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ANALYSIS OF THE ATTRACTIVENESS AND
COMPETITIVENESS OF THE SECURITIES MARKET
IN LITHUANIA
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Abstract. The importance of attractiveness and competitiveness of the Lithuanian stock market has signi-
ficantly increased in the recent years due to its influence on the capital market as well as on its participants
and the economy of the whole country. This article aims to evaluate the attractiveness and competitiveness of
Lithuania’s securities market by using a quantitative analysis. It has aimed to define the statistically significant
relationship between market attractiveness and competitiveness and the number of listed companies, cross
listing, liquidity and trade volumes. The quantitative analysis has provided arguments to conclude that secu-
rities market in Lithuania currently is not attractive either from the point of capital supply or from the point of
capital demand. In addition, the securities market in Lithuania lacks competitiveness among other markets.
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Introduction

Due to the globalization, the circumstances to invest or raise capital in any securities mar-
ket in the world emerge and increase the competition among these markets. Consequently,
currently the attractiveness and competiveness of the securities market in Lithuania has
become a particularly relevant problem influencing not only market members, but the
country’s capital market and the whole economy as well. The Lithuanian securities market
constitutes part of the financial market which involves long-term and medium-term invest-
ments in stock and debt securities. The attractiveness of the securities market — the profit
potential — is analyzed in accordance with both capital demand and capital supply. The
competiveness of the securities market is perceived as the capability to effectively compete
in the world while securing most beneficial circumstances for investors and issuers.

The aim of this paper is to identify, analyze, and evaluate the main factors influencing
the attractiveness and competiveness of the securities market in Lithuania.

In order to achieve the aim, the following objectives have been put forward:

* to conceptualize the attractiveness and competiveness of the securities market;
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* toidentify and analyze the main factors influencing the attractiveness and compe-

tiveness of the securities market;

* to evaluate the main factors influencing the attractiveness and competiveness of

the securities market in Lithuania;

* to construct a model and to evaluate the attractiveness and competiveness of the

securities market in Lithuania.

In order to implement the objectives, an asystemic and comparative analysis of the
scientific literature, covering the attractiveness and competiveness of securities, has been
accomplished in the first chapter of the paper. The second chapter deals with the meth-
odology of a quantitative research. The third chapter presents and discusses the results
of the statistical data quantitative analysis and the evaluation of the main factors influ-
encing the attractiveness and competiveness of the securities market in Lithuania. The
developed model helps to estimate the attractiveness and competiveness of the securities
market in Lithuania. The paper is completed with the conclusions based on the gener-
alization of the research results concerning the attractiveness and competiveness of the

Lithuanian securities market.

THE CONCEPT AND FACTORS OF MARKET ATTRACTIVENESS
The concept of market attractiveness

One of the most inherent developmental features of the present economy, social politics
and culture is the process of globalization based on the objective nature principle of
causality, i.e. how certain activities in certain circumstances always create respective
consequences. Globalization processes are seen as a result of the world states’ develop-
ment which opened up their economies and liberalized economic relations among the
countries thus motivating the involvement and participation of national companies in the
global economic system (Pryhara, 2006). Upon joining the European Union in 2004, the
Lithuanian market has become much more accessible to foreign investors; this made it
possible to attract internal as well as the foreign investors. First of all, foreign investors
thoroughly analyze an unknown market in order to determine whether such investment
will be benefitial, i.e. they determine the market attractiveness level.

When analysing the definitions of market attractiveness presented by different au-
thors, one should notice that even though they are quite distinct, the key factors deter-
mining the market attractiveness remain quite similar. According to Y. Azarian (1998),
the market attractiveness concept and the criteria of international markets is typically
used when it comes to companies’ objective to evaluate and choose new markets for
business and are related to the analysis of external market environmental factors for busi-
ness activity. Most business and marketing dictionaries define the market attractiveness
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assessment from the position of a customer, a company, or an investor, i.e. as a profit or
benefit opportunity in a particular market or industry. The higher the potential gain or
benefit, the more attractive a market is considered to be.

The attractiveness of the market in other literary sources is very closely related, to or
even identified with, the market competitiveness. According to the American Marketing
Association dictionary, the market attractiveness defines the degree of market oppor-
tunities provided by a market segment and a company’s ability to meet the segment’s
needs considering the competitive environment. Meanwhile, the market attractiveness
by M. E. Porter (1980) is considered to be closely related to the competitive situation
in the market, i.e. economy competitiveness of companies and the country. M. E. Porter
(1980), based on the five-forces model, argues that an attractive market is the one in
which you can get the maximum profit or benefit, in other words, the more relevant mar-
ket participants getting on for ideal competition, the less attractive it becomes. In the ma-
trix of market attractiveness prepared by McKinsey & Company (1970), each business
unit or product is classified in accordance with market attractiveness and the strength
of its competitive position. Also, these two factors are dependent on each other, i.e. the
high market attractiveness directly determines the high market competitiveness (Fig. 1).

Business unit strength

High Medium Low
High
Market :
attractiveness Medium
Low

FIG. 1. The McKinsey market attractiveness-competitiveness matrix

Source: Amatulli C,, Caputo T., Guido G., 2011, p. 62.

Baaken (1989) has developed a comprehensive criteria model for evaluating the new
technology-oriented companies according to three main appropriate dimensions: the en-
trepreneur, technologies, and the market. The market dimension in this model is widely
developed and consists of two main categories: market attractiveness and competitive-
ness. The Baaken model is based on the fact that market attractiveness and competitive-
ness are interdependent and laboriously separable characteristics (see Fig. 1).

The summary could conclude that market attractiveness, although approached dif-
ferently by various authors, has the general feature — usually related to the company’s
entering into a new and unknown market and closely associated with the market compe-
tiveness (see Table 1).
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TABLE 1. Interpretation of the market attractiveness concept by different authors

Author Year The main characteristics of market attractiveness

Y. Azarian 1998 | Measured on the basis of the effect of the external market
environment factors on business.

JX.Hammond, G.B. Allan | 1975 | Market growth - the only external factor affecting the

H.J. Pleitner 1983 | attractiveness of a market.

