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The lecture was hased on "Efficicnt Market Hypothesis', Capital Assets Pricing Model, Arbitrage Pricing Theory, Markoy Chain Process, Miller
and Modigliani famous theorem of imelevancy of financial and dovdend policies, Gardon's moded and otber such Icu.dmg theorses i fimancinl

He focused on
efficient capital
market model as o
uscful tool for
Iaveéstars 1o
determine their reguired rate of return on the basis of nisk free mie
of retumn, nisk associnted with the company, and the price of nsk
taking i term of the difference between the returms on sk free
and risky assets. He opined that comporate camings and dividend
polces and the macroeconomic fundamentals including prime
e of interest, taxes on dividend and capital gains, and the taxes
an corporale neome and its products play the impartant role in
detenmmation of the equilibrium in stock markets

The becture was based on the bypothesis that market capitalization
depends on the total funds invested in the lsted companies’ and
the market lsquedaty i the long-term. Low volatility m trading
vilume and stability in stock prices ane the natural consequences
of o commuon stock market.

Linking the hypothesis with the assumption of creatiom of
Common Steck Market in South Asin, be said that o common
stock market may force the participating couniries bo creale
harmany i their monctary and fiscal polices. The vartations in

IMIPALCT OF

economics, which were supporied by ‘wealth maximization hypoibesis’. He was of the opinion that
on practscal front, this concepd fvored the capital sccount convertibility, cross boarder listing of
socurities, cross boarder investment, free trade peolicics, glubﬂl:mlu.m. merper & acquistion
activities, introducing commaon curmencies, expansion of comemporary forms of money including
e-mancy and extablishing the imtegrated and commaon stock exchanges et

He descmbed Capital Markel as @ sub-sct of financial markets, which provides o linkage between
the users and suppliers of the funds for long-term imvestmient. It plays a enecial robe in the process off
capital formulation by bringing sopether those who have surplus funds and oiber who want w use
those funds, and thus play vital role in enhancing cconombe activity. Globalization introduced the
mahalizateon of those fands from one country o other far enhancement averall economes sctivities
globally. The integration of siock exchanges is one of the advancements im this dinection

SMONETARY AND FISCAL FOLICIES ON STOOK MARKET:
SIMULTANEITY IN THE MODEL
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prime inderest rates, cxchange rales, taxes on compormte camings, dividend incomes and capatal pain may leais the change in the derection of

investment infllows and owtiows.

While discussing the theoretseal development of the topic Dr. Mchar elaborated the concepl of wealth maximization and market effichency. He

mentioned the linkages of financial market with the monetary and fiscal policies and compared the
fiscal and monstary policy parameters of the SAARC countries. He also compared the financial
markets of the South Asian counties. The gravity and magnitude of the ecomomic relations ansong
the South Asian countries show a dissppointing picture of the cutcomes: of several strategics and
efforts 0 promsoge the mutual econamic relations ansong the countmes in Soath Asia, It was
carroborated in ibe vanous stadies thai trade relatsons cannot be promobed without strong politsce-
cultural relations smeng the nations. The politico-caltural relations among the nations can e
sirengthened by the cxchange of services including health, education, encrgy, commumications,

trnsporiations and fimancial services.

For sustainable evonomic and finanelal mirastrocture development, South Aslan countries have 1o
mabilize and wilgee therr resources endogenousiy. It will improve the efficient atibization of
financial resources. It is possible through cross boarders imvestment among the South Asan
coumtrics. However, to make it practicable the policy makers and planners have 1o make their
finamcial system transparent, frctionless and efficient. The lecture supportied the idea of creating
Common Stock exchange in South Asea ns o fovourable mechanism to improve the efficiency and
investment activeties in the region. This stepois an advanced stage of the cross boarder invesiment
ani listing whech can create arbitrnge opporuamitics if markets are fundamentally different in their

macrecconommic pobice and informational efficiency.




