006) and think again their enterprise techniques to
face developing market competition.

A growing number of exchanges (see Table 1) are opting to demutualize in the new
environment, transferring from at the same time-owned not-for-earnings groups into for-
earnings, investor-owned businesses. This manner gives the blessings of a separation among
shopping for and selling rights and possession when you consider that shareholders provide
capital to exchanges and get preserve of profits but do not need to conduct trading at the trade
(Aggarwal, 2002).

With demutualization, the goals of exchanges ought to, in precept, exchange from focusing in
widespread on the pastimes of individuals/marketers and preserving costs and investments
restrained to financing regularly occurring by way of contributors, to becoming groups that
maximize earnings via responding in an competitive way to purchaser wishes.

(Laura Padilla Angulo, 2014)There had been rapid modifications in business organization
guidelines and functioning shape because of globalization, Stock exchanges very smoothly
operate their business branches all over the world and using the advance technology and
electronic system for the business transactions that is very easily administration point of view
and not showing the any competition in world market. In the market same product industry
making branches for the increasing of sale volume and gaining the maximum profit due to the
globalized market system that are motivating to investors every places in the globalize world.

Globalization subsequently effects in improved business due to mergers and acquisitions.



Traditionally, inventory exchanges everywhere in the globalized world stock exchanges had
starting groping stock exchange or member their ownership branches raising the investing
money from the shareholder. The grouping of stock exchanges which is previous collecting
range the shareholders and provided them maximum share offering.

(Laura Padilla Angulo, 2014) Capital markets like creation of the automated buying and selling
in a share market, collectively due amount and completely measure of share value in
government assigning authority in Pakistan. imparting on line shopping for and selling to
customers whilst staying at domestic that even the bodily lifestyles stoof inventory exchanges
have end up asking result.

Starting of the nineties the maximum number of stock investing club in the all over the world
stock exchanging taking the step to merging with each other due to the modernized way of
trading in the stock exchanges business and updating the stock exchanges date store and using
in advancement of the technologies. In this study scholar has deeply analysis what are the main
issues or forces behind the mutualized stock exchange to change in demutualized stock
exchange there are the two main factor that are the effect on the stock exchanges performance.:
these forces are the advancement of the technologies of the stock exchanges and increasing the
profit volume (Williamson, 1999, Akhtar, 2002 & Serif soy, 2005). Determining, change the
mutual stock exchanges is way where the stock investment club change their share from simple
stock exchange shareholder in to the own industry or public share offering industries. Akhtar
(2002) The researcher give the researching results he said when the stock exchanges merging
mutual to demutualization then the mechanism or policy will be changed where the shareholder
have giving voting right on one share changed with one vote in the total number of share. This
system changed the mechanism in the stock exchange business dealing and ownership. In
Demutualized share of stock replace of shareholder due to the profit volume increases and
existing in the globalized market and attractive to the investor then the increases the shareholder
dividend on share profit. The uses of the this way in the stock market business as like advance
technology globalized trading system then the stock exchange market globalized business
market expanded and earning the maximum profit and growth country economy. (Aggrawal,
2002, Hughes &Zargar, 2006). The process of merging investing clubs that is supporting the
industry of share using the updated system and gaining the maximum profit follow up
advancement  technology  system (  Aggrawal, 2002, Lee, 2002 and
Mosry&Rwegasira,2010).These finder of their results is making prof of the producing new

buying and selling places of share entity is becoming the opportunities of the country economy



is maximum grow and gaining the profit of country stock exchanges is maximum and open the

more chances in globalize stock exchanges markets.

In the last historic data is showing the batter results of the demutualization of stock exchanges
the stock exchanges of share stock on concentration some of financial and share market analysis
for the better performance. This data of the analysis is not deferent of the share market of world
emerging countries of financial positions. Stock exchanges share where buying and selling, or
their financial data that are becoming the reason of their financial stamens are strangeness with
the IPOs offering industries or the investing clubs of all globalized country stock exchange
strong profit volumes, and the investing club without changing the system the financial growth
not possible. At least the finding the performance of the stock exchange result and difficulties
of the emerging stock exchanges, finding the problems that are facing to the demutualization
the stock exchanges. The analysis of this investigation of the demutualization of stock
exchanges required full filament of the necessary thing or not for the overall operating activities
that needed to merging investing clubs for improving the business activities for the profit
maximizing in the globalized investing clubs over the 1990-2010 duration. The observe takes
into consideration the instructional studies in addition to practical existence to signify the
elements and causes which have an effect on the achieving of the targeted plan to making for
the emerging stock exchanges and reaching the better position of the financial elements of stock
exchange in Pakistan. The investigated researcher is to measuring the performance of stock
exchanges that is the good for the demutualized stock exchange and the increasing the profit
volume over all the stock exchange market. British Journal of Business and Management
Research Vol.1, No.1, pp.106-one hundred fifteen, March 2014) The investigate researcher
find the differences between mutual and demutualization of the stock exchanges ownership and
set as decided achieving goals to create and funding the deferent projects of the administrative

point of view.

In demutualization the possession has been changed and the focused of the investment stock
club is effected on stock in stock club that are growing up and showing the different stock
exchanges organization. A number of different business dealing in a batter market, stock
exchanges and places of investor capital club. The stock exchange is place where the help of
the investor in set their stock that is easily for buyer and many other investors to want to invest
their money on the share of the companies. It is the great offering places for the investor for
raising money and adding the capital amount in their business. Usually, the stock exchanges

had an organization face to profit gaining industry. Determine a stock exchange trading



associations as the format of organization that is guaranteed of compotator not operating the
business independently. Traditionally, stock of share in exchanges is supposes as the stock
exchange agent and in easily word agent has been giving the chances that are considering their
friend or the shareholder of the mutual inventory club and subsequently, with the friendly a
better way give ownership and the organization choosing governed body of the stock exchange
(Akhtar, 2002). In such a shape, the one share holder and he has right one part of using the
board of director’s lection. The merging investing clubs are starting from the 1990s in the stock
market from the globalized market in the world in 1993. A number of stock investing clubs are
merging in the other stock exchanges in 1995. In the world more than fifty percent investing
clubs are merging with other investing stock clubs. The trend of stock exchanges mutual to
demutualize in everywhere in world and place in list with the international trade group that are
supported the world stock exchanges (2012), the international world stock exchanges control
group list 84% planned for the profit earning organization and reaming 45% are exchanged
own there place. Akhtar (2002) the stock exchanges trend moving to the demutualization due
to the advancement of the electronic sources and modernized way of the business in the all over
the world. In the demutualization the way is transfer mutual stock exchange near to decision
maker changed of the demutualization governance body. In demutualization define, investor
can’t motivated the stock of the share in marketplace as the paid much expenses. There are the
both ideas that determine the stock exchanges director polies. The first theory, was described
‘Adam Smith’s notion of the invisible hand,” in this theory was the main focusing the
shareholder wealth is the more and more, the trend is applicable in Anglo-Saxon countries
included of two countries one is USA and second is Europe. This test gives the idea of the
investing club that are growing due to the stock exchanges are demutualized form and up to
dated stock market information and stock activity positions. This exchanging activities
enforcing to changing the market trend and facilitate the customer and investor give substitute

way in the market of the economy zone.

(Islam, 2011) The demutualization of inventory exchanges is a current new phenomenon in the
monetary world with a records of approximately 20 years that means that until the early 1990s;
maximum of world stock exchanges had been non-profit, mutual companies with monopoly
power, owned by way of their individuals. Their maximum essential characteristic is a totally
robust and close identification between the proprietors of the stock change and its customers,
final consumers of its buying and selling offerings, due to the fact commonly, the owners are

on the same time its customers, sharing the income of the company in accordance with the



extent in their participation inside the possession. Due to the current years’ era enhancements
and competitive surroundings modifications, new opportunities alongside with new threats are
created for stock exchanges. As an answer to those new threats stock exchanges commenced
to exchange their ownership organizational form. Demutualization by means the stock
exchanges are very fastly growing profit volume and existing in the globalized market stock
exchanges that are operating their business in the stock market. This trend is current. The first
trade to demutualize became the Stockholm Stock Exchange in 1993, but with the useful
resource of the give up of the year 2000 intense extra inventory and futures exchanges had
demutualized, collectively with the Amsterdam Stock Exchange, the London Stock Exchange,
the Paris Bourse and the CME. On February 2, 2011 the authorities of Dhaka Stock Exchange
(DSE) has decided to demutualize the commercial enterprise as a way to curtailing the have an

effect on of retailers.

1.1 Research Gap

The previous study was limited factors that affect the financial performance of the
demutualized stock exchanges in the stock market. In current research determine focusing the
more other financial indicator that is changed the financial performance. These financial
indicators are controlling such as the strong command and investing money of the merging
stock market. In the last study the research examiner not clearly show what are the main
indicator are attack the firm profit volume is increases. The factor and hence the financial
performance. The main purpose of the research area that could be done is to find out the factors

that affect the financial performance of the demutualized stock exchanges.

1.2 Problem Statement

After the emergence of globalization network economy and alternative trading system physical
existence of mutual stock exchange became questionable. In order to integrate and upgrade
their technology stock exchange all over the world undertaken the step of demutualized.
Current study intends to find out the financial performance, capitalization growth

determination of demutualized.

1.3 Research Objective

1. To find out robust financial factor which leads towards demutualization.
2. To investigate robust capital markets which leads toward demutualization.
3. To compare financial and capital market performance of mutual and demutualized stock

exchanges.



1.4 Research Question

1. What are the basic financial factors behind the demutualized?

2. What are the basic capital market?

3. Is there any significant difference exist between financial and capital market

performance of demutualization?

Hypothesis
We hypothesize our study as:
H1: The reduction in market capitalization of an exchange due to outflow of investment
towards International market (Cross-Listing and Repository certificates) indicates a significant
influence on an exchange’s propensity to demutualize.
H2: The decrease in share trading volume of an exchange exerts a significant influence on an
exchange’s propensity to demutualize.
H3: The highly volatile index of an exchange exerts a significant influence on an exchange's
propensity to demutualize.
H4: Migration of listed companies (Cross-Listing) from domestic exchange to international

developed exchanges exert a significant influence on an exchange's propensity to demutualize



2 Literature Review

The research acclaims that CMA should not overplay its role as a supervisor/guider in order to
interfere with NSE plans. It convinces that the Government should play its requisite role in
facilitating the demutualization process. Further, the research can also be carried out in
ascertaining the impact of the process of demutualization of NSE on the investor confidence

and on lessons learnt from the NSE demutualization process.

Almajali (2012) conducted a study, in South Asia, to identify factors that were affecting
performance of a stock market. The period of data collection was 1997 to 2010, taken from
three South Asian; Pakistan, India and Sri Lanka. It was suggested to exist in the globalized
market and getting the maximum benefits in the stock selling and buying market, check and
control the forces that are effected the financial performance of the stock industry, controlling
the market factors that are needed to important role play on the country economy. This is very
truly, investor motived and self-confidence for the investing of the money in stock market. The
investor giving the preference more and more financial margin and trying to better benefits of
the international capital investors. Finding the results in the national and international stock
market data that is the enforcing the share cost and changing the market prices. The analysis of
the investing clubs is checking deference to the other merging stock clubs what forces are the
attack on the financial activities of the investing clubs Deeply researching the stock market
data and checking the financial position with the globalized stock investing clubs what are the
risk managing forces and important activates. The variables are: operating leverage, financial
leverage and the firm size. Researcher finding the results are not giving the batter output in the

future and the financial forces is not importance in this situation.

(Dr. Amal Yassin Almajali, Factors Affecting the Financial Performance of, 2012). Another
research was conducted for finding the results that are the effect the stock exchanges turnover
volume, when the turnover volume shows the strong the foreigner investor interested and
agreed the maximum level of investment money in stock market. (NSE). The study answered
three research questions: impact of demutualization on financial performance of NSE, impact
of demutualization on non-financial performance of NSE and impact of demutualization on
investor confidence in NSE. The study used descriptive research design in summarizing data
and performed comparisons of nonfinancial performance and investor confidence in NSE

before and after the demutualization process. The examine of the data of stock exchanges as



well as descriptive statistic result the stock exchanges mutualized and emerging stock
exchanges analysis before and the after emerging the result what are the situation of the stock
exchange financial position. It was found that demutualization had a positive impact on
financial performance of NSE. Demutualization had a positive impact on the following: market
capitalization, listings and revenues. But demutualization failed to improve the managerial
efficiency of NSE. The findings further directed that demutualization had also improved non-
financial performances of NSE. It was found to have enhanced the efficiency through trading
technologies as well as brought about some innovative new products, but also failed to reduce
the trading costs. Referring to the investor confidence, it was also revealed that demutualization
had improved NSE’s ability in protecting investor’s rights, increased liquidity and broadened
NSE’s investor base. But demutualization had failed to improve NSE’s responsiveness to
stakeholders. It was finally concluded that demutualization has been found to have had a mixed
impact on financial performances of NSE. It has exerted a positive impact on the non-financial

as well as investor’s confidence.

(Maryam Nazari Nafootil, 2013) Demutualization process through which a consumer-owned
mutual employer may shape a group stock organization. Investing in share stock club starting
as implanted strictly rules and follow up and getting maximum profit volume for long period.
They have been authorized to manipulate their functioning as a systematic body of the
organization. Supporting the advancement of the information and telecommunication system
that the bases of business electronic transaction is very fast and affordable. The idea of ground
buying and selling demolished and physical presence of trader changed into unimportant. It
considerably decreased buying and selling fee. The club price lost significance. As an end
result, significance of mutual dependence reduced. The result changed into demutualization

(Saha, 2005).