Marketing dictionary 1995 | A measure of the profit potential inherent in the structure of a
market or industry.

Business dictionary 2011 | Market possibilities provided for the enterprise to meet the needs
of the customer according to the competitive environment.

M. E. Porter 1980 | Attractiveness is related to the general profitability of the sector.
An uncompetitive market is an unattractive market.

McKinsey & Company 1970 | Market attractiveness depends directly on market competitiveness

T. Baaken 1989 | Market attractiveness and competitiveness are interdependent

and inseparable.

Source: compiled by the authors.

Factors influencing market attractiveness

Companies or investors considering their opportunities and feasibility of entering a
new market perform the analysis of market attractiveness in order to determine whether
the entrance into a particular market is profitable and how much it could make (Porter,
1980). However, for assessing the market attractiveness, it is necessary to identify the
main factors influencing it.

According to the marketing term dictionary, the main factors of market attractive-
ness are composed of four dimensions: market factors such as marketing growth rate,
market size, and lifetime stage; economic-technological factors such as the intensity of
investment, industry profitability, barriers to enter or leave the market, and the access to
raw materials; competitive factors such as the types of direct competitors, competition
structure, substitute risk, the power of negotiation between suppliers and buyers; envi-
ronmental factors such as legal climate or regulation, the degree of social acceptance,
and the human factor.

The M. W. Peng (2009) factors influencing the market attractiveness are also di-
vided into four groups: market size and growth rates, institutional contexts, the competi-
tive environment, and the cultural, administrative, geographical, and economic distance
(Fig. 2). Most important are the market size and growth rates.

Khanna, Palepu and Sinha (2005) have developed a five-dimensional system which
allows the attractiveness evaluation of a particular country or region according to the
institutional context. They state that a country’s political and social system, market open-
ness, labour market, product market, and capital market influence the company’s ability
to successfully enter a particular country and compete in it. From their point of view,
the most important aspect is the political system of the country: an open country gives a
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and growth rates distance

Institutional contexts Competitive environment

FIG. 2. Factors influencing the market attractiveness

Source: compiled by the authors according to Peng, 2009, p. 51.

possibility for market participants to develop their business freely and effectively. The
second place according to the importance is the competitive environment: the number of
competitors, the market size and quality.

M.W. Peng (2009) states that the country’s cultural, administrative, geographical and
economic distances are very important and broadly interpreted. Differences among re-
ligious, races, social norms and languages can make the cultural distance. These differ-
ences can quickly become the barriers for entering the market. Meanwhile, the admin-
istrative or political distance is created by differences among valid laws, politics, and
institutional rules including international relations among the countries, contracts and
membership in international organizations. Geographical distance can be defined as the
simplest, i.e. it is the distance in kilometres in which the countries are away from each
other. The other features attributed to the geographical distance are the physical size
of the country, the average distances to the country’s borders, access to the sea or the
ocean, topography, the country’s transport and communication infrastructure. Economic
distance is determined by a disposable income which creates the largest distance among
the countries.

R. J. Best (2005) has divided all the factors influencing the market attractiveness into
three groups: market factors, the intensity of competition, and entrance in the market
(Fig. 3). Market size, growth rate, and the power of the buyer are attributed to the market
factors as very important as they are the initial data which are being analyzed before
entering a new market and have a significant influence on the final decision. Meanwhile,
the competition intensity is calculated in terms of price rivalry, the substitute, and the
simplicity of entering the market, i.e. the existing market barriers, legal regulation, etc.
The third factor — the entrance to the market — consists of knowing the customers, strate-
gies of products and prices, and access to the channels, i.e. access to suppliers, raw mate-
rial, capacity and potential of sales (Best, 2005).

The Kotler’s (1997) approach is similar because market attractiveness is defined as

the weighted arithmetical average of factors. The most important is the total size of the
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FIG. 3. Factors influencing market attractiveness

Source: compiled by the authors according to Best R. J., 2005.

market, the market growth rate, profit margins, and competition intensity. The choice of
the factors’ list and especially their weights are a strategic decision of the company and
varies depending on the internal policy of the company. For example, a big weight at-
tributed to the market growth factor is usually selected by the companies which focus on
innovative markets. On the other hand, considerable attention to the past profit margins
can be a disadvantage to the company focused on the innovation of products or techno-
logy that may turn out to be necessary for a successful future activity (Kotler, 1997).
Although the factors influencing market attractiveness by various authors are catego-
rized differently, the principles remain the same. Also, the attractiveness of the market
according to the authors analysed are almost inseparable from the market competitiveness.

STOCK MARKET COMPETITIVENESS

The economic glossary defines competitiveness as “the capability of person, product,
company or branch to compete in the market”. The English dictionary proposes another
definition — “efforts of two or more independent parties to assure the best conditions
for the third party.” Academic debates regarding stock market competitiveness started
more than half an age ago. The discussions were about whether the competition among
the market makers or the monopoly of services could maximize the profitability. Coffee
(2002) states that the number of stock exchanges will undoubtedly decrease radically in
the nearest future due to the globalization and technologies. As the number of stock ex-
changes decreases, the competition among those remaining will increase. In this section,
the factors defined as most important for stock market competitiveness will be analyzed.

Technologies and globalization provide access to foreign stock markets. More and
more often companies and stock markets use cross listing. Most of the factors affecting
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the choice of the market are identical to the criteria of the stock market competitiveness
and attractiveness.

The analysis of literature (see Table 2 which presents the most used criteria of com-
petitiveness) shows that stock market liquidity, market size, listings, cross listing, trans-
action fees and legal regulation are the most important criteria measuring the stock mar-
ket competitiveness. A full-scale analysis is presented in Appendix 1.

TABLE 2. Stock market competitiveness criteria in the corresponding literature
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Source: compiled by the authors according to Best R. J., 2005, p. 506.

