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Executive Summary 

Capital market and financial institutions are investment intermediaries linking the savers 

and users of capital. Improved capital markets can enhance a country’s growth. 

Bangladesh has a small capital market relative to its neighboring countries. Due to some 

barriers and inefficiencies people are mostly depended on the banks rather than 

depending on capital market. Therefore the size of the stock market is still small. The 

importance of capital market is indispensable for a country’s future expansion. This study 

will try to explore the ways to develop the current stock market. Due to lacking of 

experts, not having enough knowledge about stock market and shortage of bonds are 

some major blockage for which capital market is still underdeveloped. Market can be 

developed by more supply of securities and bonds with good fundamental to help bring in 

depth and strength. This study also explores how more Seminars and trainings can help to 

the development of DSE. If the entrepreneurs are aware of the obstacles and have the 

knowledge about the stock market then it will be more developed. This research will try 

to explore the importance of capital market, obstacles mainly faced by DSE and the 

future prospect of it. 
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 Introduction 

Development of industry especially in a developing country like Bangladesh depends on 

Government and also on private sector. Stock exchange plays a vital role to boost the 

economy. Financial markets contribute to economic development through enhancing 

physical capital accumulation. The most efficient allocation of capital is achieved by 

liberalizing financial markets and letting the market allocate the capital (Caporale, 

Howells, and. Soliman, 2004). Capital is one of the most sensitive factors of production, 

which plays critical role in business decisions of the entrepreneurs. The securities market 

of a country represents the capital market in any country ( Salahuddin Ahmed Khan, 

2007). Capital market plays a vital role in an economy and it is considered as the 

barometer of any countries economy (Ahmed Rashid Lali, 2008). In developed 

economies, abundance of capital makes it one of the cheapest factors of production while 

labor forces become one of the costlier factors. As a result cost of capital tends to be 

lower in developed economies while wages rates remain higher. The scenario is opposite 

in countries like Bangladesh. The capital market or more specifically the securities 

market of Bangladesh is almost uni-dimentional as almost all the traded securities are 

stocks. Presently more than 260 companies are listed with Dhaka stock exchange (DSE) 

of which only one is a corporate bond, although a few are listed as debentures, which are 

reminiscence of some defaulting debt instrument issued during late eighties and early 

nineties without proper regulatory frame work (Salahuddin Ahmed  Khan,2007).     

DSE at a glance 

 The Dhaka Stock Exchange (DSE) is registered as a Public Limited Company and its 

activities are regulated by its Articles of Association rules & regulations and bye-laws 
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along with the Securities and Exchange Ordinance, 1969, Companies Act 1994 & 

Securities & Exchange Commission Act, 1993. 

The major functions of DSE are- 

-Listing of Companies (As per Listing Regulations). 

 -Providing the screen based automated trading of listed Securities. 

- Settlement of trading  (As per Settlement of Transaction Regulations). 

- Gifting of share / granting approval to the transaction/transfer of share outside the   

trading system of the exchange (As per Listing Regulations 42) . 

- Market Administration & Control. 

- Market Surveillance. 

- Publication of Monthly Review. 

- Monitoring the activities of listed companies. (As per Listing Regulations). 

- Investors grievance Cell (Disposal of complaint bye laws 1997). 

- Investors Protection Fund (As per investor protection fund Regulations 1999) 

-Announcement of Price sensitive or other information about listed companies through 

online 

There are four types of market at DSE.They are: 

Public Market: In this market instruments are traded in normal volume. 

Spot Market: Instruments are traded in normal volumes under corporate action if any. 

Odd lot Market: Odd lots of all Instruments are trade in this market. 