Traditionally stock exchanges had been mutual systems with get admission to trading flooring
constrained to a few intermediaries - individuals. In addition, regulatory obstacles developing
regional or country wide monopolies covered trading commercial enterprise. The mutual
structure assured the protection of monopoly energy and the extraction of monopoly rents as

empirically observed by using Pirrong (1999).

New York Stock Exchange (NYSE) has demutualized and went publicl. In December 2005
more than 955 participants of NYSE approved the proposed merger of the alternate with



Archipelago Holdings, a public listed electronic alternate, and each exchanges emerge as

subsidiaries of the NYSE Group Inc. (World Federation of Exchanges2, 2005).

Traditionally stock exchanges have been mutual systems with get entry to buying and selling
flooring constrained to some intermediaries’ participants. In addition, regulatory barriers
developing regional or country wide monopolies covered buying and selling commercial
enterprise. The mutual shape assured the protection of monopoly electricity and the extraction

of monopoly rents as empirically found through Pirrong (1999).

There are three ways are converting mutual to demutualization which includes complete
demutualized, supported demutualization, and mutual defensive agencies. In a full
demutualization, mutual company is fully changed right into a stock organization and purely
issued new shares, coins, or minimize credits are handed on to the strategic planner. In
subsidized demutualization, mutual company is absolutely demutualized and policyholder’s
individuals are compensated. The distinction is that inside the latter, mutuality is sold via an
inventory business enterprise. The mutual conserving corporation carries in part of a stock
company and partly of a mutual business enterprise. The members still personal over about

50% of company as an entire.

In history in the country of Stockholm of the stock exchange are demutualized in 1993The.
Following this many exchanges have demutualized such as New York Stock Exchange,
Chicago Mercantile Exchange, London Stock Exchange, Australian inventory Exchange,

Deutsche Borse, Toronto Stock Exchange, Singapore Stock Exchange to call a few.

This studies of previous literature that is comparing the finding values, these finding what are
the current exchanges financial position on effect the positive side. Stock market value effected
the positive side, and the what is financial instrument that is nearby the encashment value in a
year that are previous annual record from the twenty-four demutualized stock exchange and
twenty-six mutual stock investing clubs from 1990 — 2011. An information regression model
has been used to observe nature and significance of courting among inventory exchange
demutualization and measures of inventory marketplace liquidity (turnover fee and the fee of
quantity that is concerning with the country producing things. The findings the results the
merging investing clubs are suggested if using the advance method of business and using the
modernized technologies in the business activities then the stock market are gaining maximum
growth and earn the maximum profit that is the causes of the country financial position strong.

It is determined that the time among the automation and demutualization has the very important



role play in the country economy and gaining the high level encashment. The examiner
contributes to literature on financial market as it has documented a number of the key drivers

of stock market liquidity, riding monetary boom.

There are two conclusions. First, predictive strength of any model is dependent on when the
statistics is available. Second, predictive powers of linear transforms of a vector of ratios appear

to be robust throughout estimation techniques.

(Mazviona) 2014, throughout the world, stock exchanges initiate demutualization to empower
marketplace and to increase performance. However, the trend of demutualization maintains to
generate the debate amongst academics and coverage makers on the performance. Domowitz
and Steil posit that demutualization must bring about an advanced marketplace pleasant.
Otchere and Abou-Zied also report a development in market exceptional and profitability ratios

(as proxies by means of overseas investor-trading pastime) of

(Musikavanhu) 2014 Stock exchanges initiate demutualization in empowering market.
However initiating a debate amongst academics and policy makers. There is a school of thought
against demutualization by Lee, Kongden and Shleifer and Vishny. There is a question whether

demutualization has succeeded or not.

Aggarwal Mendiola and O’Hara, Aggarwal and Dhahiya found positive impact of
demutualization on the performance. On other hand, the researcher gives the opinion the
possession of the stock investing club is not batter due to the country operating higher authority
that are controlling the activities of the stock market. Outside ownership is attributed to short
time gains whereas collective decision making in latter makes insufficient stock exchanges.
Cybo-Ottone have seen demutualization as a must in changing shareholders and management.
Steil argued that changing exchange governance structure is not important. Demutualized
exchanges can provide same services and benefits. Kongden (1998) found that mutual
exchanges are capable of maximizing interests of both parties concerned opposed to
demutualized entities. (KAJUJU, 2005) Had two research questions; to identify benefits of
demutualization of Nairobi Stock Exchange and to analyze challenges of demutualization of

Nairobi Stock Exchange.



2.1 Demutualization

Demutualization is an approach to convert mutually owned company into a shareholder-owned
company. This conversion takes place when any company has grown to the point of issuance
of stock shares in order to expand (Carson et al, 1998). It converts a guarantee limited company
into a company limited by stocks. It also demutualizes a mutual exchange having one vote one
member into one vote per share. It changes structure of decision making from “consensus based”
to “majority based” making it a profit oriented company. Demutualization would separate
trading rights from ownership. Major drivers include globalization of capital markets, creating
an organization for mergers and strategic alliances, adoption of new technology, access to
capital, ownership risks, adoption of new corporate governance frameworks, and managing

conflict of interest (Ibid).

2.2 Agency Relationship

(Nawaz Ahmad, 2015) Serifsoy (2005) used a sample of 28 inventory exchanges from 1999 to
2003 in determining impact of demutualization upon overall performance of inventory
exchanges. The variables on this research have been performance and productiveness of
exchanges. The findings decided that demutualized exchanges are extra green than together
owned.

Serifsoy & Tyrell (2006) concluded that competitive pressures may increase the probability of
demutualization as well as outsider owned exchanges have better tendency to country economy.
Mendiola & O’Hara (2003) investigated consequences of trade in governance structure at the
overall performance of inventory exchanges. The overall performance become measured
through consideration of accounting statistics and go back performance. The outcomes
indicated that performance of exchanges changed into improved after the alternate in
governance.

Tang & Linowski (2010) also investigated evolution of Chinese Stock Market. They used
qualitative analysis of reforms of the country owned corporations with three primary levels
over the past thirty years. The pattern markets were stock marketplace, bonds market and
futures marketplace.

Worthington & Higgs (2006) determined marketplace dangers in demutualized self-listed
exchanges. The sample blanketed 4 exchanges i-e Australian exchange, Detuche Boris, LSE
and Singapore Exchange. The variables have been index returns whereas version used become

bivariate MAGARCH to be able to estimate time varying betas till June 2005. The results



indicated that over this term beta have been notably strong as demutualization did now not
growth the risks.

Elliot (2002) analyzed demutualization from a regulatory attitude a good way to apprehend the
nature of demutualization along with what drives the method, its effect and consequences for
demutualized alternate.

Christianen & Koldertsova (2009) Recommended that exchange might play at the advent of
Demutualization as exchanges have become earnings businesses. Ritter & Welch (2002)
determined the character of IPO interest, its pricing and allocation. The studies investigated
why corporations go public, why there may be an underpricing, how underwriter pick out first
day investors and IPOs carry out. The effects observed that market situations were vital in
finding out to move public.

Jain & Jain (2010) tested the impact of competition, demutualization and automation on
enterprise of economic exchanges. The model used worried three players: participants,
knowledgeable and uninformed traders.

Davis (2007) examined demutualization system in Australian credit union. He mentioned
reasons for social effects, design of demutualization legislation and forms of demutualization.
Moore & Hart (1996) compared governance of externally owned exchanges and exchanges by
member owner. The research furnished framework for thinking about governance of exchanges.
Donegal (2010) discussed Cross Border investments. He finished a case have a look at of
BM&F BOVESPA to research governance shape of BM & BOVESPA as well as protection to
foreign investor.

Emerging Markets Committee of the International Organization of Securities Commission
(2005) tested if there had been situations within exchanges of rising markets to perform
demutualization. The survey determined whether the exchanges have been in procedure of
demutualization.

Morsy & Rwegasira (2010) examined whether Demutualization program brought about
marketplace efficiency. It turned into determined that demutualization did now not improve
overall performance of equity but it precipitated an improvement in seven out of 16 markets.
Schmiedel (2002) tested revolutionary changes in productivity of European inventory change
the use of non-parametric frontier technique. Results indicated increase in productiveness at
some point of trial period, determined by means of technological innovation. It determined that
technological development might be a signal of enterprise sector in restricting value

manufacturing.



Schmiedel (2001) explained technical inefficiency of inventory exchanges and its scope in
Europe. An unmarried step of stochastic cost frontier changed into used. European exchanges
progressed their capacity to efficiently manipulate manufacturing and use of the sources.

Lee (2002) made logical predictions concerning future developments. It covered 4 essential
themes: statistics, enterprise, authorities and politics. The predictions about the worried regions
had been supported with causes of why predicted effects would result.

Lee (2003) tested special alternatives and documented six sections. In first, key elements were
pick out for survival and development of emerging stock markets. The second section
addressed issue of self-enough exchanges in isolation. The be counted of alliances between
exchanges was discussed in third segment. In fourth segment, expenses and advantages of
merger turned into discussed. Fifth segment mentioned reflections on benefits and drawbacks
of demutualization of exchanges. Brief conclusions were in ultimate segment. Contreras (2009)
additionally analyzed blessings of demutualization referring to 4 exchanges i-e two from
Europe, each from North America and Asia. The variables have been financial indicator, trade
volumes and alternate in ownership. It concluded that demutualization expanded sales, value
effectiveness and normal overall performance.

Lai C., Mc Namara J. & Yu Tong (2009) determined results of demutualization upon IPO of
agencies and analyzed underpricing as well as lengthy-run stock overall performance. It
determined better demutualized underestimation due to a growing call for for marketplace
players and the size of offers.

Morsy (2010) supplied issues concerning implementation of demutualization. The have a look
at emphasized that it was important for policy makers to connect demutualization to nature of
inventory change. The technique should consist of lifestyles, conduct and its courting with the
market.

Aggarwal & Dahiya (2005) additionally tested effect of demutualization upon inventory
exchanges. They discussed that changes of demutualization should be pushed via technological
and business particular elements. Results discovered an development in performances with
admire to shareholder returns. Classen, Lee & Zechner (2003) investigated destiny of inventory
exchanges in EU accession countries and documented 4 sections. The first supplied summary
of inventory marketplace development in EUACs. Second addressed degree of
internationalization of fairness markets. Third included number of strategic options and quick
conclusions had been within the closing section.

Altaf & Cospromac (2009) tested effect of possession structure on overall performance of stock

change. They in comparison London Stock Exchange and Hong Kong Stock Exchange the



usage of descriptive statistics. The outcomes had been aligned with Aggarwal (2006), Mendiola
and O'Hara (2003) and Hartand Moore (1996).

The study of Ritter & Welch (2002) concluded that many IPO phenomena were not stationary.
Krishna Murti et.al (2003) observed impact of organizational structures on stock exchanges.
They compared two similar exchanges in Indian NSE and Bombay stock exchange. NSE
provided a better quality market comparable to Bombay Stock Exchange.

(Dr. Amal Yassin Almajali, Factors Affecting the Financial Performance of, 2012) In the
country of Jordanian insured companies was starting with the collaboration to Egyptian
insurance sector 1946. In 1956, first time the agencies of insurance met with other Insurance
Companies had been founded by the country government. (Insurance commission, 2007).
Jordan consists of 26 licensed insurers. Sole insurer is allocated to life insurance.
Recommended that exchange might play at the advent of Demutualization as exchanges have
become earnings businesses. Ritter & Welch (2002) determined the character of IPO interest,
its pricing and allocation. The studies investigated why corporations go public, why there may
be an underpricing, how underwriter pick out first day investors and IPOs carry out. The effects
observed that market situations were vital in finding out to move public.

Jain & Jain (2010) tested the impact of competition, demutualization and automation on
enterprise of economic exchanges. The model used worried three players: participants,

knowledgeable and uninformed traders.

2.3 Firm Performance

Company performance is referred as measurement of what has been achieved by the company.
The purpose of is to get useful information relating funds, effectiveness and efficiency. It can
motivate managers in taking good decisions. Company performance is important. It has been
achieved by any individual or a group in an organization. Performance is a function of
organization’s ability in gaining and managing resources. Firm preforms measuring the two
ways first way of measuring performance on the company’s earnings profits, and other
resources the company get the maximizing sale volume and second way measure the
performance of the company that are not concerned with the financial side, these four factors
are check the company performance trust of the customer on your product and motivated, how
much your product is competing the competitor product, and how many new innovated

products are introduce the company product.



2.4 Measures of Financial Performance

There are measures of financial performances. However, financial economics literature
contributes the specific volume of the stock market of selling that is the base of the stock
industry ruing the activities of the busies on the basis of well-organized system as the
globalized stock exchange industry then the stock market in the form of the strong financial

position. (Jensen, 1990).

2.5 The Primary Ratios

Primary ratios for analyzing performance of market some basic ratios that are giving the results
of the markets performance. The main primary ratio is the define the who much company earn
profit volume, where is the company standing sale volume. These ratios are explaining the rate
of return for market computation on the behalf of and its investor along with the cost at which

the company growth value (Harrington, 1989).