Some authors analyzing the stock market (Shih-Fang Lo, 2013) divide participants
into two groups: those who form capital supply and those who form capital demand (see
Fig. 4). Analyzing stock market competitiveness from the perspective of the capital sup-
ply side (competition for listing), the important criteria are the ones that are important
for financial market participants with capital shortage, in particular, the criteria which are
important for joint-stock companies, government companies, and other issuers which are
desirable in the listings. Analyzing stock market competitiveness from the perspective

122



of the capital demand side (competition for trading), the important criteria are the ones
that are important for financial market participants with capital excess — physical and
institutional investors.

Stock market competitiveness factors

According to the corresponding literature, 12 factors with the biggest impact on the stock
market competitiveness from the perspective of both capital demand and supply sides
are presented in Fig. 4:

Number of listed cmpanies Liquidity

New listings Market makers

Trade volume Dividends

Cross listing Product diversification
Listing fees Transaction fees

Legal regulation Shareholders’ protection

Capital demand side Capital supply side

-

FIG. 4. Model of competition for listing and trade in the stock market

Source: Compiled by the authors, on the basis of Shih-Fang Lo, 2013.

The market size as one of the fundamental factors of stock market competitiveness has
been present in 8 out of 12 researches shown in Table 2. While talking about market size,
some authors (Coffee, 2002; Sharma, Bodla, 2011) include smaller factors such as listings,
market capitalization, capitalization share in the gross domestic product, and IPOs. Others
name those factors separately as the criteria of stock market competitiveness (Kennedy,
2004; Carpentier, 2004; Shih-Fang Lo, 2013). To define market size stock market capitali-
zation, listings and trade volume will be used in this paper (see Fig. 5).

Market size can be directly related to the market competitiveness. The larger the
market, the more attractive it is, because it provides access to the bigger investor base.
Additionally, a larger market can offer a better visibility of the company as well as the
reputation (Pagano et al., 2001).

According to Shih-Fang Lo (2013), the number of listed companies (listings) is one
of the main stock market competitiveness criteria as listings show not only the market
size, but also indicate the market attractiveness to other companies.

New listings show the attractiveness of a stock market for newly listed companies
(Shih-Fang Lo, 2013). The World Federation of Exchanges states this factor to be one
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Source: compiled by the authors. Source: compiled by the authors.

of the most important, because the bigger the listing, the more reliable, developed and
liquid is the stock exchange.

While analyzing the stock market liquidity, authors tend to analyze stock market
turnover, relative spread, and transaction fees (Carpentier, 2004; Kennedy, 2004; Zin-
gales, 2006; Shih-Fang Lo, 2013; Degryse et al., 2013) (Fig. 6).

The trade volume (turnover) shows the amount of securities traded over the period
of time in terms of money (Carpentier, 2008; Chang et al., 2000). When the trade vol-
ume is bigger, a market is more liquid as the issuers can attract the capital faster ceteris
paribus. “A liquid market is one in which large amounts of securities can be traded in
a minimum number of transactions and with a little impact on prices” (Kennedy, Gov-
ernor, 2004, p. 36). According to Pagano (2001), a higher liquidity may have an impact
on a lower price of the capital due to the higher appreciation of liquid stocks by inves-
tors. Noia (1998) states that liquidity attracts liquidity. When the market, liquidity is
growing, more participants are being attracted to the market, and the liquidity grows.
Pagano (2001) and Klein (2005) state that a higher liquidity increases the satisfaction
for both market parties. According to these authors, liquidity should be perceived from
two different perspectives as the speed (possibility of the market to perform transaction
outright) and the depth (possibility to close transactions without a big impact on market
prices). Therefore, the liquid market assures a fast stock transfer with a minimal number
of transactions and a small impact on the price. The Stable stock price during transac-
tions shows market stability and increases market attractiveness. The market depth as
well as liquidity are measured by the Amivest liquidity ratio defined by Cooper, Groth,
and Avera in 1985.

Coftee (2002), who has analyzed stock market competitiveness, states that cross list-
ing is the major competitiveness indicator. Cross listing is calculated as the number
of foreign companies listed in the local stock exchange as well as the number of local
companies listed in the foreign stock exchange. Pagano et al. (2001) state that companies
tend to list their stock in larger, more liquid markets. Therefore, a relatively big number
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of foreign companies listed in the local stock exchange shows market attractiveness. A
relatively big number of foreign issuers in the local stock market indicates that the mar-
ket has advantages as compared with the other foreign markets.

Zingales (2007), Klein (2005) consider listing fees to be among the most significant
factors of stock market competition. Klein (2005) in his researches states that transaction
fees (fees that are paid to intermediaries and exchange as commissions, also other fees
for transactions, including fees to the government) reduces market liquidity as well as at-
tractiveness and competitiveness. Even though these fees are not critical for choosing the
stock exchange, they are an additional cost to the company. When fees in one particular
stock exchange are very high as compared with others, issuers may prefer those others
because the cost of capital rises significantly. Analogically, when the fees are low, the
stock market (exchange) becomes attractive to a bigger number of issues. This leads to a
higher market liquidity, as well as to its attractiveness and competitiveness.

The legal regulation is mentioned as one of the key factors of stock market com-
petitiveness in more than half of the analyzed research papers (Table 2). The majority of
them integrate legal regulations of market transparency, accounting standards, enforce-
ment of contracts, efficiency of the bureaucracy, and access to information (Shih-Fang
Lo, 2013; Kennedy, 2004; Klein, 2005; Bancel and Mittoo, 2001, Pagano et al., 2001).
While analyzing the legal regulations of the stock market, Shih-Fang Lo (2013) as the
criteria of stock market attractiveness additionally analyzes accounting standards, en-
forcement of contracts, and the efficiency of the bureaucracy. Pagano et al. (2001) have
added to that the degree of shareholders’ protection, the index of contract enforcement,
and the index of bureaucracy delay to the analysis of the legal regulation of the stock
market. According to him, a stricter legal regulation creates a better reputation of the
capital market which may lead to a lower price of the capital to issuers. Kennedy (2004)
joins stock market transparency with publicity and access to the relevant information.
Klein (2005) states that a better protection of shareholder rights and enforcement of
trading laws are related with lower spreads. The more effective bureaucracy is, the more
attractive is the stock market because of lower listing fees.