SAARC CCI Lecture Series PLe,
“Creation of Common Stock Market in South Asia
Prerequisite and Consequences”
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suggested that policy dialogue and academic work should be highlighted by the SAARC Chamber of Commerce & Industry
(SAARC CCI). In this context, on the theme of 'Commaon Stock Market in South Asia: Prerequisites and Consequences™. The 5°
Lecture of the Lecture series was organized by SAARC CCLin collaboration of FPCCI supported by Fur Die Freibeit (FNF), regional
office, India.
The lecture was delivered by Dr. Ayub Mehar, Director General (R&D)-FPCCL while Mr. Aftab Chasdhry, Secretary General, South
Asian Federation of Exchanges and MD, Islamabad Stock Exchange (SAFE) and Professor Igbal lsmail, a former Director, Karachi
Stock Exchange responded to the lecture,

Inaugural Session

While welcoming the speakers and participants, Mr. Igbal Tabish, 5G, SAARC CCI, gave
introductory remarks and described the importance of "Lecture Serics Program®. He highlighted
the wtility of lecture senics and mentioned that by such serics SAARC CCl is serving as think
tank, which develop harmontzation and consensus in the policy parameters and promotes the
dialopue on key economic ssues in the region,

In view of the importance of stock market and the present worldwide inclination of cross boarder investment activities, il was

Mr. Sultun Ahmed Chawla, President FPCCH in his welcome address appreciated the idea of
creating common Stock Market in South and hoped that it would help not only developing social
contacts but also add value to the cooperation in Services Sector under SAFTA. He said that unil
today, despite the cooperation in vanous areas of the economy among the SAARC member
states, there have not been any senoaus attempts to bnng together the stock exchimges, Therefore,
SAARC member states should foree regonal alliances and cooperation in view of the elfects of
globalization on financial markets, He emphasized that Stock exchanges are instruments aiming
to mobilize financial resources to facilitate their optimal utilization in profitable investment
projects. Hence through the creation of Common Stock Market in SAARC member countries,
the existing stock exchanges could coordinate and standardize their policies, rules, regulations,
market technigues and procedures,

Mr. Tarig Sayeed, President SAARC CCl, during his keynote address indicated the
importance and implications of integration of services sectors in SAARC countries. He
described the role of the Stock market i the development of the trade and investment in the
region.

According to Mr. Tarig Sayeed, after the inclusion of services in SAFTA, the gravity and
magnitude of the economic relations among the South Asian countries has increased. Some
gtudies on quantification of cooperation in Service in South Asia have estimated potential of
around 5 20 hillion per annum. He was of the opinion that trade relations cannot be promoted
witheut establishing strong politico-culiural associations among the nations, and politico-
cultural relations can be strengthened by the exchange of services including health,
education, energy. communications, transponations and financial services. The exchange of
financial services provides the cross boarder investment opportunities, which leads the
ultimate development of the trade among the nations. The formation of a common stock
market in South Asia is the core idea of the exchange of financial services. The theme of the
“Common Stock Market in South Asia™, 15 o great concern notonly for the financial sector of
the region, but it is also important from the overall socioeconomic development and
relations among the countnes,




Kkey findings/outcome of the le

o« Monetary and fiscal policies in thie condext of Pakisian are classified as the significam determinamnts of the market capitalization, In the context of
Pakistan, it wis observed that foreign investment and private sector eredit have positive comelation with the KSE 100 index. 1twas concluded ina study
{Government of Pakistan: 2003) that market copitalization depends on the investment in equities and market hquidity, However, the valuation ratio
will be imdependient from the magninude of equities il equity-elasticity s equal to one,

«  The harmonization and umiformity in the monetary and fiscal policies requine some basic regulatory works. Harmontzatson between the miles and
regulations ameng the countries ane required to determmine the balanced straegies regarding the reinviestment of corporate profits { retaimed camings)
for modernization and expansion, dividend paymenis, ineaiment of the sick
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M Aftab Chandhry, Secretary Ceneral, SAFE stated that no example in the world financial market is available for the existence of a common

stock market. A common stock market can be exisied only in the presence of a common currency, which is not possible in case of South Asia. He

mentioned that, a commaon market is characterized by the free movement of capital. labor, goods, and services between the countries of a region, which

iz ofien also referred 1o as the coonomic iegration, Mo single region in the world has a Common Siock Exchange, even the Europesn Linion which is
the prime example of a region having max imum econsmic and political union,

In the context of stock markets, instead of creating a common stock exchange the consolidanon of the
business of different markets has tuken place on commercial considerntions and not on regional
comsiderations. The creation of Euro-next in 2000 could be called as the first attempt to create o Pan
European regional stock market in order to take advantage of the harmonization of the European
Umion Fmancial Markets. Euro-next was formed following a merger of the Amsierdam Siock
Exchange, Brussels Stock Exchange, and Pans Bourse, in 2002: the group merged with the
Portuguese stock cxchange and renamed fsell as Eurc-next Lisbon Euro-next has cross-
membership and cross-access agreements. In vear 2006, New York 5tock Exchange acquired Euro-

next, and became the “first
global stock exchunge”, [ STOOUMARER AVRIGRSE IR |
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having multiple exchanges -India at one point had 28 domestic exChANEes, |t s e b vty castes Bt