2.6 Forces are effecting on the company financial position

Empirical literature studies how many forces are effecting on the company profit volume and
how many forces are effecting on the operational activates. These factors are chosen as they
are the appropriate ones in Jordanian context. Others word, evaluating the activities of the
Jordan insurance companies on the historical data.

(Dr. Amal Yassin Almajali, Factors Affecting the Financial Performance of, 2012). In it the
working is booming up at this level of the possession ship position. Liargovas & Skandalis
(2008) were meant to briefly explaining the complete studying for the Greek stock industries
from 1997- 2004. The important of the forces are attacking the working on the stock investing
clubs. They showed that leverage, location, export activity, size and index for management
competence considerably affected the performance in Greece. Thus, size really matters there
are not the values of the firm performance effecting forces. Antoniou et al (2007) researcher is
finding what is the value of money have investor to investing in market of share for earning the
maximum profit. (i- United Kingdom or United States) and bank-oriented economies (i-e
Germany, France and Japan) determined capital structure. Study located that leverage ratio
became undoubtedly suffering from tangibility of belongings and size of a corporation,
however declined by way of an boom in its profitability, share fee performances. Leverage
ratio changed into additionally tormented by market situations. It was determined French
companies were quickest in adjusting capital systems toward target stages, while Japanese were

slowest.



Tarawneh (2006) categorized the financial institutes of the stock investing clubs on the basis
of economic features located by economic ratios. The five financial institute are working with
large number of branches for the merging stock exchanges. It became observed that banks with
higher overall capital, credit, deposits and total assets did now not have profitability overall
performance.

The have a look at consisted of coverage Companies' enlisted at Amman stock Exchange at
some stage in 2002-2007 which counted 25 coverage enterprise as a take a look at sample. The
take a look at turned into supposed to give an explanation for fundamental principles of observe.
The accumulated facts targeted business enterprise leverage, organization liquidity, enterprise
age, company length, business enterprise control competence index and monetary performance
via calculating (ROA). ROA become one among extensively used financial fashions for
measuring overall performance evolved through Dupont in 1919. ROA decided agency’s
potential in making use of its property (Tangen, 2003).

Agiomir giannakis et al (2006) used the ratio that is showing the value how much assets have
company that is earning the profit volume, less or the over value of the asset showing the
performance of company financial statement. The other ratio is showing the how much debt
are uses the company management. How much the assets company uses in the cash form and
pay the how much liabilities to the other parties. (Robust Factor Models with Explanatory
Proxies, March 24, 2016) Numerous methods are advanced in literature in order to estimate
common elements, comprising major additives analysis (PCA, e.G., Connor and Korajczyk
(1986); Stock and Watson, (2002a)) and intense probability estimate (MLE, Doz et al. (2012);
Bai and Li four (2012)), Kalman _ltering (Doz et al., 2011). Static thing version became
exclusive from dynamic thing model.

Connor et al. (2012) measured a model where loadings have been dependent on set of
characteristics like marketplace capitalization and rate income ratio. They projected kernel
based totally technique in estimating loading matrix. It changed into located that stepped
forward estimation of things changed into important for predictions and projections. Bai and
Liao (2016) demonstrated that correct estimations of things can enhance out of pattern forecasts.
There determined a significant literature on predictions based models.); Kim and Swanson
(2014); Cheng and Hansen (2015), and lots of others. According to (Wahid, October 2017), it's
far a reality that latest economy is a globalized understanding based economic system that has
been primarily based on 3 pillars; concord, integration and convergence. Any organization can't
prosper without these pillars Fleckner, 2005). Likewise, the organizations which aren't constant

in time period of novelty and value addition, they can't live on within this information primarily



based economic system (Tahir & Sial, 2013). Similarly, stock exchanges are the felony
foundations that provide to traders and brokers for trading activities. Stock exchanges and
inventory marketplace are considered nearly comparable as they provide services and products
in phrases of securities as well as bonds. It can be concluded that inventory exchanges offer
marketplace facilities for buying and selling and regulations (Akhtar, 2002; Andrew, 2002).
Usually, inventory exchanges were taken as mutual association that had been Not for Profit
Organizations (NPOs), and have been measured as “club of agents” (Akhtar, 2002). NPOs are
constructed around “offerings transport” to gain larger societies. So, these agencies are
typically recognized as “colorful actors of civil society” (Hall, 2004). Stock alternate offers a
platform for the safety buying and selling. It regulates the front line and acts as a facilitator of

monetary boom or studies (Akhtar, 2002).

2.7 Pakistan business review oct 2017

At the appearance of Nineteen Nineties, majority of the stock exchanges modified their
reputation to income orientated business enterprise-public limited businesses (Aggarwal &
Dahiya, 2002). This paradigm is known as demutualization. It is a way by which member-
owned exchanges turns into shareholder-owned enterprise (Polman, 2002). Demutualization
will increase financial assets with the aid of IPO and acquires improved technology for a
maintainable enterprise. The motives of demutualization consist of globalized market vicinity
so that it will encourage pass-border list (Tahir & Sial, 2013), fast progression in IT (Akhtar,
2002) and portfolio flows (Abou-Zied, 2005).

Demutualization reforms governance configuration from one vote in step with member to at
least one vote in line with percentage (Akhtar, 2002). Likewise, demutualization shifts member
of inventory exchanges to board of administrators, who are elected by using shareholders at
once (Akhtar, 2002; Islam & Islam, 2011; Morsy, 2010 and Tahir & Sial, 2013). Exchanges
must earn based on their very own monetary resources. This may additionally create steady
strain on stock exchanges so that it will grow and make bigger groups for gaining profit
(Aggarwal & Dahiya, 2002 and Azzam, 2010).

Aggarwal (2002) argued that the thought of corporate governance is the major gain of
demutualization. It is defined as “a set of procedures, customs, practices, policies and laws that
without delay have an effect on the way an agency paintings and change operating system of
the investing clubs”. The historic data has helped the mainly of the demutualization of stock
investing club an inventory exchange in enhancing corporate governance (Fleckner, 2005; Steil,

2002, and Williamson, 1999).



The other ratio is showing the how much debt are uses the company management. How much
the assets company uses in the cash form and pay the how much liabilities to the other parties.
(Robust Factor Models with Explanatory Proxies, March 24, 2016) Numerous methods are
advanced in literature in order to estimate common elements, comprising major additives
analysis (PCA, e.G., Connor and Korajczyk (1986); Stock and Watson, (2002a)) and intense
probability estimate (MLE, Doz et al. (2012); Bai and Li four (2012)), Kalman lItering (Doz

et al., 2011). Static thing version became exclusive from dynamic thing model.

2.8 Concept of Financial Performance

According to (Maleya M. Omondi, 2013) Almajali et al (2012), the overall performance of a
corporation may be assessed in three dimensions. The first is its productivity. The 2d is the
profitability size and the 0.33 is market premium (Walker, 2001).

Cohen, Chang and Ledford (1997) finding the values are using gaap for the stock exchanges
profit in the financial percentages that are the play important roles in the finding results for
stock investing clubs existing places where buying and selling of share, investor trying
maximum profit volume and existing the globalized market that is the support the country
economy. Clarkson et al., 2008), Return on Equity (ROE) (Bowman and Haire, 1975), and
Return on Sales (ROS) (Stanwick and Stanwick, 1998).

2.9 Leverage

Using the stock exchanges money from getting financial institute for the business purposes.
The debt money from the financial institute that is the supporting the shareholder growing
financial health, and save the market risk and compotator competing product. (Pandey, 2007).
Gupta et al (2010) has recorded the references in the researching books that are show the
differences stock investing clubs using the debt getting from the financial institutes and what
is the maximum level of profit gaining that are showing the financial position of the companies.
Finding the results that is consistently show the investor financial health position. (Upneja &
Dalbor, 2001). According to exchange-off concept, debt stage might also balance is the very
importance in the business that is very supporting and growing up the companies to maximum
profits side

2.10 Liquidity

Liquidity as the existing cash for close to future, keeping in view the financial obligations
conforming to that period. Liargovas and Skandalis, (2008) argued that the firm can make use
of liquid assets in financing its investments when external finance was unavailable. Conversely,

better liquidity can allow to cope with the unexpected eventualities in addition to to address



obligations during low income. Almajali et al (2012) discovered that business enterprise’s
liquidity had a crucial effect on financial performances. The result observed that coverage
organizations have to boom present day assets and have to lower liabilities. In contrast,
Jovanovic (1982) has cautioned that quantity of liquidity may additionally enhance

entrepreneurial performances, however lots of liquidity do more damage than the coolest.

2.11 Company size

Studies have shown that a employer length can also expect future inventory’s charge (Simerly
& Li, 2000). Hvide and These (2007) concluded that larger agencies had better performances.
Flamini et.Al (2009) argued that bigger corporations had been more competitive as compared
to the smaller ones in harnessing the economies of scale. They loved greater stage of earnings.
Athanasoglou et al., (2005) declared that the boom in the corporation’s size improved overall
performance of the financial institution. Almajali et al (2012) claimed that length of corporation
might also have an effect on economic overall performance. However, for sure huge-sezed
groups corporations, the effect of their length could be terrible due to bureaucratic in addition

to other reasons (Yuqi 2007).

2.12 Companies’ age

Examining relationship among age and monetary performance has been seen to be appropriate
for concept and exercise. If overall performance declines as a corporation grows older (Loderer,
Neusser, and Waelchli, 2009). Sorensen & Stuart (2000) claimed that a agency’s age influences
its overall performance. Liargovas and Skandalis (2008) additionally suggested that older
businesses had been extra professional on the grounds that they commenced playing
advantages of studying. Loderer et al, (2009) pronounced tremendous courting between age
and profitability. Malik (2011) carried out a look at in Pakistan and found significantly effective

courting between the two.

2.13 Benefits to the Stock Exchange

The merged stock investing club have advantage of synergies. For instance, one in every of the
most important opportunities is to lessen cost (Philips et al., 2014). In this era of era, there is a
trend to put money into new technologies for being competitive. The inventory exchanges are
growing their investments that allows you to fulfill needs of traders. The price of
implementation is high but whilst inventory exchanges are merged, their change will increase
resulting in discount of marginal fee in line with exchange. A quick response is the help of the
all the data of stock exchanges arranging by systematically running when the emerged NYSE

with London stock exchanges (Aggarwal & Dahiya, 2006). Furthermore, trends inside the



generation have allowed the exchanges to reduce the charges in their trading structures and to
manipulate purchaser’s decrease buying and selling fees (Hasan, Malkamaki, & Schmiedel,
2002, and Lee, 2002).

Through mergers, exchanges have become capable of exploit economies of scale in order to
deliver enlarged shareholder values as well as to reach control places in stock markets. The
findings concerned that turnover volume has growing by 40% and bid ask spreads were reduced
by 21%.

2.14 Advantages of the Listed Companies

Chemmanur and Fulghieri (2008) defined how effect of mergers can be benefits for the listed
companies. The important benefit is known as improved in purely cash form. Purely cash form
can be defined as the ability of market in executing instructions in a well-timed way without
having striking effects on the prices.

Liquidity is essential for companies that purpose of reducing expenses on investment money.
At points, where turnover rate is increases, the definite stock market rate to sell along with a
low proposal sell range. This may also assist investors who might be willing to sell stocks
efficiently. While analyzing U.S exchange mergers, Nielsson (2009) argued that bid ask
spreads were reduced and exerted better liquidity.

Liquidity increases with an increase in potential investors. The market may moderate the effect
of large, discrete trades on future price movements. Improved liquidity may reduce information
as well as non-monetary transaction cost. Direct costs may also be decreases which can
encourage stockholders in growing business activity (Nielsson, 2009). Liquidity has enhanced
as market’s insecurity has been reduced, permitting investors to trade more vigorously.
Companies, around the world, always favor listing their shares in the market. Additionally,
Nielsson (2009) related the effect of liquidity to numerous companies’ features, like overseas
stock market growth trend, Strength of company as well as the listing locations. Nielsson states
that for those companies who do not have prominence in the foreign markets, turnover is
comparatively higher because of the reduction in transaction costs as well as due to higher

degree of trading volumes.

2.15 Advantages for the Stockholder

For the stockholder, a huge advantages of investing club that demutualized was the chance to
business with other investing tools in present advanced technology in stock market greatest
benefits of having stock exchanges demutualized technology-friendly stock market alongside

with improved liquidity and cost at a much less expenses in business deal expense.



Pagano and Padilla (2005) showed that merger of Paris and Amsterdam has recorded
noteworthy increase in trading volumes and significant decrease in trading fees. The study has
highlighted beneficial impacts for investors in terms of minor post-merger trading cost.