It is believed that higher legal standards attract new companies to the stock exchange
(Coftee, 2002). According to Klein (2005), a strong protection for minority sharehold-
ers is related with a higher listing, because better shareholders’ rights and enforcement
of contracts have an impact on a lower spread. The lower risk of contract nonfulfilment
leads to a higher activity of investors. A bigger trade volume increases market liquidity
as well as its attractiveness and competitiveness. The legal regulation is considered to
be an important factor of stock market attractiveness and competitiveness; therefore,
according to the corresponding researches, it should be analyzed by five components:
transparency, enforcement of contracts, efficiency of bureaucracy, access to the informa-
tion, and accounting standards (Fig. 7).
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FIG. 7. Scheme of the stock market competitiveness factor “legal regulation”

Source: compiled by the authors.

Kim and Mehrotra (2007) as well as the NASDAQ stock exchange define market
makers as the most important group of financial intermediaries. According to the NAS-
DAQ OMX, market makers “provide an extra assurance to investors, as their task is to
maintain the bid and offer orders in certain size in the defined price spread on continuous
basis.”“ Competition among market makers assures the best prices of stocks for inves-
tors. Therefore, the bigger number of market makers leads to a bigger competition which
may result in best prices for investors.

Besides capital gains, investors also expect dividends (Shih-Fang Lo, 2013). Divi-
dends are included in the 29 factors of stock market competitiveness measure by the
World Stock Exchanges Federation.

According to Shih-Fang Lo (2013), in addition to the traditional stock share trad-
ing, markets offer derivatives, investment funds, exchange trade funds, etc. Shey et al.,
(2006) propose that investors prefer a stock market with a wide assortment of financial
products. This allows to allocate the risk considering individual possibilities. A higher
diversification of products indicates the innovation of the market (Shih-Fang Lo, 2013).

It may be concluded that market competitiveness and attractiveness are concurrent.
A market attractive for investors and issuers will be competitive among other markets,
and the competitive market will be attractive for both capital supply and demand. Thus,
based on an assumption that these two charecteristics are almost inseparable, the further
assumption of this paper is that the factors analysed will affect the competitiveness as
well as the attractiveness of the securities market.

THE RESEARCH METHODOLOGY OF THE ATTRACTIVENESS
AND COMPETITIVENESS OF THE SECURITIES MARKET IN LITHUANIA

With reference to the already accomplished systematic analysis, the following six stock
market competitiveness and attractivenes indicators were chosen for the evaluationof
the competitiveness and attractiveness of the Lithuanian stock market: the number of

listed companies, the number of new listed companies, the trading scope (turnover),
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cross-listing, liquidity, and dividend payment. In the beginning, the time series analysis
covering a period of 11 years of each indicator is presented.

Their strength of correlation with the attractiveness and competitiveness of the Lithu-
anian securities market is verified and, by selecting correlating variables, the model of
the attractiveness and competitiveness of the Lithuanian securities market is formed us-
ing the regression equation (1):

The attractiveness and competitiveness of securities market =
= f (the number of listed companies, the number of new listed companies,
trading extent, cross-listing, and liquidity) (1)

The Buffett (2001) index is selected to measure the attractiveness and competitive-
ness. It is estimated as the ratio of capitalization of the securities market to the gross
national product (2):

Buffet index of stock market attractiveness _ Market capitalization )
and competitiveness GNP

The number of listed companies is the number of the companies included in the
NASAQ OMX Vilnius stock exchange list at the end of 2003—2013. In order to evaluate
whether this index is a significant factor of the securities market competitiveness and
attractiveness, the following hypothesis is verified:

H1: The attractiveness and competitiveness of the Lithuanian securities market is
directly dependent on the number of listed companies.

The number of newly listed companies is analyzed in order to evaluate the net
change of listed issuers: if the market is attractive and competitive, this index is positive,
if not — negative (formula 3).

The number of new listed companies = the number of newly listed companies —
— the number of companies withdrawn from listing. 3)

Hypothesis H2: The attractiveness and competitiveness of the Lithuanian securities
market is directly dependent on the net number of newly listed companies.

The trading volume is measured by the annual turnover of the securities market
in terms of monetary value (Shih-Fang Lo, 2013; 2013; Kennedy and Governor, 2004;
Chang et al., 2000). In order to evaluate the Vilnius Stock Exchange attractiveness and
competitiveness on the basis of the turnover indicator, the average annual turnover of
20032013 was compared with the stock exchange turnover of Riga and Tallinn.

Hypothesis H3: The attractiveness and competitiveness of the Lithuanian securities
market is directly dependent on the trade volume (turnover).

The ratio of cross listing is the number of companies in which the majority of the
capital is owned by foreign investors and which are included in the lists of the Lithuanian
stock exchange in 2003-2013.
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Hypothesis H4: The attractiveness and competitiveness of the Lithuanian securities
market is directly dependent on the number of foreign listed companies.

The liquidity of the securities market is measured using the Amivest liquidity ratio
which measures the market depth — the possibility to complete transactions without ma-
jor changes in market prices (formula 4):

i Vir 4)
Yi=a|Ri|

V = trade turnover in LTL,
R = absolute rate of return: R = %,
0
where p, is the closing price of security on a day 1, and p,, is the closing price of security

on a previous trading day.

The Amivest liquidity ratio shows how well a stock or investment is able to absorb
trading volumes without a significant move in its price. It is based on the intuition that
in a liquid market a large trading volume may be realized with a small change in price
and profitability. The higher is the Amivest liquidity ratio, the lower is the impact on the
price, i.e. large amounts of stock can be traded with a little effect on prices, which indi-
cates the greater securities market liquidity.

HS5: the attractiveness and competitiveness of the Lithuanian securities market are
directly dependent on liquidity.

Dividends are a ratio which is calculated as the number of those paying dividends to
all listed companies.

Data. The number of listed companies, the number of new listed companies, turnover,
liquidity, cross listing are analyzed using the data of the Vilnius Stock Exchange official
and additional lists at the end of the quarter (n = 44). The indicator “dividends” is ana-
lyzed by using annual data. Data of 2003—2013 (except the indicator “dividends” which
due to the lack of data covers a shorter period of 2005-2012) is used. Data source — the
website of the NASDAQ QMX Baltic http://www.nasdaqomxbaltic.com. The research
is performed using the SPSS data analysis package.

