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Attitudes of Qatari Investors in Selecting a Brokerage Firm in Doha
Securities Market

Dr. K. . Al-Sulaiti

Abstract

In recent years, major stock market development, a trend in the Arabian
Gulf, especiaily in Qatar is growing rapidly. People are investing more money
in the stock market due to the increasing number of listed companies. It is
predicted that this trend will accelerate in the future. As a result, stock
markels will offer greatar growth opportunities for investors. This article
investigates factors affecting investors’ behaviour in selecting brokerage
firms in Doha Securities Market (DSM). The results of this study may have
very important implications for developing successiul marketing strategies
for brokerage firms in order to improve their quality of services and be more
competitive in this fast-changing business environment.

Introduction

The issue of stack exchanges and services provided by institutions has
become an important subject for the researchers and decision makers in both
developed and developing countries. As far as the Gulf Cooperation Council
Countries (GCC) in general and Qatar in particular are concerned, a
dramatical financial development has laken place in recent years. All the
GCC's (with the exceplion of Saudi Arabia) have established official stock
exchanges. The number of companies listed in those markets has increased
rapidly, and the volume of trade {in terms of value and volume) has atmost
doubled during the last two years {DSM, Annual Repori, 2003).

DSM was opened in Qatar in 1987. The number of companies listed
increased from 19 in 1998 to 29 in 2003 The general index has risen by
37.3% and 69.8% in 2002 and 2003 respectively. In addition market capital
has also increased from 13,968 QR millions in 1997 to 38,475 QR millions in
2002 (DSM, Annual Reports, 1998-2003).

Accardingly, financial services provided by brokers and brokerage firms
has improved rapidly in both quantitative and qualitative perspeclives.
Brokers are most likely to appear when there are economies of scale in
searching for suitable transactions. Since brokers are frequently in contact
with many market participants, on a continuing basis, they are likely 10 know
what contributes a ‘fair’ price for a transaclion. Brokers not only provide
such service at a cheaper price than the investor’'s own cost of search, they
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also provide other services which are very important for investors, and help
them to make decisions. These services provided by brokerage firms range
from: providing information, offering advice, managing portfolios, financiat
assessments for share holding companies and performing transaclions on
behalf of the customer. It is the aim of this paper to conduct a field survey,
examine these services and assess investors’ altitudes in selecting a
brokerage firms in (DSM).

Literature on Selecting a Brokerage Firm

Most of the research aboul investors’ behaviour has been conducted in
Western countries by financial analyst {Chan et. al., 1991). The main focus
was centred on portfolio management, financial market structuring, and the
trading of shares and bonds (Bowles et. al., 2001, Gilmore and McManus,
2003). Other studies focused on the psychology of investment in stock
exchanges. A study by Crockett and Friend {1967) examined the
relationships between assets holding and household behaviours. Moreover,
most of the literatures on the subject was concerned with descriptive
analysis and very few have dealt with empirical investigation. This is the
case of Bernstein’s {1980} study who examined the psychological concept
and its implications on investments.

Other studies by Shiller (1987) and Shiller et. al. {1988} have attempted to
investigate 1he reactions of both American and Japanese investors during the
collapse of the international financial markets in 1887. The sludy’s findings
revealed that events, which 100k place in the United States, have affected the
Japenese financial market directly and tha mechanism in both countries are
similar 10 an extent,

After reviewing the literature on the subject, it was found that few studies
were conducted ta examine faclors affecting inveslors’ bekaviour towards
brokerage services. In addition, very few studies have assessed the quality
of services provided by brokerage firms, with the Chan et. al., (1991) study
being considered the pioneer in the field.