Investors also have benefited from a broader selection of the financial instruments that has
allowed superior risk reductions through diversification (Kothari, 2008). Investors have tended
to trade with higher number of investors in order to ensure market breadth as well as depth,
advanced probability of deals (closing), lesser bid ask spreads, and the transaction costs

(Economides, 1993).
2.16 Arab Stock Markets

In the modernized economies countries are very fastly growth in stock exchanges business
(Claessens, Djankov & Klingebiel, 2000). The emerging Arab market exchanges have tracked
strategies of internal growth rather than the progression through cross-border consolidation
(Kabir & Jung, 2007). That is the important issued in the Arab countries the online trading
system is not strong and the government is not uses the batter policies uses in the stock
exchanges business. This is the main reason for the economy weak as comparing to other
developing countries. This bad effect of the Arab countries economy that cause international
business man are not investing their money in their stock houses. Than the other develop
countries economy for creating the critical situations in the year nineteen hundred and sixty for
the policy making authorities. Their focuses on stock and commodities market for the
modernized and uses the advance technologies in their business. (Paltrinieri, 2012). The main aim
of the Emiratis countries higher authorities to become a central point of UAE for Persian Gulf. The
Arab country government is working for the UAE is become a bridge for the east and the west
countries. Inthe UAE is two type of authorities are operating the stock trading system one is wanting
the internal system should be strong and second authorizes are wanting the international business
person are investing their money in their stock exchanges. This two type of authorities are not
operating the stock exchanges trading system batter way that is the cases of lowest profit ratio as
comparing the other world federation stock exchanges in the world. If the two authorities are
combined and emerging their business activities then Arab countries exchanges gaining the
maximum profit volume. This notion has explained why the most Arab exchanges were of
imperfect size and liquidity (Paltrinieri, 2012).

For US market, the factors of share prices were initiated by Collins (1957). He has identified
projecting factors affecting the share prices in US i-e operating earnings, net profit, as well as

book value. Ever since, theoretical and empirical literatures have evolved considering



determinants of the market price of shares. Irfan and Nishat (2002) have identified certain
factors that have exerted several effects and impacts on share prices in Karachi Stock Exchange.
The chosen period for the study was from 1981 till 2000. Along with the mentioned factors,
the study has employed cross-sectional weighted the least square regression. The study has also
analyzed the significant impact of specific six variables that include the following: dividend
yield, size, asset growth, payout ratio, leverage as well as the earning volatility on the share
prices. Of all the above mentioned, the variable of payout ratio, size, leverage and the dividend
yield has emerged as significant elements that are meant to affect stock market prices in the
city of Karachi. This study and its conclusion has suggested that any firm or any company’s
specific factors are essential in exerting significant impact on the price of shares in the market.
In the same manner, another study conducted by Das and Pattanayak (2009) has examined
thirty shares constituting Bombay Stock Exchange (BSE) Sensitivity Index as to research or
examine the prevailing elements which are affecting the stock rate actions. The evaluation of
the have a look at has revealed that the better profits, growth possibility, go back on investment,
as well as the favorable valuation have positioned forth high-quality impacts on marketplace
fees of stocks while the better dangers and volatility have appreciably inverse influences.
Structuring at the identical strains, Nirmala, Sanju and Ramachandran (2011) have applied
panel statistics. They have tested general of 3 sectors such as car, healthcare as well as public
sector undertakings. The noticed duration is between 2000 and 2009 to deduce main factors
influencing share prices inside the country of India. The take a look at has hired revised squares
techniques. The observe discovered that dividend, rate-profits ratios and the leverages were the
primary determinants.

Continuing discussion, Khan et al. (2011) has analyzed impact of policy of individuals on Stock
fees in the u . S . Of Malaysia after elements like profits in line with share, earnings after the
tax and return at the fairness. This research has applied fixed in addition to random impact
fashions on the panel data for overall of fifty-five companies indexed at KSE-one hundred
Index in the course of 2001 to 2010. Results have been revealing that dividend yield, profits
per percentage, go back on equity and the earnings after tax have been definitely related to the
inventory prices whereas retention ratio had very poor relation with fees and meaningfully
defined versions in stock marketplace costs.

Liquidity is essential for companies that purpose of reducing expenses on investment money.
At points, where turnover rate is increases, the definite stock market rate to sell along with a

low proposal sell range. This may also assist investors who might be willing to sell stocks



efficiently. While analyzing U.S exchange mergers, Nielsson (2009) argued that bid ask
spreads were reduced and exerted better liquidity.

Liquidity increases with an increase in potential investors. The market may moderate the effect
of large, discrete trades on future price movements. Improved liquidity may reduce information
as well as non-monetary transaction cost. Direct costs may also be decreases which can
encourage stockholders in growing business activity (Nielsson, 2009). Liquidity has enhanced
as market’s insecurity has been reduced, permitting investors to trade more vigorously.
Companies, around the

Another focused examine on the above theme alongside few other manipulate variables on the
share charges have been analyzed by way of Okafor and Mgbame (2011) in Nigerian market.
In the research, multivariate regression evaluation changed into applied on almost 10
corporations for an 8 yr period from 1998 until 2005. Results have found out a profound bad
impact of the dividend yield on share fees and their adjustments while the dividend payout has
shown inconsistent results of both effective in addition to bad relationships. But Baskin (1989)
cautioned terrible relationship between dividend yield and the dividend payout on charge
changes associated with stocks. This is broadly speaking attributed to dividend irrelevant
speculation and concept among investors that the dividend bills were the final results of beyond
performances of companies in preference to the reflection in their destiny performances.
Comparable views associated with irrelevance concept of the dividend changed into also
expressed with the aid of Uddin (2003), Denis and Osobov (2008) and Chen and Dhiensiri,
(2009) at some stage in their studies of Bangladesh, New Zealand and Nigerian market
correspondingly.

Another great or high-quality factor of stock prices emerged in studies conducted with the aid
of Balkrishnan (1984), Zahir and Khanna (1982) and Sharma (2011) turned into called book
cost per share. The studies additionally cautioned that the advanced e book cost consistent with
percentage depicted a complete economic overall performance of organization because the e
book value is a main illustration of funds of an owner. This has affected inventory costs in a
completely high quality manner. An assessment of above referred to research and findings have
cautioned that the corporation’s particular elements (regarding internal factors) have
noteworthy impact on market fees of shares. This confirmed that investors have been with no
end in sight analyzing the performances of agencies to base their choices of destiny investments.
This is broadly speaking attributed to dividend irrelevant speculation and concept among
investors that the dividend bills were the final results of beyond performances of companies in

preference to the reflection in their destiny performances.



Contrary from above Somoye, Akintoye, and Oseni (2009) have carried out survey studies
inclusive of a hundred thirty organizations traded in Nigerian stock alternate between the
durations from 2001 to 2007 in studying effect of numerous macro-monetary elements on
market charge of stocks. The research has hired OLS regression as well as regressed stock
charges at the profits according to share, gross home product, dividends in step with share,
lending interest charge, foreign exchange charge on inventory costs and oil fee. All variables
were revealing nice correlation to the stock fees with exception of presenting interest charge
and the forex rates. Parallel findings have been reverberated through Zhao (1999) as he has
studied relationships amongst inflation, commercial production and stock costs in Chinese
economy. The period included from 1993 to 1998. Results have proven negative courting with
both variables that have been studied on the market rate per percentage.

In the intervening time Al-Qenae et al. (2002) has made essential contribution to this topic
while learning on GCC marketplace. He analyzed impact of results of profits as well as other
macroeconomic variables on inventory charges of Kuwait Stock Exchange. The chosen
duration changed into among 1981 and 1997. Macroeconomic variables had been tested
inclusive of gross national product, interest rate, and the inflation. The have a look at has found
that income and GNP were, too, undoubtedly related to the stock charges (Midani, 2001)
whereas inflation and interest quotes had been confirmed a completely sizeable bad effect on
stock charges in Kuwait town. The cause credited for this impact shared turned into that the
Kuwait percentage market changed into extremely attentive to attitudes of public in addition to
outside events. This has recommended intense warning and scrutiny of the external elements
by means of Kuwait’s residents while grounding their investment choices. United Arab
Emirates (UAE) economic system became considered for study at some stage in 1995-2005 on
the way to infer maximum sizeable elements affecting the stock prices in respective market
(Al-Tamimi, Alwan, & Rahman, 2011). The traditional least squares regression were revealing
that the income according to proportion had a momentous effect at the stock expenses in UAE
accompanied by the money deliver in addition to the GDP. It cautioned that traders trusted
profits in line with percentage so one can judge competence and reliability of any company,
for this reason it changed into endorsed to undertake those steps which could increase profits
per share of the organisation. Similar studies have been focusing an effect of macro-monetary
variables on the share fees were also studied with the aid of Mukherjee and Naka (1995),
Chaudri and Smiles (2004) and Allahawiah and Al Amro (2012).

An evaluation of research discussed earlier on investigation of distinguished elements that had

been affecting percentage charges has revealed that dividends, the earnings per shares, the ratio



of charge profits, debt policy, GDP and employer size held sizable roles in swaying the
identical. This recommended that the dividend paying corporations have been higher valued
by using the enterprise buyers as each of the traders preferred dependable dividend policy. Also
the stocks indicated that such organizations might have a promising destiny. Leverage became
additional vital detail that changed into affecting proportion costs and counseled that buyers
attached greater fee to the ones corporations which employed less debt as accelerated debt
minimized profits of stakeholders. Stakeholders desired corporations which had excessive
earnings according to percentage as it ensured a well return on stocks. Return on Equity
changed into assumed to be protecting a essential role as it confident shareholders the amount
earned on investments. In spite of emergence of many researches, findings revealed blended
opinion regarding their high quality or the bad have an effect on every made on marketplace
expenses. It became additionally could not discover a widespread consensus in factors scary
marketplace charges of shares as they have been joint results of micro and macro elements. A
gap become noticed in areas that have been analyzed, and a review of studies has proven
absence of research on mentioned subject matter in Bahrain economic system. The research
could therefore fill gaps by means of engaging in a very comprehensive have a look at of eight
groups’ specific factors like profits in keeping with percentage, dividend in step with
percentage, dividend yield, e-book cost according to percentage, rate profits ratio, debt to
belongings, and organization length so as to decide the quantity of impact on proportion prices
in economy of Bahrain. In academia, the outsider possession at stock exchanges changed into
predominantly analyzed using a social welfare angle. The maximum substantial theoretical
involvement turned into by way of Hart and Moore (1996). They have discussed situations of
opposition in addition to of broking composition which made adjustments from the mutual to
an intruder-owned social welfare. The simple pricing version proposed by Hart and Moore’s
established that an interloper-owned governance structure was communally leading over the
mutual structure whilst there existed high stage of competition or a high degree of heterogeneity
most of the members of a business enterprise. An empirical input turned into made via
Krishnamurti et al. (2003) who have in comparison market pleasant of Bombay Stock
Exchange with National Stock Exchange, which turned into a demutualized trading venue.
Another issue of literature is devoted to regulatory issues that have been emerged, because
some of the exchanges undergoing demutualization procedure historically regulated trading
markets. This has raised issues with the aid of participant’s industry whether business pursuits
of a income change might collide with the tracking effort on the way to make sure honest

behavior of trading. Authors like Pirrong (2000), Karmel (2000) and Elliott (2002) have made



an crucial contributions inside the relevant subject. Interestingly, effect of demutualization and
the out of doors possession on change, e.g. On its operative performance, has been scarcely
subjected to the educational interest. There are two research papers that had been without delay
concerned with an effect of demutualization on the performance of stock exchange. The
research via Mendiola and O’Hara (2003) has analyzed percentage fee overall performance of
listed exchanges after IPO and as compared it to the other indexed businesses and IPOs of
different organizations. Their consequences had been interesting, mainly, locating discovered
an effective hyperlink among equity offered to outdoor traders in addition to inventory change
performance, and it did no longer provide the evaluation of performance with exchanges that
had been now not indexed due to apparent loss of share prices information.

Furthermore, this approach could not provide insights to performance of exchanges prior to
public listing. Consequently, use of share prices as an indicator of performance was rather
limited and accordingly, a method that considered differences in the governance regimes
should be able to work with the data that was available regardless of organizational form.
Similarly, the research conducted by Aggarwal and Dahiya (2005) employed accounting
profitability measures as indicators for the operative performances, focusing on demutualized,
for-profit exchanges. Again, as it would be ill-suited in order to compare the stock exchanges
with dissimilar governance regimes on profitability. London Stock Exchange is a major
example regarding the matter. In the year 2000, it was to fend off a hostile bid by OM Gruppen.
Comparatively in 2005 or 2006, Nasdaq had succeeded in purchasing above 25% in venue
without preceding consent of management of UK exchange. Hart and Moore referred to
heterogeneity keeping in view skewness in members’ size distribution (Serifsoy, 2007).
Demutualization and stock exchange performances would contradict the purpose of not-for
profit mutual exchanges. The analysis has remained rather silent as to which the regimes of
governance were superior.