THE RESEARCH OF THE ATTRACTIVENESS AND COMPETITIVENESS
OF THE LITHUANIAN SECURITIES MARKET
The influence of the number of listed companies

The analysis of the number change of listed companies in the Vilnius Stock Exchange
during 2003-2013 (Fig. 10) shows that starting from the second half of 2003, the total
number of listed companies was gradually declining. The more pronounced decrease in
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the number of listed companies has been observed since the I quarter of 2011 until the I
quarter of 2012 when it droped by 8 issuers (from 41 to 33). Since this ratio is considered
to be one of the main market criteria of attractiveness and competitiveness, it can be said
that since 2003 until 2013 the Lithuanian securities market attractiveness and competi-
tiveness gradually declined considering both aspects — capital demand and supply. The
decreasing number of listed companies shows that the market is neither attractive nor
competitive for companies regarding other markets. The decline of this ratio means that
the market itself alongside the diversification possibilities has decreased.

50

45 N y = -0.3075x + 47.577
W s
40 A\

The number of Isited
companies
w
v

FIG. 8. The number of listed companies in the Vilnius Stock Exchange (2003-2013)
Source: compiled by the authors according to data of NASDAQOMX Vilnius.

The results of the correlation analysis show that there is a positive moderate strength
relation (Pearson’s correlation coefficient is 0.555, Table 3) between the number of listed
companies and the securities market attractiveness and competitiveness. The hypothesis
that the attractiveness and competitiveness of the Lithuanian securities market is associ-
ated with the number of listed companies is not rejected (the null hypothesis that there is
no relation between the market attractiveness / competitiveness and the number of listed
companies was rejected at the 99% significance level (Table 3).

TABLE 3. The correlation analysis results of the relation between independent variables and the
Buffett index representing the securities market attractiveness and competitiveness

Index Pearson’s correlation coefficient p value
The number of listed companies 0.555 0.000
The number of new companies 0.095 0.540
Liquidity 0.396 0.008
Turnover 0.424 0.004
Cross listing 0.515 0.000

Source: compiled by the authors based on data of NASDAQ OMX Vilnius and SPSS calculations.
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This suggests that there is a significant correlation between the attractiveness / com-
petitiveness and the number of listed companies. As the number of listed companies in
20032013 decreased, we can conclude that the attractiveness and competitiveness of
the Lithuanian securities market during this analyzed period has also decreased.

The influence of the number of newly listed companies

The number of newly listed companies during the period 2003—2013 fluctuated in the
interval from -3 to + 4.

The number
of newly listed companies
i
‘
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O X HH O LT D
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FIG. 9. Change of the number of newly listed companies in 2003-2013

Source: compiled by the authors according to data of NASDAQOMX Vilnius.

However, the correlation analysis has showen that there is no relation between the
number of newly listed companies and the securities market attractiveness and com-
petitiveness (Table 3). This leads to the conclusion that not the number of newly listed
and withdrawn companies but the total number of listed companies is important to the

market.

Trade volume impact

Having compared the average annual turnover of 2003—2013 in Lithuania with the stock
exchange turnover of Riga and Tallinn, we can see that the Lithuanian market is more
attractive than the Latvian market but much less attractive than the market in Estonia
(Fig. 10).

During the period analysed, the turnover has been quite volatile (s = 661875288),
particularly in the fourth quarter of 2006 when “Mazeikiy Nafta” was sold for nearly
4 billion litas (Fig. 11), but it shows no clear trend. A correlation between the stock
turnover in the Vilnius Stock Exchange and the attractiveness and competitiveness of
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FIG. 10. The annual average turnover of the Nasdaq OMX Baltic stock exchanges in 2003-2013
Source: compiled by the authors according to NASDAQ OMX Vilnius data.
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FIG. 11. Change of turnover of the Vilnius Stock Exchange in 2003-2013 (quarterly data)
Source: prepared by the authors according to data of NASDAQOMX Vilnius.

this market has shown a positive moderate relation between those two criteria (Pearson’s
correlation coefficient is 0.424, Table 3). This shows a direct relation between the stock

turnover and the market attractiveness and competitiveness.

The influence of cross-listing

During the period 2003-2013, the number of companies included in the trade list as
well as the number of foreign capital companies were declining (see Fig. 12). It system-
atically decreased from 16 foreign capital companies in 2004 to 8 companies in 2012.

The correlation analysis has revealed that the stock market attractiveness and com-
petitiveness are positively correlated with cross-listing (Pearson’s coefficient is equal to
0.515, see Table 3).

Therefore, we may say that the more of cross-listed firms are included, the more
attractive and competitive the Lithuanian stock market is. The decreasing number of
cross-listed companies in the Vilnius stock exchange in the period 2003-2013 shows the
decline of the Lithuanian stock market attractiveness and competitiveness with the as-

sumption that companies with foreign capital have chosen other stock markets to list in.
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FIG. 12. Change in the number of foreign companies listed in the Vilnius stock exchange during the pe-
riod 2003-2013

Source: compiled by the authors according to data of NASDAQOMX Vilnius.

The Lithuanian stock market liquidity

The Amivest liquidity ratio shows that the liquidity of the Lithuanian stock market is
very volatile (s = 25471165). This is the result of a high turnover fluctuation as well as
the volatility of prices. Since the Amivest liquidity ratio contains a turnover, there are
outliers in the 4th quarter of the year 2006 because of the sale of “Mazeikiy nafta” men-
tioned above (see Fig. 13). Another significant fluctuation of the stock market liquidity
was observed in the 2nd quarter of 2012 when the turnover of “TEQO” shares increased
more than 4 times. This was related to the takeover of “TEO” shares by the Swedish
company “Telia Sonera”.

The unstable liquidity diminishes the Lithuanian stock market attractiveness and
competitiveness because the stock market liquidity is highly related to the satisfaction
of supply and demand sides (Klein, 2005). The dissatisfaction of market participants
indicated the unattractiveness of the market itself.