Block Market: Instruments are traded in bulk volume. 
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The management and operation of Dhaka Stock Exchange is entrusted on a 25 members 

Board of Director. Among them 12 are elected from DSE members, another 12 are 

selected from different trade bodies and relevant organizations. The CEO is the 25th ex-

officio member of the board. The following organizations are currently holding positions 

in DSE Board: 

�x Bangladesh Bank  

�x ICB  

�x President of Institute of Chartered Accountants of Bangladesh  

�x President of Federation of Bangladesh Chambers of Commerce and Industries  

�x President of Metropolitan Chambers of Commerce and Industries  

�x Professor of Finance Department of Dhaka University  

�x President of DCCI (Dhaka Chamber of Commerce and Industry) 

Table 1:Some historical information of DSE: 
information Date 

Incorporated as East Pakistan Stock Exchange 

Association Ltd 

28th April 1954 

Start of Formal Trading 1956 

Renamed as East Pakistan Stock Exchange Ltd. 23rd June 1962 

Renamed as Dacca Stock Exchange Ltd. 13th May 1964 

Trading Suspended under new State Policy 16th December 1971 

Trading Resumed in Bangladesh 16 August 1976 

 Starting Of All Share price Index calculation 16th September 1986 

Share price Indices calculation on basis of IFC Designed 1st    November    1993 
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formula 

Starting of Automated trading 10th August 1998 

Starting Of DSE-20 Index calculation January 2001 

Starting Of DSE General Index calculation  

 

27th November 2001 

Start of CDS through CDBL 24th January 2004 

  DSE All share price Index (DSI) re introduced 28th March 2005 

 

Securities and Exchange Commission 

The Securities and Exchange Commission (SEC) was established on 8th June, 1993 

under the Securities and Exchange Commission Act, 1993. The Chairman and Members 

of the Commission are appointed by the government and have overall responsibility to 

administer securities legislation. The Commission, at present has three full time 

members, excluding the Chairman. The Commission is a statutory body and attached to 

the Ministry of Finance.  

Members perform the following functions:  

�x Serve as the members of the Commission and supervise its management 

�x Provide policy direction to industry and staff and promulgate legally binding rules 

�x Act as an administrative tribunal for decisions on the capital market 

Mission of SEC: 

�x Protect the interests of securities investors.  

�x Develop and maintain fair, transparent and efficient securities markets.   
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�x Ensure proper issuance of securities and compliance with securities laws 

�x Regulation of the capital and securities markets in Bangladesh. 

Commission’s Functions: 

�x Regulating the business of the Stock Exchanges or any other securities market. 

�x Registering and regulating the business of stock-brokers, sub-brokers, share 

transfer agents, merchant bankers and managers of issues, trustee of trust deeds, 

registrar of an issue, underwriters, portfolio managers, investment advisers and 

other intermediaries in the securities market.  

�x  Registering, monitoring and regulating of collective investment scheme including 

all forms of mutual funds.   

�x Monitoring and regulating all authorized self regulatory organizations in the 

securities market.  

�x  Prohibiting fraudulent and unfair trade practices relating to securities trading in 

any securities market.  

�x  Promoting investors’ education and providing training for intermediaries of the 

securities market. 

�x   Prohibiting insider trading in securities.   

�x Regulating the substantial acquisition of shares and take-over of companies.   

�x Undertaking investigation and inspection, inquiries and audit of any issuer or 

dealer of securities, the Stock Exchanges and intermediaries and any self 

regulatory organization in the securities market. 

�x Conducting research and publishing information. 
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Problem Statement 

Capital market and financial institutions are investment intermediaries linking the savers 

and the users of capital. The existence of capital market facilitates exchange of resources. 

The function of capital market in a country is to assist in the allocation of a nation’s 

limited capital resources among numerous competitors. Bangladesh is a developing 

country with an underdeveloped capital market.Neighbouring country has developing 

capital market in comparison with our country. People of our country mostly depend on 

financial institution for financing and investing so there exists a very small share in the 

capital market. There is lacking of risk takers in comparison of risk averse in our country 

along with quality shares. Thus this research is going to explore the importance of capital 

market in Bangladesh economy, the obstacles faced by DSE and future prospect of DSE. 

Purpose of the Study 

Developed capital market is a paramount object for an economy’s progress.  Bangladesh 

has an underdeveloped capital market, through this research assessing and analyzing will 

be done to explore the importance of the development of the capital market in BD, and 

the obstacles faced by DSE and its future prospect. 

