
Q:Discuss the main functions of stock exchange.Does 
it really promote economic growth 

                                                 :::::INTRODUCTION:
::::
In our neighborhood, we probably have a supermarket that sells groceries. The reason we 
go the supermarket is because everything we need to run our home is available under one 
roof. It's far more convenient than having to make 10 stops at different stores.

The Stock Exchange is a supermarket for stocks. The Stock Exchange is like a big room 
where everyone who wants to buy and sell shares can go to conduct their transactions.

The Exchange makes buying and selling easy. You do not have to actually travel to the 
Stock Exchange; rather, you can call a stock broker who does business with the 
Exchange, and he or she will go there on your behalf to buy or sell your stock. With an 
Exchange in place, you can buy and sell shares instantly.

                                                    ::::: 
DEFINITIONS::::: 
"A stock exchange or share market  is a place where people meet to buy and sell shares 
of company stock. Some stock exchanges are real places (like the New York Stock 
Exchange), others are virtual places 

"A stock exchange is established for the purpose of assisting, regulating and controlling 
business of  buying, selling and dealing in securities "

                                        ::::: Function of the stock 
exchange::::: 

1.Raising capital for businesses 

The Stock Exchange provides companies with the facility to raise capital for expansion 
through selling shares to the investing public. 

2.Investment of savings, in purchase of securities

Provides a market for the trading of securities to individuals and organizations seeking to 
invest their saving or excess funds through the purchase of securities

3.Facilitating(ولت پیدا کرنا ھس  )company growth 

Companies view acquisitions(حصول )as an opportunity to expand product lines, increase 
distribution channels,increase its market share, or acquire other necessary business assets. 
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Business combinitation agreement through the stock market is one of the simplest and 
most common ways for a company to grow by acquisition . 

4.Redistribution of wealth 

Stocks exchanges do not exist to redistribute wealth. However, both casual and 
professional stock investors, through dividends and stock price increases that may result 
in capital gains, will share in the wealth of profitable businesses. 

5.Management records of company

By having a wide and varied scope of owners, companies generally tend to improve on 
their management standards and efficiency in order to satisfy the demands of the 
shareholders and the more tight rules for public corporations imposed by public stock 
exchanges and the government. Therefore, it is said that public companies tend to have 
better management records than privately-held companies.

6.Creating investment opportunity of small investor 

As opposed to other businesses that require huge capital expenditure, investing in shares 
is open to both the large and small stock investors because a person buys the number of 
shares they can afford. Therefore the Stock Exchange provides the opportunity for small 
investors to own shares of the same companies as large investors. 

7.Govt. capital- raising for development project 

Governments at various levels may decide to borrow money in order to finance base 
projects such as sewerage and water treatment works or housing estates by selling 
another category of securities known as bonds. These bonds can be raised through the 
Stock Exchange whereby members of the public buy them, thus loaning money to the 
government. The issuance of such bonds can avoid the need to directly tax the citizens in 
order to finance development

8. Barometerباد پیما) )of the economy 

At the stock exchange, share prices rise and fall depending, largely, on market forces. 
Share prices tend to rise or remain stable when companies and the economy in general 
show signs of stability and growth. An economic recession, depression, or financial crisis 
could eventually lead to a stock market crash. Therefore the movement of share prices 
and in general of the stock indexes can be an indicator of the general trend in the 
economy. 

9-provide physical location for trade of securities

Stock exchange provides a physical location for buying and selling securities to the 
investers that have been listed for trading on that exchange

10-Establish rules & regulations of trading of shares



Stock exchange establishes rules for fair trading practices and regulates the trading 
activities of its members according to those rules

11-Fair

The exchange assures that no investor will have an excessive advantage over other 
market participants

12-Effective Market

This means that orders are executed and transactions are settled in the fastest possible 
way in  stock exchange

13-Transparency

Investor make informed and intelligent decision about the particular stock  based on 
information.Listed companies  must disclose information in   timely, complete and 
accurate manner to the Exchange and the public on a regular basis.Required  information 
include stock price, corporate conditions and developments dividend, mergers and joint 
ventures, and management changes etc

14-Price

At any point in time, the price of previously issued stock is determined by the ebb-اتار
اؤ ھٹگ ) )and flow of supply and demand.It fix the prices of the securities according to the 
fundamental law of the offer and the demand

15-Listing requirements

There are specific requirements for allowing a public company to list its securities on the 
Stock Exchange these are set out in the legislationقانون سازی))

16-Get rid of

Stock exchange can get rid of companies for a number of reasons including :-

Merger with another company 

Solvency problems 

Name change company asked to be removed 

Failure to follow exchange rules 

17-To provide liquidityکاروبار بند  کرنا) )  to the investors.

The investor can recover the money invested when needed. For it, he has to go to the 
stock exchange market to sell the securities previously acquired. This function of the 
stock market is done on the secondary market. It offers liquidity to the security 



investments, through a place in which to sell or buy securities

18-Gives the right to shareholders to vote in the general meetings 

It permits for the investor to have a political power in the companies in which he invests 
its savings due that the acquisition of ordinary shares gives him the right (among other 
things) to vote in the general shareholders meetings of the company in question

19-Offer in company free publicity

It offers to the company’s free publicity, which in other way would suppose considerable 
expenses. The institution is objecting of attention of the media (television, radio, etc.) in 
case any important change in its owners (the share holders). 

               ::::: Does  Stock Exchange Realy Promote 
Economic Growth? ::::: 

We examine the connection between the creation of stock exchanges and economic 
growth with a new set of data on economic growth that spansمحیط کرنا) )a longer time 
period than generally available. We find that economic growth increases relative to the rest of the world 
after a stock exchange opens. Our evidence indicates that increased growth of productivity is the primary 
way that a stock exchange increases the growth rate of output, rather than an increase in the growth rate of 
physical capital. We also find that financial deepeningانا ڑھرنج یا تکلیف ب ) )is speedy before the creation of a 
stock exchange and slower later on.