A promising approach was found in two contributions given by Schmiedel who has analyzed
stock exchange performances through the application of frontier methods of efficiency on
industry. Both studies calculated efficiency scores for exchanges without including the
information of share price. Instead, the information on the accounting data, staff size as well as
the data of transaction was utilized. Each observe made the use of different frontier’s analysis
method. Although Schmiedel (2001) hired parametric stochastic frontier version with a view
to evaluate cost efficiency of European stock exchanges. The decided on period become among
1985 and 1999. He has carried out non-parametric approach inside the latter research

(Schmiedel 2002) in the course of 1993—1999. In Schmiedel’s first studies paper, which turned



into controlling for demutualized exchanges inside regression, he located that demutualization
had a tremendous effect on performance of value. His latter research paper indicated that the
mean of the aspect productiveness gains, i.e. Annual alternate in performance of era, turned
into higher for the mutual exchanges. The primary focus of his research was not to apply
methodology on stock trade area. The research paper became specific in thus far as it carried
out an efficiency evaluation that committed interest to the organizational forms. He additionally
analyzed reasons for differences in element. Additionally, the sample turned into latest among
1999 and 2003. He consequently included large number of demutualized exchanges. Schmiedel
(2002) hired a non-parametric technique in calculating performance scores, albeit eating a
bigger set of variable outputs to higher capture several sports within which the inventory
exchanges have been engaged. In assessment, the take a look at additionally went further by
means of regressing derived estimations of the products of performance and productiveness,
the setting of plan for important issues are using the company physical body that is the batter
for the company or exchanges is based. The demutualized inventory exchanges were the ones
named stock exchanges that have converted their present day status from a mutual, guarantee-
confined or the member owned business enterprise to a shareholder that turned into owned and
referred to as a public limited agency. Exchange has been progressed from a joint affiliation
with “one vote consistent with member” (and possibly consensus-based selection making), into
a profound organization that turned into restrained by way of their shares, with “one vote per
proportion (with majority-based selection making)”. This perception has proven that the
demutualized stock exchanges were the inventory exchanges owned through the shareholders.
These inventory exchanges were having fame of public constrained ‘one vote according to
share’ and had been having proportion capital. According to Aggarwal (2002), the company
governance was biggest compensations of demutualization. It might be defined as a set of
approaches, practices, duties, policies and the legal guidelines which had direct outcomes on
running of a corporation and on its structure. The historical data help the giving proof for the
merging investing clubs with the assistance of the substitute and using the director policy that
has been set for the operation of the stock investing clubs. (Williamson, 1999; Steill, 2002).
The merging stock investing clubs is consistently uses the systematic way for keeping the
inventory with leading of director policy. (LSE, 2007) and including the right of the investor
they can buying and selling their stocks in the existing market. The responsibilities of
Management and the Board had been well defined. Management became supposed to be in
arms of expert human beings that were selected by using directors so as to appearance after

daily managerial method of exchange. Board of Directors (BODs) was parted from



Management. They were now not allowed to intrude in operating. It cited an amendment inside
the criminal status of exchanges from a mutual affiliation with the investor have one giving
right own for the business policy, wherein the decision making perception was consensus based,
into a commercial enterprise limited by means of its shares (Akhtar, 2002). It turned into a step
closer to the preliminary public providing (IPO) of any organization. Demutualization changed
into a technique of corporatization of stock exchanges, wherein an change previously was a
corporation constrained by it’s assure transformed right into a public constrained organization.
This new shape has issued shares to most people to raise capital. Demutualization changed into
not a novel time period for stock markets, Stockholm Stock Exchange has went via method of
demutualization efficiently. Numerous researchers tested motives or positive factors in the
back of the demutualization and that they were agreed on major elements: globalization and IT.
(Williamson, 1999; Akhtar, 2002; Serifsoy, 2005). Another advantage of demutualization
become that it supplied sure approaches in order to increase the financial sources. Research
study has revealed that demutualization has elevated capital and incomes of an alternate in
comparison with a mutual change. A merging investing clubs changed the investing activities
from financial institute. Investor are less satisfying in the single investing clubs and they are
the interested in the merging investing clubs for the maximizing profit volumes. The investor
are like the investing with the money of the financial institute that are giving the business
expanding in the share market as the following of financial institute rule and regulation. In
addition, the access to the human capital changed into a vital final results of the demutualization.
First-class governance structure and the get right of entry to economic capital helped exchanges
that allows you to magnetize superior capable human sources (Faina and Lopez, 2006). There
were some corns of demutualization too. Demutualized exchanges would possibly face
Conflict of interest like separation of possession. Management took decisions which were now
not in battle with role in corporations. Demutualization went directly to form such coalitions
with exchanges around the arena so that it will give improved offerings to shareholders. The
merging investing clubs has assist the end consumer product demanding as per end customer
demanding that is the cause of the existing in market and gaining the maximizing the profit
volume and touching the globalized market

Demutualization did no longer provide shape of powerful governance to stock exchanges
however additionally supplied sure possibilities to exchanges with a purpose to improve
finances from the majority thru the use of initial public offering. They have also initiated a
hobby of buyers in inventory exchanges, their buying and selling and activities that have

stepped forward performances of inventory exchanges within the phrases of the monetary and



market performances (Akhtar, 2002). This has all started the conversion method of the
insurance agencies but also developed into broader time period. Demutualization become
happening at a faster charge considering that 1980s (Chaddad, 2003). The business transection
had different ownership by using the assure (Dinoia, 1999). On the other hand, majority of
client services have furnished by way of alternate-economic intermediaries, issuers of stated
corporations, agents, sellers as well as 450 Afr. J. Bus. Manage. It became discovered that the
marketplace capitalization, the listed businesses and the shape of governance has perked up
when stock exchanges became critical as profit corporations (Karmel, 2000). The studies take
a look at supported certain listed agencies, the commercial governance and market
capitalization has extended while mutual exchange moved in the direction of demutualized one.
The accumulative method of the globalization in addition to the internationalization of
worldwide financial markets has splashed off the limitations with a view to access and has
additionally put inventory exchanges in a direct opposition with one another and with anew
emerged electronic trading structures, which are usually referred as “Electronic
Communication Networks” (ECNs). According to the description provided by means of SEC,
right here ECN is defined as “any electronic device that extensively disseminates to third events
orders entered into it via an trade market maker or over the counter ("OTC") marketplace maker,
and lets in such orders to be finished in complete or in element”. According to Galper (1999),
the technological progression has basically altered the countryside or the surroundings,
permitting exchanges so as to overcome the national obstacles and to reduce middleman
position of the trade members. At the same level, these tendencies have brought about the lower
of fees of trading and have facilitated possibility for the traders for conducting trading on above
one stock change. This dialogue means that the traders are no longer certain of their buying
and selling activities by means of these barriers i-e the time of trading in addition to the
geographical locations. These adjustments have affected assets of earnings of the inventory
exchanges: price of club, rate of listing, revenues of trading and sale of organization statistics.
Lee (2002) and Otchere (2006) have pointed that the consequences of these sales resources had
been converting. E.G. The listing costs have vividly reduced, as marginal value for including
the brand new member’s actions to 0. Because of a completely excessive stress on income
assets, inventory exchanges should look for numerous other opportunities of sales, but their
ability in doing so can be limited via contributors if undertaken endangered own pursuits of
contributors. Domowitz and Steil (1999) have argued that the contributors might oppose
“improvements” that may reduce the call for intermediation services although these

improvements would have superior the cost of exchanges. That is why shared organizational



systems of any possession will be measured as a trouble to exchange’s efforts that allows you
to stay aggressive as well as worthwhile and even because of the stiff nature mutual
organizational structures may want to generate considerate threats to financial constancy and
well-being of inventory exchanges in converting environment. According to World Federation
of Exchange (2007), in 1990s, about 90% of exchanges of Federation have been mutual
companies. By the 12 months 2000, 63% were changed their mutual structures and in 2006,

mass of mutual became dropped to 13%.
2.17 Historical evolution of organizational transformation of stock

exchanges

Since demutualization by Stockholm Stock Exchange which occurred in 1993 with change of
its organizational forms from non-profit into a for-profit, listed organization, a noteworthy
number of stock exchanges have practiced similar changes, the process attaining a global
importance. For example, the Australian Stock Exchange is becoming one of the first stock
exchanges that has gone public and has become a listed company. In the same way, London
Stock Exchange and Deutsche Borse, along with major European stock exchanges, have also
become community/public companies.

In Americas, Toronto Stock Exchange demutualized in the year 2000, followed by the owner,
TSX Group, which became public in 2002. In Asia, Hong Kong Stock Exchange (2000) and
the Singapore exchange (1999) were already mentioned in the listed companies. The significant
and an important stock exchange which was not listed along with its shares was Tokyo Stock
Exchange. United Sates, Chicago Mercantile Exchange was, too, demutualized in the year 2000.
In 2003, the CME conducted an initial public offering (IPO) and has listed shares on New York
Stock Exchange. On 20" April 2005, the New York Stock Exchange has announced that it was
planning a merger with Archipelago (i-e the publicly listed electronic exchange), new company
becoming the public listed for-profit organization. It is valuable to note that NYSE was one the
preceding foremost global exchanges that was undertaking such an organizational
transformation at its part. This trend became glaring each across numerous continents as well
as across the inventory exchanges that had been buying and selling organizations around the
world. These adjustments helped the groups so that you can paintings professionally. Same
fable went for the stock exchanges as nicely. Many stock exchanges that have been restrained
by using the guarantee were then transformed into public restrained groups; from the form of

mutualized to demutualize exchanges (Sarah Ahmed1, January, 2011).



(Chaddad, 2003). Merging investing clubs is the best method for the earning of maximum profit
companies. (Hughes and Zargar, 2006). Conventionally, stock exchanges operated as
mutualized and non- earnings organizations. Investing clubs are gaining the profit volume from
the business transaction fee. Stock exchanges carried out more than one roles for individuals:
it worked as a regulator with the mission in preserving green and obvious markets.

Secondly, they operated as number one and secondary markets for its members. It is the
physically existing market and operating the maximum business volume and company growth
the country economy growth.

According to Scullion (2001), the demutualization turned into no longer just converting into
for-income affiliation/institute owned with the aid of the contributors of the enterprise. An
alternate was actually demutualized when it maximized its potential of marketplace
capitalization to the fullest as well as along it, too, elevated its shareholder’s price. This term
turned into at the start used for conversion system of the insurance corporation’s companies
handiest however later it advanced into the accepted condition. Merging investing clubs has
included in share market business on the grounds that Eighties (Chaddad, 2003). Investing
clubs are, savings, coverage stock industries and the mortgage family members and agricultural
businesses had been transformed to indexed corporations. The economic exchanges have
various ownership shape nation owned, and restrained via a guarantee (DiNoia, 1999). It may
be understood in different words as primary customers of offerings added by way of trade-
monetary mediators, issuers of the indexed corporations, dealers, brokers in addition to the
institutional traders have been usually member proprietors of the exchanges. Conservatively,
the exchange contributors were given the earnings in form of minimal get entry to costs and
other benefits. Board of Directors (BOGs) was also decided on by way of individuals.
Additionally, exchanges have been operating as a self-regulatory company or organization with
all contributors giving their time to governance in addition to to self-regulation with a view to
make exchanges operative and profitable. It changed into found that the marketplace
capitalization, listed companies and the shape of governance had advanced whilst stock
exchanges became worthwhile businesses (Karmel, 2000). Many of the inventory exchanges
for the duration of the world had long past through the manner, effectively, after first inventory
trade became merging stock exchanges in the year from ending of the nineties. (Serifsoy, 2005).
The method of merging stock exchanges maximum from the mutual exchanges. Mergers,
investing clubs and share distributes in shareholders and investing the maximum stock industry
able to country economy growing. In Singapore Exchange Limited (SGX) stock exchanges

moving with the each other merged turned into installed on 1st December 1999, the stock



investing clubs are merging with the each other in country. Investing clubs are becoming the
primary alternate to be demutualized, included in addition to by-product change. On 23rd
November 2000, SGX’s stocks had been listed in market. There are different investing stocks
are merging in the country of China mounted in 2000 After demutualization, these exchanges
formed alliances with exchanges for the duration of the sector if you want to deliver desirable
offerings to the investors.

This merging process of the stock investing clubs is the very important in existing and
globalized market For example, SGX became inclined to shape an alliance with Japan,
NASDAQ and Australia. These are the stock investing clubs are agreed with each other and
operating their business in globalized market. (Akhtar, 2002).

2.18 Firm Performance

(Banchue, 2010) According to Hansen and Mowen (2005), the employer’s working activates
was critical whilst control of a company, because it became an final results which was executed
by using an character or a collection of an employer regarding its authority and the duty in
attaining its goal legally, not towards the winning legal guidelines, as well as assembly the
necessities is the batter relationship with the other investors. Working activities of the investor
1s moving into the function of an organization working result to be able to gain and manipulate
resources in exclusive approaches to exert a competitive benefit.

According to Benjalux (2006), the overall performance measures had been performing as blood
of financial gadgets, as without them no crucial selections could be made. The monetary overall
performance measure changed into one of the vast performance measures for the economic
devices. These measures were used as indicators in comparing success of the low-cost gadgets
in order to acquire precise objectives and the precarious growing of the stock investing forces

that are moving to developing side business. (Katja, 2009).
2.19 Dependent variables

2.19.1 Return on Assets

ROA measures effectiveness of monetary unity while the usage of its assets in producing
income specifically production. The higher the ratio of ROA, the better the financial team spirit
as it is able to suggest the performance of management in the use of assets with the intention
producing the maximum profit that are the importance for the stock exchanges growth. (Mahdi
and Kumars,, 2009), and also it indicates ratio of ways a great deal any organization has earned
based of the organization if the financial position is strong and the long term sources is better

perform and profit volume is positive. ROA has been working is factor due to fact consistent



with this the net income relative to the chosen businesses asset base is a excellent technique of

measuring the extent of returns on the business enterprise’s investments.

2.19.2 ROE

This variable is selected is the very important for the stock exchange growth and increasing the
profit volume source. As per Ward and Price (2006), profit on fairness (ROE) may additionally
monitor how an awful lot profit an enterprise earns in comparison to its range of the outside
investor investing capital amount show on the financial statement. An investor of the stock is
the all over return back to investor on fairness (ROE) is in all likelihood to be the only has the
potential of producing the cash within. Most importantly, one of the ways in measuring the
earnings cherished by way of shareholders is with the usage of the ratio of go back on equity.
The predominant motive is that ROE ratio is significantly similar among two groups to indicate

profitability of one enterprise or a firm with some other. (Helfert, 2001).