200
=)
« 150 A
(<)
kS
S 100
T
2 0
pr |

N &'\/ N

>
RS
A

&
S
AR

FIG. 13. The Amivest liquidity ratio of the Lithuanian stock market during 2003-2013
Source: compiled by the authors on the basis of Nasdag OMX Vilnius data.
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The correlation analysis has revealed that the stock market attractiveness and com-
petitiveness are positively moderately related with liquidity (Pearson’s correlation co-
efficient 0.396, Table 3). During the period 2003—-2013, the Lithuanian stock market
liquidity was relatively low and neither growing nor falling.

Volatility of dividends in the Vilnius Stock Exchange

The analysis of dividend payments in the Vilnius stock exchange (Fig. 14) has revealed
that there were fewer companies which paid dividends than those which did not in the
period 2003-2013. Reasonably, the outliers were observed during the years before the
economical crisis (2005-2007).
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FIG. 14. Number of companies paying dividends in the Lithuanian Stock Exchange
in the period 2005-2013

Source: compiled by the authors on the basis of Nasdag OMX Vilnius data.

The bigger number of the companies not paying dividends than the ones paying them
is a negative indicator of the stock market attractiveness and competitiveness from the
viewpoint of the capital supply side since the dividends as well as capital gains are the
main investors’ objectives.

One could come to the conclusion that the Lithuanian stock market in the period
20032013 was rather unattractive and uncompetitive than attractive and competitive.

The Lithuanian stock market attractiveness
and competitiveness evaluation model

The multiple linear regression function has been prepared in order to evaluate the ag-
gregate impact of the factors analysed in the previous chapters on the Lithuanian stock

market attractiveness and competitiveness:

Stock market attractiveness / competitiveness = -0.923 + 0.036 % Listing +
+ 3.477E-009 % Liquidity + 3.150E-11 x Trade volume +0.009 x Cross listings  (5)
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A new listing is not included in the multiple linear regression model due to the fact
that there is no statistically significant relationship between new listings and the Lithu-
anian stock market attractiveness and competitiveness.

The calculated R? shows that the analyzed factors (listings, trade volume, cross-listings,
and liquidity) explain 40.2% of the Lithuanian stock market attractiveness / competitive-
ness. Therefore, it might be assumed that the remaining 59.8% of the Lithuanian stock
market attractiveness and competitiveness are determined by other factors. The high level
of significance (p < 0.00) in the ANOVA analysis has assured that the model is suitable.

In accordance with the model (5) it might be stated that listing has the highest impact
on the Lithuanian stock market attractiveness and competitiveness, whereas trade vol-
ume and liquidity have the lowest one.

Because of the outliers detected, additional calculations were made in order to ascer-
tain whether these outliers influence the regression model. The Cook’s distance revealed
the marginal mean (4/n) to be bigger than two Cook’s distances. Standardized dfBETA
of each independent variable has shown that there are 10 values which are bigger than
the critical value (2/\n). Therefore, 10 values out of 176 are detected as outliers, and
their removal could have a significant influence on the coefficients of the regression (see
Appendix 2). To summarize, it might be stated that there are outliers affecting the predic-
tion and forecasting based on the regression model. According to the authors, the main
reasons are the economic situation which strongly affects the Lithuanian stock market, as
well as the subjective factors that have been analyzed in the expert survey.

CONCLUSIONS AND PROPOSALS

The analysis of scientific literature identified 12 main factors: the number of listed com-
panies, the number of new listed companies, trade volume, cross listing, listing fees, le-
gal regulation, liquidity, the number of active market formers, dividends, product diver-
sification, transaction costs, and shareholders’ protection influencing the attractiveness
and competitiveness of the securities market.

A quantitative analysis of the influence of six factors determining the securities mar-

ket attractiveness and competitiveness has revealed the following:

* based on a correlation analysis, it can be concluded that during the period 2003—
2013 the main factors that showed a positive and significant impact on the attrac-
tiveness and competitiveness of the Lithuanian securities market were the number
of companies listed, trade turnover, the number of foreign companies, liquidity,
and dividends;

* The declining number of companies listed, trade turnover, the number of foreign
companies, the low and volatile liquidity have been reducing the attractiveness
and competitiveness of the Lithuanian securities market;
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» assessing the Lithuanian securities market attractiveness and competitiveness
from the point of capital demand, it could be concluded that the market is not
attractive for issuers. With the decreasing number of listed companies and trade
turnover in 2003-2013, the Lithuanian securities market was loosing its attrac-
tiveness from the point of view of both capital demand and capital supply.

Based on the results, the following proposals are made:

* in order to increase the Lithuanian securities market attractiveness from both cap-
ital demand and supply sides and the competitiveness regarding other markets’
greater attention, support from the government is needed. The state policy should
encourage large state-owned companies to participate in the securities market.
Their freely quoted shares would significantly increase the liquidity and turnover
of the market;

+ greater attention to the financial and investment education would enhance the
capital demand and increase the market liquidity, turnover, and attractiveness for
new investors and issuers as well as competitiveness in regard to other markets.

The further analysis of the attractiveness and competitiveness of the securities market

will be performed qualitatively by using the expert survey and comparative analysis.

REFERENCES

Amatulli, C., Caputo, T., Guido, G. (2011). Strategic Analysis through the General Electric/McKin-
sey Matrix. International Journal of Business and Management, Vol. 6, No. 5, p. 62—64.

America’s Marketing Association (2013). Definition for market attractiveness factors. Retrieved
from:http://www.marketingpower.com/_layouts/dictionary.aspx?dLetter=M 6.

Bancel, F., Mittoo, C. (2001). European managerial perceptions of the net benefits of foreign stock
listings. European Financial Management, European Financial Management Association, 2001 Vol. 7
(2), p. 213-236.

Banking and Finance (2013). British regulator to tighten listing rules to protect minority sharehold-
ers. Retrieved from:http://www.scmp.com/business/banking-finance/article/1348919/british-regulator-
tighten-listing-rules-protect-minority

Best, R. J. (2005). Market-based Management: Strategies for Growing Customer Value and Profit-
ability. 4th ed. Upper Saddle River, N.J.: Pearson-Prentice Hall. 506 p.

