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FOREWORD

Demutualization of a stock exchange is entire process by which a
non-profit member-owned mutual organization is transformed into a for-
profit shareholder corporation. Exchanges around the world have been
demutualizing because of international competition and technological
challenges to traditional modes of trading securities. The change of a
stock exchange from a member-owned organization to a for-profit
shareholder corporation triggers a number of questions about regulatory
oversight. When a demutualized exchange is listed on its own board, some
regulatory oversight needs to be transferred to a government regulator.
In many countries, demutualization of the major national stock exchange
has been accompanied by general securities regulatory reform.

This book grew out of a conference on Demutualization of Stock
Exchanges held in Manila on 13-14 August 2001 organized under the APEC
Financial Regulators Training Initiative sponsored by the Asian
Development Bank. The conference focused on developing greater
understanding of demutualization by discussing the general problems it
engenders and how these might be solved, developing common themes
and lessons from case studies and also seeing how different countries
have evolved different approaches to demutualization.

This book is divided into three parts. Part I, consisting of Chapters
1-11, discuss various dimensions and issues involved in the process of
stock exchange demutualization. Chapters 1-3 give a broad overview of
the reasons for demutualization, the critical issues and challenges, the
decision-making process relating to demutualization and the possible
models stock exchanges may choose, including that of a privately owned
for-profit corporation and that of a publicly held company listed on the
exchange’s own board. Chapter 4 sets forth the critical issues an exchange
and its regulator must confront in connection with the demutualization
process from the vantage point of a particular jurisdiction—Australia.
Chapters 5-7 discuss the conflicts of interest raised by an exchange’s
demutualization and then Chapters 8-11 set forth how regulators in
Canada, Singapore, the United States and Australia attempted to deal with
some of these conflicts through regulation.

Part IT of this book is a series of case studies. Chapters 12-17 discuss
the demutualization experience in Australia, Hong Kong, Singapore,
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Toronto and the Philippines. Part III of this book provides information
about jurisdictions that have not demutualized their exchanges. Chapters
18-22 discuss the Colombo, Kuala Lumpur, Shanghai and Shenzen,
Taiwan and Thailand exchanges.

Chapters 1-16 were submitted as papers by professionals who
presented papers at the conference. Chapters 17-22 were submitted by
participants in the conference who were not presenters.

This conference was coordinated by the Finance and Industry
Division (East) of ADB under the overall guidance and supervision of
Ms. Shamshad Akhtar, Director, Governance, Finance and Trade, East
and Central Asia Department. Special thanks are due to the various
contributors as well as the organizers. The book has been edited by
Ms. Akhtar. Ms. Roberta Karmel, Professor of Law at Brooklyn Law
School, was engaged to integrate the conference materials and provide
editorial advice. R. Jane Lee, a student at Brooklyn Law School
supported the compilation of this book. Mr. Lyle Raquipiso coordinated
the publication of this book and Ms. Nancy Bustamante provided
administrative support.

o

Geert H.PB. van der Linden
Director General
East and Central Asia Department
Asian Development Bank
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