2.19.3 Independent variables

Liquidity

This is the most important percentage measuring the company operating equity is called the
modern percentage “Current ratio is a measure of relative liquidity that takes under
consideration variations in absolute size. It is used to examine companies with specific overall
modern belongings and liabilities” (Louderback et al., 2000).

Binti and Binti (2010) have determined that the present day ratio is negatively momentous to
the financial performances of total of 172 listed Malaysian companies. Eljely (2004) has
empirically examined courting of profitability and liquidity as measured by way of the
contemporary ratio in addition to the coins gap on the sample of 29 mutual inventory exchanges
in Saudi Arabia. He has located a very enormous negative relationship amongst firm’s
profitability and liquidity degree, as dignified by means of the modern ratio while the use of
much the company have current assets for using the company operations.

Asset utilization

According to Ellis (1998), the main sources of the company performance checking and
estimating the financial position then the check the financial statement. Contrariwise, asset dis-
usage has represented losses within the sales related to funding that is probably on account of
inefficient utilization of company resources has jagged is the not properly using company long
term resources might decorate organization fees due to the company higher management is not
check and balancing using company assets. Okwo (2012) has studied the Investment in defined

assets and the corporation’s profitability. It changed into additionally found that courting turned



into tremendous however results have been now not statistically big. Xu and Xu (2013) have
carried out studies of best allocation of the structure of belongings and performances of
companies and finding have proven statistically good sized courting among asset’s shape and
commercial enterprise performances. Additional, Jose et al. (2010), Wu et al. (2010) and Seema
et al. (2011) discovered the company management not focus on operating person of assets that
have an essential effect at the employer’s economic development progress.

Leverage

As per the Rajan and Zingales (1995), Debt is explaining as ratio of outstanding dues to
property in overall. This is best regards an offering for the return back the investor outstanding
amount. Aquino (2010) studied shape of the indexed and unlisted Philippine corporations. His
look at has proven that the better debt ratio is actually related to the organization’s increase rate
and its profitability. Joshua (2005) has researched and found out courting between percentages
of the outstanding expense percentage is relative with shareholder fund in financial statement.
Finding of the data additionally revealed impact of economic debt on choices of funding and
located that there is a bad dating.

(Maryam Nazari Nafootil, 2013) The economic marketplace is stated a massive range of
market in which the alternate financial belongings (like bonds, stocks, cash and some different
industrial research) and in not unusual classification comprising the investing capital in the
places of where buying and selling of the share. Share of the investor have operated in equity
marketplace cash are deposited in critical financial institution, capital payments, assured
reputable papers by means of banks, commercial enterprise documentations and some different
brief term debt legitimate documents. The tradable economic residences within the cash market
have to have risked near the zero for organization shoppers (Shabahang, 2012).

Viewing that, in Iran, formal market sectors of the cash is substantially restrained to the
networks of banking, due to the fact preserve, the capital markets which can be the main
resources of any financing agency, are measured. The capital market that medium as well as
long term securities to people, authorities and companies are classified into 3 principal agencies
regarding bond marketplace, investing money in the investing clubs places where buying and
selling of share. (Shabahang, 2012). Second group method debt institution is the very
importance in the stock market growth and existing in the globalized market. But inventory
marketplace is the most important relation made with the customer and owner of the
businessman. Determining philosophy of stock market would consciousness elements

"production chance" and "liquidity danger". The buying and selling share and bound in the



places are divided into two markets initial public offering and investing club’s markets
(Abdollahzadeh, 2011).

Primary market:

The number one marketplace is the market wherein all agencies can change their economic
assets with long-term finance. It may be understood as investors of any enterprise may sell
novel bonds (jahankhani, parsian, 2012). The initial public offering has different capabilities.
First is that market has formation funding in it and the second is that the groups’ stock of bonds
are presented for the first time in any marketplace (Neveu, Raymond, 2011). Secondary Market
is a place in which traded shares in market more than one or two-time sale and buy in the
market. These places where buying and selling share in a investing clubs or places in the form
of organization the places where buying and selling of share generating the opportunities in
globalized stock investing clubs.

Investments in Share market:

In the share market buying and selling of stocks is referred to as the “purchase of products”.
The purchase aren't applied nowadays but are stored for the use in destiny on the way to create
wealth. The investor has to expense the value that is targeted for unique cost of destiny intended
to obtain (Abdolahzadeh, 2008).

There exist characteristics of funding, which might be time and threat. The referred to issues
are important as funding is completed to spend cash at gift time in addition to its cost is decided,
though, rewards can also be received in near destiny and it is associated with uncertainty.
Whereas in fewer instances time characteristic is dominant and in different, danger is of

predominant importance. At some different instances, each get critical (Abzari, 2009).

2.19.4 Return on Investment
Return on Investment is described as “to alternate price of an asset in the course of a targeted

term”. This change is triggered due to the alternate in fee alternate and the interest or
advantages concerning payments. In a few other words, return on investment has been carried
out at a precise duration in step with the fee of first and the remaining time as well as in line
with the advantages. Carefully, the predominant the main reason of the investor, purpose of
people, shopping for stocks of any enterprise and any business is to acquire performance

(karami, 2001).

2.19.5 Return on other places
The portfolio is described as a addition of the maximum risk for the businessman or investor

to danger-loose belongings which are held by way of share business market investor and by

nature of God humans’ businessman administrations to be able to decrease the investment



chance; have a tendency to be the proprietor of variant of securities. Rate of go back on an
investment portfolio is defined as “a hard and fast weighted average of go back fees of various

securities contained in mentioned set” (Shabahang, 2012).

2.20 Investment Risk

The business organization facing the threats on their short term and long term resources that
are they using of the operating activities of the business. (Weston & et al, 2008). The
businessman has faced dangers that their go back costs of asset is probably lower than the
predicted fee. So "chance" is expected to be special from actual price of go back with the
favored rate of investors. Risk of monetary property is known to be “a feature of 1 or extra
elements that purpose modifications securities fees in market”. These described elements are:

a. Market Risk: Market hazard may additionally include discount of the fundamental
investments precipitated due to the adjustments in costs of company stock of any
corporation. This sort of hazard is linked with the acquisition and the renovation of a
firm’s shared inventory as properly as it relies upon on the expectations of buyers about
the using in long term time and keeping in properly systemize way.

b. Business Threat in Future: In future stock exchanges dealing faces threat the kind of
chance this is associated with the inadequate likely to gain less blessings from the
expected and losses in any described monetary length this is because of unfavorable
scenario of any precise movement. Business hazard is a part of company risk in overall
that could arise from aggregate of property in addition to operational selections of the
allotted enterprise (Neveu , 2003).

Business dealing hazard is the section of general threat is relationship with capital systems and
investment planning get the investor perception (Neveu, 2003). All the business transection
planning chance may be obtained by using the usage of borrowing amount in the stock
exchanges business for the developing of economy.

Changing in the business percentage checking for the future financial institute rate changing.
Inflation hazard is of a chief issue for traders. The inflation fee hazard is defined because the
chance lack of primary/primary and hobby on the capital, as a result of reduced buying strength
of money. Inflation is the bad effects on the company financial position and decreases the profit

volume.

2.21 Method of Investment in Share market
Investor can be investing their money in short term assets is accomplished by 3 technique

discussed under: (Jahankhani & Parsian, 2008).



a. Principal Method: The major way is depend on totally that for purchasing of share,
any investor as comparing to the financial conditions of usage together with the present
day state of affairs of industry. It is essential that buyers must preserve the stock until
the stock has a very excessive return. The stock ought to be taken for selling while its
price goes up than the real values. Keeping in view this time period of situation, the
possibility preserving the period or stocks should be excessive. In this regard, a studies
has been conducted and has proven that the essential method has the tendency to gain
exceptional consequences and plenty of financial institutions would comply with this
system.

b. Graphical Method: The graphical method is based on the belief that by way of
analyzing the beyond behaviors of fees and the trading quantity of inventory can
regulate the fees of the future. Indeed, the purpose of this graphical method perpetrator
is to reap go back thru the advantage of increased percentage fee in short time period.
The graphical technique is based totally supposes phenomena base studying the past
behaviors of fees and the stock market business basis on the business transection if the
business transection more than profit volume automatically increases and more chance
securing in future.

c. Method Based on Modern Portfolio Theory: By supposing the group of ideas in
addition to its assumptions, the connection amongst expected risks and the return of
assorted belongings, when the investing clubs or other organization equity investing or
financing on the long term assets in the showing financial statement of the company as
well-known the capital assets pricing model. This theory has been showed by means of
company asset utilization is maximum. Companies share and other short term
instrument are traded on the market values.

a. The equity investing market is well-organized and green.

b. Information related to marketplace and shares is to be had to all the members or

individuals.

Seeing that new information is transmitted speedy to the market. As a end result, the inventory
prices are primarily based on more modern information. These assumptions, as quoted above
the marketplace efficiency or nicely-being and changing inventory costs at moment and so
inventory charge is totally impartial, it's far tough to expect the future charges. Consequently,
nobody is able to achieve excess returns on everyday basis. Moreover, the return on stocks

having comparable dangers, is similar in the marketplace.



This advance model understood to be a single-element version having element of marketplace
returns, has the capability to ease in calculation with the intention to determine risks and returns.
When CAMP was upraised, the researchers had been absolutely concerned with this issue and
quoted that the danger cannot be measured only by way of using marketplace index.
Reinganum & Banz have located that the dimensions has a huge impact on stock returns. The
firms with smaller sizes are supposes to more and more profit volume with the analysis of big-
sized corporations (Reinganum & banz, 1981). Business person who are interested investment
in the business of stock market in different segments they believed that they cannot overcome
markets.

(K.M.A. Islam, 2015) Some other research pronounced in want of demutualization whereas a
few others have said in opposition to it. Those researchers who are regarded because the
supporter of demutualization have argued that it is able to help stock exchanges in modernizing
era in addition to might achieve respectable governance, may additionally avoid awareness of
the energy of ownership in a group of inventory change contributors, and may assure economic
selection-making. In contrast to this, antagonists to the procedure of demutualization have
argued that the above cited blessings won't be executed in fact. Relatively, with a few situations,
these benefits might be achieved underneath mutual or organizational systems (Hansman, 1988;
and Hart and Moore, 1996).

Therefore, price-saving that is as a result of the process of demutualization can be reduced in
comparison to diverse are giving the advantages getting from the current stake holder, to the
relationship of the stock investing clubs. In various growing international locations, the
formation of financial establishments is unpleasantly hard, and introduction of the investors is
active and faster the company establish of the stock holder (Lee, 2002). Merging investment
clubs allows to the brand spanking new-unstable trading transections is not the area of the stock
investing clubs in the supervision of stock investing organization systems (Worthington and
Higgs, 2006).

Nonetheless, now the discussion ends in discover a few authors who've already recommended
for demutualization. According to Scullion (2001), the demutualization process is not most
effective adapting into for income corporations which might be governed by using individuals
however also an change is very well demutualized while it can maximize its capability of the
market capitalization to its fullest. It is also suggested that it could additionally growth
shareholder’s values. Cospormac and Altaf (2009) have used a totally simple descriptive
records so as to analyze the statistics. They have discovered that the demutualized stock

exchanges are keeping a stable running performance as well as better performances.



Mendiola and O’Hara (2003) have investigated effects of adjustments in governance when it
comes to in inventory exchanges on overall performance and evaluation. They observed that
the overall performance of alternate tends to amplify after the expected exchange in
governance. Domowitz and Steil (1999) have indexed essential advantages of demutualization
in evaluation to mutualized stock exchanges. They believed that the demutualized stock
exchanges should deliver correct quality market than the mutualized inventory exchanges. In
order to contest correctly, the stock exchanges must be operated as for-earnings. The recent
technological variations have made ownership shape of contributors less appealing. Hangman
(1988) has talked about that the exchanges have to increase the capital so as to compete
professionally. He additionally pointed that investor possession is an obvious technique to this.
Demutualization can allow stock exchanges to renovate its generation. It can also beautify
monetary selection making through the allocation of assets to business firms and endeavors
that could growth fee of shareholders (Lee, 2002). Demutualized inventory exchanges are
found to be anticipated with a purpose to bring right performances of exchanges. Sarah, Babar
and Kashif (2011) have stated that the demutualization technique is a complex method that
could reason improved performance, capitalization and governance correctly. Morsy and
Rwegasira (2010) have analyzed financial performances of demutualized stock exchanges
during 1996 and 2004. They have examined whether or not the economic performances have
advanced after the implementation of demutualization. Results discovered have been mixed
and confirmed special alternate as per the overall performance changed into concerned.
Aggarwal (2002) have studied 3 demutualized stock exchanges namely Deutsche Borse,
London Stock Exchange, and Australia Stock Exchange. She has observed that in 3 exchanges
have been working as publicly traded agencies given that a 12 months. She discovered it to be
encouraging. Otchere and Oldford (2011) have examined whether the corporatization of any
change become important on the way to improve alternate’s performance. They have indicated
that each demutualized and traded exchanges have exhibited better degrees of profitability.
These businesses have been operating performance in evaluation to jointly-owned exchanges.
Viewing the literature, it could be stated that there had been a few studies approximately the
procedure of demutualization in special international locations, but an in-intensity studies has
now not yet been done in context of Bangladesh. (Placeholderl) (Robust Factor Models with
Explanatory Proxies, March 24, 2016) (Banchue, 2010) (Haider, 2012) Following it as the top
object, present day control of Securities and Exchange Commission (SECP) has vowed to
tramp route of demutualization in bringing Pakistani capital marketplace on a par with the

global jurisdictions. Offering commitment in growing neighborhood capital market, Pakistani



government has promulgated the Stock Exchanges (Corporatization, Demutualization and
Integration) Act 2012 on May 7, 2012.