Black, J. (2014). The London stock exchange AIM conference: the role of a market maker. Re-
trieved from: http://www.londonstockexchange.com/companies-and-advisors/news-events/ukevents/
aimconference/jamesblack.pdf

Bradbery, A (2010). UK LSE transaction costs much higher than competitors. Retrieved from:
http://www.efinancialnews.com/story/2010-05-04/Ise-transaction-costs-higher-than-competitors

Cantillon, E., Yin, P. L. (2008). Competition between exchanges: Lessons from the battle of the
bund. CEPR Discussion Paper, Vol. 6923. 53 p.

Cantillon, E., Yin, P. L. (2010). Competition between exchanges: A research agenda. International
Journal of Industrial Organization, Vol. 29(3), p. 329-336.

135



Carpentier, C., L’Her, J. F., Suret, J. M. (2004). Competition among securities markets: Can the
Canadian market survive? Working Papers. 35 p.

Carpentier, C., L’Her, J. F., Suret, J. M. (2008). On the competitiveness of the Canadian stock mar-
ket. Banking & Finance Law Review, Vol. 24, No. 2. 24 p.

Chang, R. P, Liu, C., Rhee, S. G. (2000). Is the London market competitive? A study of trading
behaviour of London market makers. EFMA, 40 p.

Cheng, E. (1995). What does investor protection mean in Hong Kong? Retrieved from: http://www.
sfc.hk/web/doc/EN/speeches/public/others/speechbook/chapter16.pdf

Chuo Sogo (2010). The Tokyo Stock Exchange - IPO Overview. Retrieved from: http://www.le-
galink.ch/Root/Sites/legalink/Resources/Questionnaires/IPOs/Asia/Legalink%20IPO_Tokyo.pdf

Coffee, J. C. (2001). The rise of dispersed ownership: the roles of law and the state in the separation
of ownership control. Yale Law Review, Vol. 111. 82 p.

Coffee, J. C. (2002). Competition among securities markets: A path-dependent perspective. Colum-
bia Law and Economics Working Paper, No. 192. 88 p.

Committee on capital markets regulation (2007). The competitive position of the U. S. public equity
market. 32 p.

Daniels, S. (2004). Evaluating Market Attractiveness — A New Venture Perspective: PHD Thesis.
Bamberg, Germany: St. Gallen University, Department of Economics, 2004, 76 p.

Hammond lii J.X., Allan, G.B. (1975). A note on the Boston Consulting Group concept of competi-
tive analysis and corporate strategy. Harvard Business School, Boston, p. 175.

Kennedy, S. (2004). Canada’s capital markets: How do they measure up. Bank of Canada Review,
Bank of Canada, p. 33-40.

Kim, Y., Mehrotra, V. (2006). Competition and market structure of national association of securities
dealers automated Quotations. International Review of Finance, Vol. 7, Nos. 3 & 4, p. 203-219.

Klein, E. (2005). Stock Exchanges. IPO’s and Mutual Funds, New York: Nova Publishers, 185 p.

Kotler, P. (1997). Marketing Management: Analysis, Planning, Implementation and Control. 9th
ed., Englewood Cliffs, Prentice-Hall, New Jersey, p. 497.

Pagano, M., Randl, O., Réell, A. A., et al. (2001). What makes stock exchanges succeed? Evidence
from cross-listing decisions. European Economic Review, Vol. 45, p. 770-782.

Peng, M.W. (2009). Global Strategy. 2nd ed. Cengage Learning, Canada, Nelson Education Ltd.,
p. 517.

Porter, M. E. (1980). Competitive Strategy: Techniques for Analyzing Industries and Competitors.
New York, N.Y.: Free Press, p. 396.

Pryhara, O. (2006). Techniques for Analyzing the Attractiveness of International Commodity Mar-
kets under Conditions of Economic Globalization, Vol. 14, p. 27.

Ryan, E. (2014). TSE launches “New Tdex+ System”. Retrieved from: http://www.nyse.com/
press/1321872253065.html

Sharma, G. D., Bodla, B. S. (2001). Growing competitiveness of South Asian stock exchanges on
the global scenario. Research Journal of Business Management, Vol. 5, p. 130—145.

Shih-Fang Lo (2013). Which stock exchanges are more attractive? The competition analysis of list-
ing and trading performance. Economic Modelling, Vol 30, p. 501-509.

Zingales, L. (2007). Is the U.S. capital market losing its competitive edge? ECGI — Finance Work-
ing Paper, No. 19, 38 p.

136



Appendices

APPENDIX 1. Analysis of criteria used in other corresponding researches

Author Criteria Explanation
Bancel ir Access to foreign capital | Listing in foreign markets provides better conditions for
Mittoo (2001) | markets access of capital with lower costs.

Stock liquidity

Industry-specific factors | Better evaluation of the company and securities in the
exchange with more companies listed from the same
industry.

Degree of foreign Increase in the degree of foreign operations increases

operations a company’s visibility and image as a participant of the
global market.

Firm size Measured by the turnover or capital.

Financial disclosure level | Costs required to be listed in the stock exchange.

Location of foreign listings

Pagano etal. |Liquidity Higher liquidity — lower cost of capital. Measured by costs
(2001) of trade (commissions, fees, etc.)

Stock market size Larger market - larger base of potential investors. Being
in the listing of bigger market may lead to a better
visibility and reputation. Measured as the capitalization of
the market.

Analysts’ coverage One of the advantages of being in the listing is a better
attention to analysis followed by a better visibility by
investors.

Cross listings

“Bee with your peers” Number of companies listed from the same industry.

Accounting standards Transparency, lower costs of shareholder control.

Legal variables Shareholders’ protection degree, contract enforcement,
more efficient bureaucracy.

Cultural homogeneity Language, institutions

Coffee (2001) |Legal enforcement

Growth of stock market Number of listed companies, market capitalization as a
percentage from GDP, number of IPOs.

Shih-Fang Lo | Number of listed Usually, bigger stock markets seem more attractive
(2013) companies because they have access to bigger investors’ base. Bigger

stock markets provide better visibility and reputation.