which are consolidating now, Pakistan has three and Bangladesh has two stock
Exchanges. SAFE was established in vear 2000 on the initiative of regional
exchanges o promote the development of regiomal capital markets.  However, due io lack of political support, capital control resirictions, and
differences in securitics lawsregulations, the consolidation of the market remains a distant, Professor Igbal lsmail, Former Director, KSE, stated that
financial models includimg CAPM are not valid incase of Pakistan, He mentioned the financial theories are not applicable in South Asia. He states that
the low trudang volume in Bangladesh is because of the cash requiremnent for the sale and purchase of share in Bangladesh.
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M ML AL Loadhi, Former Managing Director, KSE & Secrvtary General, FPCC1 concluded the session with remarks of appreciation for SAARC
Chamber for arranging deliberation on such an imponant 1ssue. He termed the session as a suceessiul stepio highlight the associaled problems with the
iden of Creation of Common Stock Market in South Asia.

Pre-requisite steps prior to creation of common Stocks

Integratson should be an evolutionary process. Swarting from the development of common understanding through imformation sharing and cooperation
between the govermmenis, regulators, market players, and profiessional service providers, strong and effective physical infrastructare will be requimed
to revive the social and economic relations g the South Asian countrics,  To achisve such objectives, it was urgently required 1o promote the
financial linkages between the countries. This sirategy requircs some hasic work: We have 1o promote tourism industry, we need harmonization
between the rules and regulations to defermine the balanced strategies for development of financial séctor, and we need cooperation in policies for
albocation of invest-able funds on their comparative advantapge bases.




The harmenxzation and uniformity in the macroeconomic vanables mcluding GDP, external trade, FDM,
privabe investment, inlerest rate, inflation; business environment - including investment protection
regulation, cost of doing business, labor lows and productivity, procedural requirements and invisible costs;
regulntory requirements including lsbor lows, taxation policies and mechanism, courts, crime, law and
order, policy uncertainty, financing and investment regulation and magnitudes, cormuption, provision of
utilities, physical infrastructure; financial access, efficiency and stability mcluding legal rights of investors
and lenders, méerest rte spread, risk premium, banking adequacy matio and prudentinl regulations, Stock
market efficiency inchuding murket capétalization, reliahility and growth of market indexes, market
liguidity, trading volume, numbser of listed securitics, number of brokerage houses and secunty firms, stock
tumover, flow of capital inclsding FDI, FPI, tariff and taxation polices, Regulations for transfer of dividend
income, flow of capital, corporate regulations including take over activities, corporate govemance
dividend policies, financial policies cte ane required for the desired integration and the development of the
common stock market in South Asia, A common or micgrated stock market cannot perform its dug role
witlout harronization i the moactary and fiscal polices of the
countries in the regeon. The rode of monetary and fiscal polices
canmd be ignofed in determination of the performance of a
stock market.
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Adfter a detailed analysis, comment and question answer sessions, it was jormily recommended that a1 first stage the South Astan countries should
developan integration of their stock exchanges for cross boarders trading and listing of the companies.

Suggestions and Policy Recommend;

ationy

«  There is an carnest nee for taking Pre-requisite measures so that integration should be through an evolutionary process,
Starting with the development of common understanding through information sharing and cooperation amongst the
governments, regulators, market players. and professional service providers, strong and effective physical infrastructure to
revive the social and economic relations among the South Asian countries is urgently required to promoie the financial
linkages between the countries.

«  The regulatory bodies and planning authorities need to lake initiative to make a harmonized and uniform investment and
financial environment. There must be uniformuty on the Future trading and Hedging issues. The availability of required
physical infrastructure; financial access, efficiency and stability including legal rights of investors and lenders, interest rate
spread, risk premiwm, banking adequacy ratio and prudential regulations will have to be ensured,

¢« To make Stock market an efficient vehicle for cooperation, there is also need compatible measures like market
capitalization, reliability and growth of market indexes, market liquidity, trading volume, number of listed securities, number
of brokerage houses and security firms, stock turover; Flow of capital including Foreign Direct Investment, Foreign Private
Investment, tariffand taxation polices.

«  Regulations for transfer of dividend income, flow of capital, corporate regulations and corporate governance dividend
policies are required for the development of the common stock market in South Asia. He requested the respective
Giovernments of South Asia 1o harmonize its monetary and fiscal policy measures because a common or integrated stock
market cannot perform its due role without harmonization in the monetary and fiscal polices of the countries in the region.
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