Chan et.al. have treated investors as consumers and crileria have been
established for their selection of particular brokers or brokerage firms,
thereby providing criteria on investors in the stock market which can also be
segmented. [nitially a sample of 200 investors and 25 brokerage lirms were
used and interviews and research by questionnaire was undertaken.
However, four segments emerged for category of investor, indicating that
they seek different benelits according to their demographic and
psychographic backgrounds.
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To sum up, no previously reporied research has investigated the fectors
which are considered important when selecting a brokerage firm in the stock
markets in Arabian Gulf environment. This research intends to investigale the
behaviour of Qatar investiors towards the services provided by the brokerage
firms and to examine the main factors underlying their choices of brokerage
firm,

Study Methodology

A survey was conducted to assess faclors considered important when
choosing a brokerage firm and to gather opinions of investors’ allitudes
towards services provided by lhose brokerage lirms. Investiors have a free
choice to deal with any of the brokerage Jirms in the Doha Securities Markel,
780 questionnaires were hand-delivered by the author to the Central
Registration Department in DSM. DSM were then asked to distribute the
queslionnaires randomly to investors who had invested in DSM for the past
year. 550 questionnaires were returned resulting in a reasonable response
rate of 70.5% (for more detail of a personal delivery and collection of a
questionnaire, see Al-Sulaiti, 2002 and Lovelock et. al., 1976. It is worth
mentiohing that the quastionnaire used in this study was mainly adapted
from the study of Chan et. al.. (1991).

On the other hand, all nine active brokerage firms in DSM were included in
this study. The nina brokerage firms were:

Qatar National Bank
Doha Bank

-—

Doha Commercial Bank

Group Securities

Gulf lnvestment Group

Qatar Securities Co.

International Financial Securities Co,
Al-Ahli Bank of Qatar

islamic Financial Securities Co.

© W NS B s wN

For the purpose ol this study the nine brokerage f{irms were divided into
three grocups, these groups are: 1. Commercial Bank Firms, 2. Non-Bank
Firms, 3. islamic Firms.
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The next step was to identily the factors affecling investors’ behaviour in
selecting a brokerage firm in DSM. Previous research helped 1o determine
those factors on which investors differentiated brokerage firms {Chan et. al.,
1991), 25 factors were elicited from the literature and they were also
consisient with those suggested by Chan et. al., (1991).

Investors were then asked 1o indicale the importance of 25 factors using a five
point scale ranging from 1= not important at all to 5= extremely important.

Data Analyses
The Characteristics of the Sample

Table 1 explains the main characteristics of the investors. A descriptive
analysis of the data showed that the median age category {20-39 years group)
were more than 93.5% of the respondents. As far as educational level of the
respondents is concerned, it was noticed that more than 98% of the
respondents have received at least a B.Sc. degree. Results also revealed that
81% of the respondents had an average monthly income of 10,000-20,000 QR.
($1=3.65QR.). The table also showed that the number of males is much higher
than that of females.

Table 1: Summary of the Characteristics of the Sample

_Churacteristicn "7 Na. T
Age:
). 20-29 ur3. 221 402
2. 30-39 wrs, 3 ix3
i 3,400 yrs, 33 60
i 4. 50 yrs and nbave. S S S
, Education: .
v |, Below B.Sc. 1] 10.2
2. B.Sc. degree 470 145
J. More than B S¢. depree pt 44
Income:
I 1. Lezs than 104000 QR, 11 16.0
2, 10000-15000 QR. oo s
3. 15001-20000 QR. 146 26.5
4. Over 10000 QR - e o M6 __ 39
T-St [H
I. Male 39} Ht
2. Fermale . 159 239
Type of Brolicrage firm used:
|. Commercial Bank Firms W6 558
1, Not-Bank Finms 130 216
3. Islamic Firms 124 238
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Results of Factor Analysis

Investors were asked to indicates the ievel of importance of the 25 faclors
that related to their behaviour when dealing with a cartain type of brokerage
firm, using 5-point scales ranging from 6=extremely important to 1=not
important at all. Table 2 shows the mean and the standard deviations of
scores of the 25 lactors related to the inveslors’ preferences. The data in
table 2 show that VAR11, VAR16, and VAR2 score higher than the rest of the
variables. On the other hand, the scores of VAR10, VAR19, and VAR2S are the
lowest among the variables.