Research Questions 

1. What is the importance of the development of Capital market? 

2. What are the obstacles faced by DSE? 

3. What is the future prospect of DSE? 

Significance of the Study 

Capital market of our country is very small in contrast with the neighboring countries. 

People mainly depend on the banking sector for financing. This research might help the 
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investors understand the importance about the capital market and the advantage of issuing 

shares rather than taking loans from banks. Some of the obstacles of DSE are identified 

here which might help the members and entrepreneurs to think before investing and 

making more profit and help the country’s capital market grow more. 

Research Timeline 

2008 February           Writing Research Proposal 

2008 March            Developing Literature Review 

2008 March           Collecting Data 

 2008 April       Data Analysis and Interpretation of the Findings. 

2008 April        Preparing Draft and Finalizing the Research Paper. 

2008 May   Submission of Research Paper. 

Limitations of the study 

There were a few limitations while conducting the research. The research time was very 

short. Three months is a very short time to research about the capital market of a country.  

The interviewed persons were very busy so the interview was not able to extend to more 

than 30-40 minutes. All the data is not given as up to date for they were not available. As 

this research has been done by me for the first time so there could be some inefficiency. 

Literature Review 

Bangladesh is considered as middle economy country since it has more than 60 billion 

dollar GDP.It has maintained more than 5% GDP growth rate for last one and a half 

decade. The capital market is growing significantly and yet there is room for growth as 
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GDP to market capitalization ratio is significantly lower than comparable countries as 

major economic sectors are outside the market (Khan, 2007).  

Market capitalization represents the aggregate value of a company or stock. It is 

calculated by multiplying the number of shares outstanding by the current price on each 

share. The ratio of market capitalization to GDP is used as a tool to estimate the overall 

stock market returns. The ratio also gives an indication of flow of liquidity, size and 

depth of the market. The market experts said although the ratio of market capitalization to 

GDP jumped to around 16 percent, the ratio is still much lower compared to the 

neighboring countries India and Pakistan. At the end of 2007, the ratio of market 

capitalization of Mumbai Stock Exchange to GDP for India stood at around 130 percent 

with a total market capitalization of US$ 1.61 trillion. Market capitalization of National 

Stock Exchange of India stood at $ 1.48 trillion at the end of 2007.Presently, such ratio to 

GDP for Pakistan is around 75 percent (The Daily Star, 2008). 

Presently in Bangladesh the ratio of market capitalization ratio of stock exchange to GDP 

is 17%, Pakistan has 75%, Thailand 180% and in India 147 %.It is increasing day by day 

which is a good sign for the future growth (Lali, 2008). 

Experts said entry of a good number of new issues and surge in prices of shares 

contributed to the sharp rise in the market capitalization. 

According to the President of DSE - Md.Abdullah Bokhari, Bangladesh Capital market is 

gradually taking its desired shape. 

As the demand for investment in securities market is growing fast, average price level of 

most of the securities (Price/Earning Ratio and Price/NAV Ratio) are also growing 

making these securities riskier than the expected return potentials. More new investors 
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are entering the markets that are naturally not much aware of the basics of investment and 

thus the risk of wrong strategy in investment may endanger their investment. As the 

branches of brokerage houses are spreading pretty fast all around the country, the 

infrastructure, both market monitoring (and compliance) provisions and physical facilities 

may not be able to support the growth (Khan ,2007). 

The explosive growth of the stock market in Bangladesh over the past few years until the 

middle of November 1996 has been the result of a combination of the government 

economic reforms and political stability (Mazhar M. Islam, 2004). 

Well performing private limited companies will go public when there is incentive for the 

same. Similarly, public limited companies will go for public offering if there are adequate 

fiscal benefits (Latifur Rahman – President, SEC, 2008). 