The process of demutualization that changed into initiated right away with enactment of
regulation stands became completed on 2nd September 2012. Now the inventory exchanges
stand had been transformed from non-earnings and collectively-owned our bodies to the for-
income businesses which might be ruled through shareholders. This profound transformation
might be making capital markets more reachable to the community the world over, would help
strategic alliances with their foreign opposite numbers, and could make exchanges in addition
competitive funding endpoints. This pleasant revolution is promising to place Pakistan en
direction in introducing the world over acclaimed requirements of governance, which shall be
in go back encouraging the participation of investor and recuperation of the self-assurance of
investors in stock exchanges that are governed higher, successfully supervised as well as
inherently extra powerful. Demutualization is predicted to facilitate consolidation of brokers
in destiny, main to financially robust agencies to generate the marketplace liquidity and to
expand marketplace outreach via on-line technologies.

The role of a powerful capital market in financial improvement of a country is of supreme
significance. Stock exchanges are the important thing country wide institutions which can be
chargeable for defensive public hobbies as they are expected to channel financial savings to
enterprise businesses. Mobilization of those sources for investment is a vital scenario for the
financial well-being. Similarly, the capital markets are susceptible to volatility as a demand
and they supply vary. But, turmoil in any capital market could have wider significances on rest
of economy. From Wall Street crash of 1929 to financial crisis of 2008, it has been witnessed
how the dislocations in any capital market will have bad have an effect on on economic balance,
boom of economic system, and pursuits of public.

The stock exchanges in diverse nations have mutualized structures in which their members
have ownership and buying and selling rights. This prevailing structure is developing a conflict
of interest because the contributors control affairs of inventory exchange which are ensuing in
lack of transparency in their operations and can compromise hobbies of buyers. Also, while
specializing in quick-time period blessings, mutualized exchanges are not able or they will
refuse in assignment reforms which might be of long-time period pursuits of any market.
Though, there had been numerous reasons for the manner of demutualization. In advanced
international locations the urge for demutualization changed into supported by means of
international opposition and advances in era all through stock marketplace operations whereas

in other rising markets the energy for demutualization technique was a result of actual war of



hobby. Consequently, inside the developed countries, projects for the system of
demutualization have been from inventory exchanges while within the developing
jurisdictions, the makers of policy were obliged to intervene with a view to foster
transformation.

In case of Pakistan, it is a matter of proud to have been following the process of demutualization
in a very pleasant manner. The composition of Expert Committee on Demutualization and
Integration, 2004 is to develop a complete plan for the process and later signing of the
memorandum of understanding (MOU) between stock exchanges and SECP in 2006 were the
steps in ensuring an even transition. Upon declaration of Act in May 2012, SECP has become
trusted with the implementation of its enormously challenging timelines. SECP has ensured
that all the activities that are required for the corporatization as well as for demutualization
were completed within 119 days of declaration of the Act. Today, successful demutualization
of stock exchanges has represented phenomenal achievement of not only apex regulator but
also has exemplified worthy role played by stock exchanges to ensure effective implementation
of law. This transition of stock exchanges with a massive reform at back end has highlighted
capacity and confidently of Pakistani capital markets in order to implement market reforms.
An anxiety that has remained associated with post-demutualization scenario is defined as the
stock exchanges as for-profit firms are objected freely to pursue commercial objectives. Hence
their focus on governing activities is supposed to be diluted. Another school of thought has
suggested that the process of demutualization is not essentially incompatible with the self-
regulation. A suitable self-regulation structure ensures the segregation of commercial as well
as regulatory role of exchanges is a prevailing technique in reducing conflict of interests in its
operations. The regulators throughout the world have also adopted various models in order to
report these conflicts.

There are four models that are implemented for ensuring segregation, commonly that are
mentioned as following: Government Model, Limited Exchange SRO Model, Strong Exchange
SRO Model and the Independent SRO Model. In the first model called 'Government Model',
the parameter is achieved by the government authority and exchange working on their behalf
of less resources of administration of competitor. The examples comprise UK, and France.
Jurisdictions such as Hong Kong, Singapore and Dubai have adopted the second model called
'Limited Exchange SRO Model' wherein the public authority is a principal regulator. Certain
supervisory functions are tied to exchange's market operations that are delegated to stock
exchange. In some other developed jurisdictions including US, Australia, Japan, Malaysia the

third model known as 'Strong Exchange SRO Model' is utilized where the public authority is



the major regulator, it has relied on stock exchanges in performing regulatory functions that
may extend beyond market operations, involving regulation of business conduct of members.
In the fourth model called 'Independent SRO Model', the public authority is a prime regulator
that relies on an independent SRO in order to achieve regulatory functions.

The precise preference by the makers of policy is also dependent on multiple factors comprising
size of stock market and stages of preparation as well as development of market. In Pakistan,
markets have adopted strong exchange SRO model. Though, in ensuring the possible conflict
of interest, segregation plan that has been approved by SECP has required stock exchanges to
establish distinct supervisory committees or departments that may function totally independent
from committees of exchange that are involved to perform commercial functions. The
separation has been predicted through setting up of Regulatory Affairs Department (RAD)
which is controlled by Chief Regulatory Officer (CRO) and general supervision of which vests
with Regulatory Affairs Committee (RAC), which mandatorily includes directors who do not
represent and are not connected with individuals having trading rights. The RAC works as a
'Chinese wall' between governing functions as well as commercial activities of exchanges and
is accountable for developing RAD's effectiveness in order to implement overall controlling
plan, processing all the amendments, commending budget as well as staff apportionments for
RAD, and employment of CRO whose removal would need consent of RAC. In addition, board
of directors (BOGs) of demutualized organizations is dominated by the independent directors,
limiting brokers or trading the right holders from holding common on board. These self-
governing SECP directors must be replaced by strategic investors. Though, in ensuring better
governance as well as the transparency in business affairs of stock exchanges, SECP has an
authority in appointing the independent professionals as ‘“directors on the board of the
exchanges” over as well as above elected directors, as is the case mentioned in most of the
jurisdictions. In the demutualized process and setting, shareholding rights of trading rights
certificate holders are limited to only 40% whereas the other remaining 60% of the shares that
are presently lying in the blocked accounts at central depository would be offered for sale to
international investors, and general public is in a ratio of 40:20. This arrangement has put in to
place in order to eliminate concentration of ownership in few hands. The demutualization
process is fundamentally yet another step by SECP in order to restructure capital markets and
infrastructure of market institutions that can play an improved role to ensure innovation of
product, integrity of market and protection of interest of investor. It would pave ways for
establishment of the strategic positioning of capital market while improving competitiveness

as well as efficiency of Pakistani stock exchanges. The SECP is standing committed to



introduce reforms as to establish a reasonable, transparent and effective market that stimulates
confidence of investor and conforms to the international levels of performances in today's

extremely competitive global/international environment.



3 Empirical Model

Financial Performance

Shareholder returns
Short term Liquidity

Long term liquidity

Assets Utilization

Earning Per Equity Share
Capital Turnover Ratio
Price Earnings Ratio
Earnings Per Share Ratio
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p=Pr(Y=0)=C+(1-C) F (x1 B)

Demutualization (Dummy
Variable)

1 =Demutualized Stock exchange

0 = Mutualized Stock Exchange

Where

B is a vector of parameter estimates

F is a cumulative distribution function (the normal, logistic, or extreme value)
X is a vector of explanatory variables

. Shareholder returns

. Short term Liquidity

. Long term liquidity

. Assets Utilization

. Earning Per Equity Share
. Capital Turnover Ratio

. Price Earnings Ratio

. Earnings per Share Ratio

P is the probability of a response
C is the natural (threshold) response rate
Put the data in equation:

p = Pr (Demutualization=0)=C + (1-C) F (x]1) B




4 Sample

The study population consisted of all 12 mutual stock exchanges and 12 demutualized stock

exchanges which count (24) stock exchanges. Case simply systematic random sampling by the

using probit extreme bound analysis.

Mutual Stock Exchanges With Region Demutualized Stock Exchanges With Region
S.No. Name of Stock
Name of Stock Exchanges Region Region
Exchanges
Bolsa de Comercio de Argentine
1. . . Borsa Istanbul Istanbul
Buenos Aires Nation
‘ Shanghai, Malta Stock
2. Shanghai Stock Exchange ) Malta
China Exchange
. . . Budapest Stock
3. Gretai Securities Market Taiwan Hungary
Exchange
Zhengzhou Commodity ]
4. China Oslo Bers Oslo, Norway
Exchange
Abu Dhabi Securities Abu
5. ) Korea Exchange Korea
Exchange Dhabi
6. Muscat Securities Market Muscat Athens Exchange Europe, Athens
Hong Kong
Colombo Stock ‘
7. Sri Lanka Exchanges and Hong Kong
Exchange
Clearing
8. Moscow Exchange Russia BM&FBOVESPA Sao Paulo, Brazil
Stock Exchange of Port Japan Exchange
9. o ] Japan
Mauritius Louis Group
_ Bolsa de Comercio ) )
10. The Egyptian Exchange Egyptian ) Santiago, Chile
de Santiago
London Stock
11. Cyprus Stock Exchange Cyprus London
Exchange Group
Stock Exchange of . Bolsa de Valores de .
12. Thailand Lima
Thailand Lima



https://ipfs.io/ipfs/QmXoypizjW3WknFiJnKLwHCnL72vedxjQkDDP1mXWo6uco/wiki/Taiwan_Stock_Exchange.html

S Research Method

5.1 Probit Extreme Bound Analysis

The determinant the financial and capital market the same reasons or issues to moving the stock
exchanging mutualized to demutualization. These issues are examining of demutualization
using the techniques of Probit Extreme Bounds Analysis (PEBA). The method is using the test
in critical and strangeness factors that explaining the way of demutualization. This technique
was explained the scholar by Mr. Leamer (1983, 1985) and implemented by the by Levine and
Renelt (1992) to finding related to economic development. Basically give the idea of EBA was
Cooley and LeRoy (1981) in which said they said not explain the rule and regulation for the
economy, and the analysis of statistic changes involve continuously, generally in which
explaining the resources of merging stock investing clubs. In the explaining of demutualization
is describing as:

n
Demutualization = a0+ )’ 0j Xji + €i

J=1

The drawback of the PEBA is that it generates multicollinearity which results in the inflation
of standard errors. Leamer (1978) argued that this problem is caused by the weak data problem.
In response to this, Levine and Renelt (1992) reported that multicollinearity is not a procedural
problem, but it reflects an inability to identify a statistical relationship.

To authenticate the results, Levine and Renelt (1992) suggested three conditions: (1) only three
Z variables are used in each probit, (2) select the three Z variables from a small group of
variables, and (3) for each variable of interest, the pool of variables are restricted from the
selection of Z variables. Another drawback of PEBA is too stringent a test of robustness. Using
this technique, a variable is treated as fragile if even one probit result changes it signs out of
thousands of regressions. This refers to the “one rotten apple” problem for which McAleer et
al (1985) refers to when they speak of “families of models”. Sala-i-Martin (1997) argued that
researchers are virtually guaranteed to find a model where the coefficient of interest changes
its sign or statistically insignificant when applying the PEBA technique. This implies that either
no variables are robust or fail to clear the test for robustness. Hence, it seems difficult to rely
on PEBA method for testing the robustness of any variable without having full information of

the model’s characteristics that generate the extreme bounds (McAleer ef al., 1985).



6 Result and Findings
Table (01) Probit & Probit Extreme Bound Analysis:

Probit Extreme bound analysis
Return on Asset -1.023 -0.166
(2.13)* (2.15)*
Return on Equity -0.08 -0.03
(2.47)%* (2.54)%*
Current Ratio 0.011
(1.43)
Earnings ratio -0.022
(0.27)
Debt to Asset -0.182 -0.043
(2.43)* (2.55)*
Total assets turnover 0.385
(2.08)*
Fixed assets turnover 0.031
(2.04)*
Earnings per Share 0.002
(1.06)
_000002 0.067
(1.32)
_000003 0.010
(2.12)*
__000004 0.001
(1.14)
_cons -0.121 0.466
(0.92) (11.33)**
N 264 264
R2 0.09

* p<0.05; ** p<0.01



Explanation Table 01

In table 1) Value of ROA (-1.0233, P <0.05) in probit analysis show that if the return on assets
increases then the propensity in exchanges demutualize will decrease. Likewise, in probit
extreme bound analysis (PEBA) we put ROA as fixed variable which explains values (-0.166,
P <0.05).

In broader context, we can infer that decline in ROA has strong penetration on the propensity
of exchanges to convert their status from member owned organization to public limited

companies.