Table 2: Means & S1andard Deviations for Dealing with a Certsin Type of Brokerage Firms

Mean Sl Variahles
Deviation
VARI JOR0) 77856 Commissions are not suiuable

VAR2 10735 76818 SuMieicncs of brokers’ number in the firm

VARS 34527 88611 Oilfer impurtant advice to ins cstors

VAR 4.0055 .79041 Considered as imponant source of information

VARS JH091  .83954 Provide prompt and cfficiens services

VARG 38135 79052 Deals arc adequately done in the dealing room

VaR? 33527 ¥056K llaving recognized experience in foreign investments

VARHK 39182 .B7395 Well informed about world market conditions

VARY 38200 73326 Able jo manage portfolios

VARID  2.BOUD 110965 Having sulficient practical expenience in local market

VARII 42945 .5569] gfllrcr scgondnry services to investors such as “checks

elivery

VARIZ 40145  .K2965 |iave the ability o perform financial assessmeni for share
holding companies

VARI}  3.7545 93880 Offer financial facilities for the investor

VARI4 37691 77120 Offer revurned commission serviees

VARIS  36M5 86497 Perform fast check rerum services

VARI6 40782 78653 Dcals we performed confidentinlly

VARI7T 40473 77150 Can be contacted through internet-netwnrk

VARIS 396356 77630 Offer discount on commissions

VARI? 15018 1.00952 [luve excellem reputation in socicty

VAR2D  1.8291 79838 Brohcrs are highly qualified

VARl  3.6527 85002 Brokeroge companics act honestly and legally

VAR 35073 .7699¢ Provide insider information

VAR2Z3  3.6945 87952 Iiajliate investment proposals

VARM 3.6109 118386 Umderstand my investment philosophy

VARZS 13927  1.0Y96 Goud relationship with clienis

Factor analysis was used on the explanatory accepted dala-reduction. An
investigation of the correlations reported a high association among certain
variables. This assures that the factor analysis is appropriate. Bartlett's test
of Sphericity was used to examine the null hypothesis that the 25 variables are
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uncorrelated in the population. The result of the examination gave a value of
6178.2 with a significance level of .0000 suggesting a strong rejection of the null
hypothesis {Hair et. al., 1998). Kaiser-Meyer-Olkin {KMO} an adequacy test of
sampling was applied. Results of the test revealed a value of .9177 which
supports the appropriateness of using principal component analysis to explore
the existence of an underlying structure in the data {Hair et al., 1998; Baker,
1991; Bartholomew, 2002).

Table 3 reports 1he final statistics and provides related information once the
desired number of factors have been extracted. Results of the anaiysis
suggested that the 25 factors should be reduced to five factors, those faclors
accounted for more than 59% of the total variance. Resuits of the reproduced
correlation matrix indicated that 95 (31%) residuals (above diagonal) with
absolute value > 0.05 suggesting an appropriate model fit (Johnson and
Wichern, 2002; Tabachnick and Fidell, 2002 }.

Table 3. Results of Factor Analysis

Final Sttistics
Variabl Communaliy *  Facir  Eigensalue  %%of Virianee  Cumulative %
e
VARL .68 . ! BA25 38.20m 35204
VaAR? 630 . 2 2106 8323 43721
VARS 632 ° 3 1.617 6467 $0.182
VARs 639 . 4 1.6 3.713 $39)2
VARS 597 J 5 1,080 4321 50,23}
VARG 80 °
VAR7 420 .
VARS 608 .
VAR? 52 .
VARID 536 b
VARII 6 *
VARI2 620 °
YAR1] 553 =
VAR 552 O
VARIS 635 J
VARIG 663 -
VARI? 633 *
VARI2 554 ¢
YARI9 S50 *
VAR20 556 .
VAR2( A9 J
VARZ2 597 .
VAR ) *
VAR24 524 =
VARMS L °
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Table 4 reports the results of the rotated factor matrix obtained by varimax

method.