According to the Chairman of SEC-Faruq Ahmad Siddiqi, the leaders of Business 

Chambers should find out the reasons of entrepreneurs unwillingness to invest in the 

capital markets. According to him they are not coming due to –lack of awareness, 

problems due to family ownership, and want of IPO facilities and proper disclosure. 

Government is trying to float quality share in the market to encourage the entrepreneurs. 

Entrepreneurs will make more profit due to cheaper cost if they invest in the capital 

market instead of taking it from bank. The local investors are not interested to invest so 

the foreign investors are also not showing interest.  

Government’s role should not be limited to the banking system, but applies to other 

segments of the financial system, such as capital markets and the micro-finance sector, 

and should be seen as an essential element in the governance reform agenda and in the 
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movement from a relationship-based economy to a market and arms-length economy. 

(Beck and Rahman, 2006) World Bank - Development Research Group (DECRG) 

Research Methodology 

Research Design 

When a researcher has a limited amount of experience or knowledge about a research 

issue, exploratory research is a preliminary step to take in that situation. For this topic 

exploratory research is taken as the research design. . The purpose of exploratory 

research is to explore a precise and clear idea of the topic. This research aimed to explore 

the importance and future growth of Capital Market in context of Bangladesh. 

 Research Instrument 

Primary and secondary data both is used for conducting the research. For collecting 

primary data in-depth interviews and expert survey has done. Besides for secondary data 

websites, articles, journals etc. has been used. 

Data collection 

Various books, journals, newspaper articles, publications of DSE and SEC library have 

been used as secondary data. Thus for primary data in-depth interview and expert survey 

has been accomplished for this research. Each of the people was interviewed for 

approximately 30-40 minutes while taking break from office hour. The interviewed 

persons were: Sharif Ataur Rahman – Vice President (DSE) and M D (SAR Securities 

limited), Ahmad Rashid Lali – Senior Vice president (DSE), Kamrun Nahar – R&D, 

Information Department (DSE), A.K.M. Humayun Kabir-member of DSE and director of 

Razzak securities, Farhad Ahmed (Executive Director) – SEC, Anwarul Kabir Bhuiyan-
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(Executive Director) – SEC.Some of the essential questions which were asked are as 

follows: 

�™ What is the role of capital market in an economy? 

�™ Why do you think it is important for an economy’s growth? 

�™ How it can contribute to an economy’s growth? 

�™  What is the Current scenario of Bangladesh’s capital market? 

�™ What do you think about the future prospect of DSE? 

�™ What are the obstacles faced by DSE? 

�™  How the growth of DSE can be improved? 

Discussion 

DSE had been maintaining three different indices of different method to reflect market 

behavior. Three major indices to reflect market behavior are namely DSE All Share Price 

Index, DSE General Index and DSE 20 (Monthly Review, 2008). 

DSI is determined on the basis of price movement of individual stocks of all categories 

(A, B, G, N and Z).The index ‘DSI’ is now considered as the benchmark price barometer 

for DSE. A graph of last one year is shown below of DSI index. 

 

Source: http://web.dsebd.org/graph-real/test/year/companygraph.php?graph_id=dsi 
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Figure 1: Index Graph of Last 1 Year from 20-05-2007 to 2008-05-19 
From the graph it is seen that the curve gradually increased towards upward. The highest 

value over the last year was 2622.63748 points and the lowest value was 1591.03278.The 

price movement of the shares is increasing. 

DSE General Index Graph: 

DSE general Index is an index comprising of A, B, G and N categories of securities. It is 

constructed excluding debentures and bonds. A graph of last one year is shown below of 

DSE General Index. 

 

Source: http://web.dsebd.org/graph-real/test/year/companygraph.php?graph_id=gen 

Figure 2: Index Graph of Last 1 Year from 20-05-2007 to 2008-05-19 
From the graph it is seen that the curve gradually increased towards upward. The highest 

value over the last year was 3120.51352points and the lowest value was 1891.51957 

points.  

DSE 20 Index: 

DSE 20 indexes are made up of 20 listed companies of DSE according to 30th June. A 

graph of last one year is shown below of DSI index. 


