Likewise, value of ROE (-0.08, P < 0.05) shows the negative impact of ROE on the decision
of demutualization. If the ROE decreases then the chance of conversion of exchange will

increase.

Keeping in view to this premise, we can infer that ROE has strong and potential contribution
in decision of demutualization. Subsequently, we use the ROE as fixed variable in Probit
Extreme Bound Analysis (PEBA). Logic behind the inclusion of ROE and ROA as fixed
variables in Probit Extreme Bound Analysis (PEBA) is that these variables has been emerged

as robust factors in various studies such as

Similarly, Total Asset turnover & Fixed Assets Turnover also emerged as significant
determinants of probit model. The values of Total Assets Turnover, Fixed Asset Turnover
(0.385 and 0.031, P <0.05) respectively show the positive penetration on Exchange to Convert
their status from mutual to demutualize Exchange. Other variables in the model such as Current
Ratio, earning margin and earning per share could not explain their contribution as influential

factors of decision to demutualize in probit analysis.

In Probit Extreme Bound Analysis (PEBA) Debt on Assets emerged as robust factor affecting
the propensity to demutualize. The Value of Debt on Assets (-0.043, P< 0.05) that depicts

negative. Impact of Debt on Assists ratio on the propensity of Exchange to demutualize.

This shows that that if the level of debt increases then the financial burden on exchanges has
been increased. Due to this exchange could not justify their existence as mutual firm in

globalized competitive marked. They converted their status from mutual to demutualize.

Keeping in view to his premise, we can infer that ROE has strong and potential contribution in

decision of demutualization. Subsequently, we use the ROE as fixed variable in Probit Extreme



Bound Analysis (PEBA). Logic behind the inclusion of ROE and ROA as fixed variables in
Probit Extreme Bound Analysis (PEBA) is that these variables has been emerged as robust

factors in various studies such as

ROA (Net income / Total Assets) (Boyte-White, 2018) the ratio showing the company profit
earning percentage how much uses company his assets and earning the profit maximum volume.
In other words, return on assets (ROA) measures what is performance of the company assets
are effective and source able for generating the profit for the company and how much company
management are active and operate the assets or others sources., it depends on the company
administration if the company administration more active the company assets producing more
products and company gaining maximum profit volume that effect the company financial

statement that is show the strong.

ROE (Net income / Common equity) (Kenton, 2018) Return on equity (ROE) is a measure of

financial performance calculated by dividing net income by shareholders' equity. Because

shareholders' equity is equal to a company’s assets minus its debt, ROE could be thought of as

the return on net assets.

ROE is expressed as a percentage and can be calculated for any company if net income and
equity are both positive numbers. Net income is calculated before dividends paid to common

shareholders and after dividends to preferred shareholders and interest to lenders.

(Kenton, https://www.investopedia.com/terms/c/currentratio.asp, 2018) CR (Current Assets /
Current liabilities) the CR is a completely form of cash in the company or business or investor
account or in hand every time available that is pay any expense or liability for business
purposes. This ratio is finding out or analysis to how many current assists having the company
account and how many liabilities have short time payable. This comparison is show the
company liquidity position. This type of the ratio showed the liquidity from of cash or easily

available form of cash to pay the supplier or creditor payment.
ER or Earning Ratio (Shareholders equity / Total assets)

(Kenton, https://www.investopedia.com/terms/e/expenseratio.asp, 2018) The expense
percentage, is show the statement how much company administrative and operating expense.
An expense ratio is explaining the how much the profit on share investment, and the how much

company used the cash on operating activities that amount under the company higher authority.


https://www.investopedia.com/articles/fundamental/04/012804.asp
https://www.investopedia.com/terms/n/netincome.asp
https://www.investopedia.com/terms/s/shareholdersequity.asp

If the company management control the operating expense, then the company gain the

maximum profit volume.

(Kenton, https://www.investopedia.com/terms/t/totaldebttototalassets.asp, 2017) Total debt
D/A (Long-term debt / Total assets) in this percentage show the company how much assets
uses for the leverage or debt from the financial or public money for the operating activity of
the company. If the company uses the more debt on the assets value that is the negative effect
on the company financial statement, if the assets values are more as comparing to debt value
then the show positive effect of the company financial statement, and the investor are more
motivated and interested to investing in the company share. That is a huge ratio for the company

management, it is uses for long term and short term benefits.

Total Assets Turn Over (Revenue / Total Assets) (Bragg, 2017) the total asset output
percentages is depend on the long term assets basis. The ratio shows the result how much ability
of organization to maximize turnover. Ideally, if the company assets production is not batter
and efficient then the company turnover rate is less and company profit volume is not in good
positions, if the production level is very high then the company return volume is maximizing
and more batter positions the financial statement is very strong. The result should be a

comparatively greater return to its shareholders.

Fixed Assets Turn Over (Revenue / Total fixed assets) (Kenton R. b., Jun 7, 2018 ) the fixed-
asset turnover ratio is, measuring the finding the running of the company financial positioning.
It is aratio of net sales to fixed assets. The main work of this percentage how much the company
producing the product by using the fixed assets and how much the company sale volume or
turnover in a year. If the company more batter return, then the company financial statement
shows the company gaining the maximum profit by using the assets that is the positive effect

on the company financial statement.

(Kenton W. , Earning Per Share Ratio, Oct 25, 2018) EPS ((Net Income - Dividends on
Preferred Stock) / Average Outstanding Shares))  Earnings per share (EPS) is the portion of
a company's profit allocated to each share of common stock. Earnings per share serves as an
indicator of a company's profitability. It is common for a company to report EPS that are

adjusted for extraordinary items, potential share dilution.


https://www.accountingtools.com/articles/2017/5/16/shareholder
https://www.investopedia.com/terms/t/turnoverratio.asp
https://www.investopedia.com/terms/c/commonstock.asp
https://www.investopedia.com/terms/d/dilution.asp

7 Conclusion

This study is conducted to analysis the potential factor that influence stock exchange to be
demutualized. Internal and external environment (Products, Process, management, polices,
and stakeholders) of 24 stock exchanges analyzed studied thoroughly. According to the
studying variable probit Extreme Bound Analysis has been used to analyze the influencing
factors. The outcomes of study is similarly, Total Assists turn over & Fixed Assists Turnover
also emerged as significant determinants of probit model. The values of Total Assists
Turnover, Fixed Assists Turnover (0.385 and 0.031, P <0.05) respectively show the positive
penetration on Exchange to Convert their status from mutual to demutualize Exchange. Other
variables in the model such as Current Ratio, earning margin and earning per share could not

explain their contribution as influential factors of decision to demutualize in probit analysis.

In Probit Extreme Bound Analysis (PEBA) Debt on Assets emerged as robust factor affecting
the propensity to demutualize. The Value of Debt on Assets (-0.043, P< 0.05) that depicts

negative. Impact of Debt on Assists ratio on the propensity of Exchange to demutualize.

This shows that that it the level of debt increases then the financial burden on exchanges has
been increases. Due to this exchange could not justify their existence as mutual firm in

globalized competitive marked.

In table 1) Value of ROA (-1.0233, P <0.05) in probit analysis show that if the return on assets
increases then the propensity in exchanges demutualize will decrease. Likewise, in probit
extreme bound analysis (PEBA) we put ROA as fixed variable which explains values (-0.166,
P <0.05).

In broader context, we can infer that decline in ROA has strong penetration on the propensity
of exchanges to convert their status from member owned organization to public limited

companies.

Likewise, value of ROE (-0.08, P < 0.05) shows the negative point of ROE on the decision of

demutualization. It the ROE decreases then the chance of conversion of exchange will increase.

Keeping in view to his premise, we can infer that ROE has strong and potential contribution in
decision of demutualization. Subsequently, we use the ROE as fixed variable in Probit Extreme

Bound Analysis (PEBA).



On the basis of stock exchanges historical background the figures are placed in study method
and applying the suitable method (Probit Extreme Bound Analysis) on the values, I came to
know that the metallization of stock exchanges is effected due to factor ROA (Net income /
Total Assets) ROE (Net income / Common equity), CR (Current Assets / Current liabilities),
ER (Shareholders equity / Total assets), D/A (Long-term debt/ Total assets), Total Assets Turn
Over (Revenue / Total Assets), Fixed Assets Turn Over (Revenue / Total fixed assets), EPS
((Net Income - Dividends on Preferred Stock) / Average Outstanding Shares)).



[1].

[3].

[4].

[5].
[6].

[7].

[8].

[9].

Bibliography

Banchue, A. A. (2010). Factors Affecting Financial Performance of Firms Listed on Factors
Affecting Financial Performance of Firms Listed on Factors Affecting Financial Performance of
Firms Listed on Factors Affecting Financial Performance of Firms Listed on Factors Affecting F.
CommerceUniversity of the Thai Chamber CommerceUniversity of the Thai Chamber
CommerceUniversity of the Thai Chamber CommerceUniversity of the Thai Chamber Commerce

University of the Thai Chamber CommerceUniversity of the Thai Chamber CommerceUniversity

o, 15.

. Dr. Amal Yassin Almajali, S. A. (2012). Factors Affecting the Financial Performance of. Journal

of Management Research, 24.

Dr. Amal Yassin Almajali, S. A. (2012). Factors Affecting the Financial Performance of. Journal
of Management Research, 24.

Fernandezl, R. J. (2016). Growth of Stock Market in the UAE through Merger: A Comparative.

Accounting and Finance Research, 10.
Haider, 1. (2012). Demutualization of Pakistani Stock Exchanges. The Break of New Dawn, 7.

K.M.A. Islam, S. A. (2015). Demutualization of Dhaka Stock Exchange: Opertunities and

Challenges. International Journal of finance and banking Resesarch, 7.

KAJUJU, K. C. (2005). THE PERCEIVED BENEFITS AND CHALLENGES OF. 4
MANAGEMENT RESEARCH PROJECT SUBMITTED IN, 59.

Maleya M. Omondi, D. W. (2013). Factors Affecting the Financial Performance of Listed

Companies. Research Journal of Finance and Accounting, 7.

Maryam Nazari Nafootil, N. M. (2013). FACTORS AFFECTING RISK AND RETURN OF
FINANCIAL STOCKS IN. SINGAPOREAN JOuRNAl Of buSINESS EcONOmlcS, ANd
MANAGEmENt StudIES VOI.1, NO.11, 2013, 7.

[10].Mazviona2, D. N. (2014, 3:1). An Analysis of the Impact of Demutualization on Stock Market

Liquidity. International Journal of Economics and Management Sciences, 5.

[11]. Musikavanhu2, D. N. (2014, 3:1). An Empirical Analysis of the Impact of Demutualization on

Stock. International Journal of Economics &, 10.

[12].Nawaz Ahmad, A. S. (2015). Comparative Analysis of Stock Returns. China Pakistan Economic

Corridor, 15.



[13]. Robust Factor Models with Explanatory Proxies. (March 24, 2016). arXiv:1603.07041v1, 43.

[14]. Saadia Altaf. (2010). DEMUTUALIZATION OF STOCK EXCHANGES,. London Stock
Exchange and Hong Kong Stock Exchange, 41.

[15].Sarah Ahmed1, B. Z.-U.-R. (January, 2011). Demutualization of stock exchanges in Pakistan:.

African Journal of Business Management, 7.

[16]. Serifsoy, B. (2007). Demutualization, outsider ownership, and stock. Econ Gov (2008) 9:305-339,
36.

[17].Sial, T. (2014). DEMUTUALIZATION OF STOCK EXCHANGES AND STOCK MARKET
GROWTH:. Journal of Economics, Finance& Accounting-JEFA, 11.

[18]. Wahid, A. (October 2017). The Effects of Demutualization on expansion of Stock Market Growth:

Evidences. Research Gate, 18.

[19]. Boyte-White, C. (2018, Dec Tuesday). Return on Asset. Retrieved from
https://www.investopedia.com/ask/answers/031215/what-formula-calculating-return-assets-
roa.asp: https://www.investopedia.com/ask/answers/031215/what-formula-calculating-

return-assets-roa.asp
[20]. Bragg, S. (2017). Accounting Tools. In S. Bragg, Accounting Tools (p. 300). London: CPE Sponser.

[21]. Kenton, W. (2017, Dec 13). https://www.investopedia.com/terms/t/totaldebttototalassets.asp.
Retrieved from https://www.investopedia.com/terms/t/totaldebttototalassets.asp:

https://www.investopedia.com/terms/t/totaldebttototalassets.asp

[22]. Kenton, W. (2018, Oct 23). https://www.investopedia.com/terms/c/currentratio.asp. Retrieved
from https://www.investopedia.com/terms/c/currentratio.asp:

https://www.investopedia.com/terms/c/currentratio.asp

[23]. Kenton, W. (2018, Jun 25). https.//www.investopedia.com/terms/e/expenseratio.asp. Retrieved
from https://www.investopedia.com/terms/e/expenseratio.asp:

https://www.investopedia.com/terms/e/expenseratio.asp

[24].Kenton, W. (2018, Oct 24). https://www.investopedia.com/terms/r/returnonequity.asp.
Retrieved from https://www.investopedia.com/terms/r/returnonequity.asp:

https://www.investopedia.com/terms/r/returnonequity.asp
[25]. Kenton, W. (n.d.). Earning Per S.

[26]. Kenton, W. (Oct 25, 2018). Earning Per Share Ratio. Financial Indicator, 1.