Number of newly listed
companies

Shows attractiveness to new companies.

Capital raising

Measures how cheaply may the companies raise capital
(price—earnings ratio).

Visibility Better reputation evaluation by analysts. Measured by
market size (capitalization).
Transparency Transparency of financial institutions, contracts

enforcement, efficiency of the bureaucracy.

Legal regulation

Legal regulation and accounting standards. Higher
standards attract new listings.

Liquidity

Liquidity affects ask/bid prices of securities.
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Author

Criteria

Explanation

Price discovery

Efforts of the market to discover prices closest to
theoretical equilibrium.

Dividends

Product diversification

Securities, derivatives, investment funds, exchange funds,
etc,, trade platforms, etc.

Easy access

Access to the capital market.

Shareholders’ protection

Better protection of investors is related with a lower
difference between ask and bid prices.

Klein (2005) Listing fees
Liquidity
Companies from the same
industry
Legal regulation Strong protection of minor shareholders attracts more
listings and has a positive impact on differences between
ask and bid prices.
Accounting standards
Transaction fees
Liquidity Higher liquidity increases the satisfaction of the market
by both parties (issuers and investors).
Price discovery Discovery of a price close the theoretical equilibrium.
Easy access to the market |Easy (technologies), equal to everybody access to the
market.
Cantillon, Listing fee Lower listing fees increase competitiveness
Pai-ling Yi Trading costs
(2008) Margins Calculated as operating income / total revenues
(excluding
exceptional items)
Trade volume Higher trade volume increases competitiveness
Market participants Number of listed companies and intermediaries
Number of products
Coffee, Joh Cross listing Main prove of competitiveness
(2002) IPOs in international IPOs of local companies in foreign exchanges
markets

Satellite markets and
market networks

Subsidiaries abroad

Carpentier,
etal, (2008)

Stock market
capitalization

Capitalization of all securities in stock exchange

Trade volume

Amount of securities traded in terms of money

Number of listed
companies

Number of listed companies

Presence of foreign
corporations

Cross listing

Listing fees

Costs of publicity

Information disclosure costs

Carpentier,
etal. (2004)

Capitalization levels

The sum of the market value of all firms listed in a market

Listed corporations

Trade volume

Amount of securities traded over the period of time in
terms of money
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Author Criteria Explanation
Kennedy Market size It can contribute to efficiency by increasing the potential
(2004) for liquidity of a market and the diversity of its products

Bonds outstanding

Values for total bonds outstanding represent the sum of
government, corporate, eurobond, and foreign bonds
outstanding

Market capitalization

Number of listed
companies

Access to global markets

Cross listing of local companies

Liquidity

Turnover velocity (ratio ofhe value of shares traded to
market capitalization

Transaction costs

Low transaction costs are associated with high liquidity

Transparency

The amount of quote, price, and volume information
available to markets and the general public

Market integrity

Publicity of information, market regulation, codes of
conduct, their enforcement in order to assure the trust
and confidence of participants

APPENDIX 2. Standardized DFBETA

Year Number‘of Liguidity Turnover Cross listing
companies
20031 -0.15312 -0.0738 0.1081 0.02103
2003'2 -0.89756 -0.26629 0.31161 0.62425
2003’3 -0.25589 -0.00863 0.02921 0.15682
2003’4 -0.1702 -0.04205 0.06189 0.08029
2004’1 -0,0261 0.00229 -0.0032 0.03806
20042 0.10847 -0.00913 0.01905 -0.16212
2004’3 0.07582 -0.02234 0.02977 -0.11701
2004'4 -0.06999 0.00033 -0.00374 0.10147
2005’1 0.23725 -0.15659 0.17541 -0.23799
20052 0.27145 0.13474 -0.13114 -0.22557
2005'3 0.42114 -0.1121 0.11226 -0.38596
2005’4 0.25309 0.21272 -0.20101 -0.20396
2006'1 -0.12973 0.01888 -0.02468 0.24204
2006'2 0.00714 -0.01077 0.00337 0.03826
2006'3 -0.12783 0.00531 -0.00926 0.17169
2006'4 1.24917 0.1665 -5.00812 -0.03025
20071 0.01841 -0.30114 0.35983 -0.02961
2007°2 0.21942 0.14791 -0.14874 -0.13126
2007’3 0.06654 -0.05648 0.06401 -0.02246
2007'4 0.00107 0.00396 -0.00384 -0.00027
2008'1 -0.08725 -0.06973 0.0662 0.09496
2008'2 -0.00119 -0.00213 0.00177 0.00212
2008’3 0.03081 0.08319 -0.07557 -0.04417
2008'4 0.18867 0.29138 -0.27146 -0.18802
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Number of

Year . Liguidity Turnover Cross listing
companies

20091 -0.00229 0.11679 -0.10023 0.00524
20092 -0.00526 0.10494 -0.08631 0.00536
2009'3 0.00732 0.09746 -0.09266 0.0017

2009'4 -0.00957 0.03537 -0.02652 0.00634
2010'1 -0.00071 0.04167 -0.03751 0.00258
20102 0.0437 0.03698 -0.02839 -0.04076
20103 0.02483 0.02072 -0.01638 -0.02292
20104 0.00853 -0.08249 0.08243 -0.01876
2011"1 -0.07456 0.00579 -0.00439 0.08402
20112 -0.01844 0.01407 -0.01318 0.03018
2011'3 -0.1447 0.07708 -0.07269 0.19781

2011’4 0.00565 0.01503 -0.01383 0.01646
20121 -0.03013 -0.01667 0.01655 0.0009

20122 0.01656 -0.58087 0.55847 0.02102
2012’3 0.00487 0.00249 -0.00237 -0.00016
2012'4 -0.005 -0.0026 0.00248 0.00017
20131 -0.04643 -0.02406 0.02338 0.00145
20132 -0.00732 -0.0036 0.00345 0.00024
2013’3 0.02221 0.00036 -0.00042 -0.0003

2013’4 0.00587 -0.00253 0.0024 -0.00207

Source: compiled by the authors according to Nasdaq OMX data and SPSS.
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