Factor 1 has high coelficients on variables which suggests commissions are

not suitable (VAR1), sufficiency of broker numbers in the firm (VAR2), offers

advice to investors (VAR3), important saurces of information (VAR4), pro-

vides prompt and efficient services (VARS), deals are adequately performed

in the dealing room {VARS), ability ol managing portfolios (VARS), availability
of internet services {(VAR17), and providing discount on commissions
(VAR18). Therefare, this facior may be labeled ‘reliability’.

Table 4; Rotated Factor Matrix:

) ) Facl Fac2 Fac3 Focd Facs
VAR] 67809 3493 00521 06085 07658
VAR2 66698 38897 - 06269 -.1709% 03425
_VAR3 76788 13808 05760 04249 Q9229
TVAR4 70927 29960 20072 - 00285 07650
VARS C 71367 01047 128709 -01286 06769
VARG C 61051 | 13395 33483 11319 25422
. VAR7 LAl 5710 54994 -07069 22986
‘VARB 25529 © 71893 09515 08288 10190
VAR9 50384 © 77 31326 A 08907 07583
VARIO | -14194 | 15899 34483 01288 60147
LVARID ) 23267 05890 | 06378 1 -02406 1 75061
[vari2” "' 3mo1 "¢ 66066 18537 ' .09112 | -05612
CVARI3 T 212770 61489 07202~ 02979 | 35895
VARIS 349347 T 45081 | S7188 0 -03392° 05538
[VARIS 19039~ 17199 175315 03107 -.02482
"VARI6 | 29377 70207 26342 -05764 ___ -.12758
VARI? 66683 3184 T 24807 03137 -15601
(VARI8 | 52109 _, _.24582 ) 45377 03950 | -.12245
'VARIS ___|_ -00293_ | T 40178 _ | 51426 | -04165 | .17858
_VAR20 ~ 153937 17 66272 | T 3e3s1 . -00770 : 15242
"VARZI C31044 _ C L11999] T T Tss3ss o641 27008
VAR?2 T Ta3a34 T 1 ki | -01306" " Tsdait "1 099
Var23 1 34832 T 32576 ' 53500 " 01861 04735
"VAR24 T T, 080 08904~ 01549 T B9960 ~ _ -.02006
"VAR2ZS T 0469 | 01639 _ 03618 " 89959 02742

Pl 4 e s ab. s

Factor 2 has high coefficients on the folowing variables: being well informed
about world market situation (VARB)}, performing financial assessment for share
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holding companies (VAR12), offering financial facilities to investars (VAR13},
dealing with confidentiality (VAR16). and brokers are highly qualifiad
| (VAR2D}). Therefore, this factor may labelled ‘qualifications of brokers’,

Factor 3 has high coefficients on having experience in foreign investments
(VAR?), offering returned commission services (VAR14), performing fast
check return services (VAR15), having excellent reputation (VAR19), acting
honesily and legally (VAR21), and initiating investment proposals (VAR23).
Thus this lactor may be labeled ‘special services'.

Factor 4 is highly correlated with providing insider information {VAR22),
understanding investors’ investment philosophy (VAR24}, and having good
relations with clients {VAR25). Therefore, this factor may be labeled 'under-
standing investors’.

Factor 5 has high coefficients on having practical experience in the local
market (VAR10), and providing secondary services 10 investors such as
cheque delivery (VAR11). Hence, this factor may be labeled 'secondary
services’.

Multiple Discriminant Analysis of Factor Scores

The scares of the five factors were introduced in multiple discriminant
analysis as explanatory variables. The type of brokerage firms, where
brokerage firms were divided into three groups, represents the dependent
variable. Those groups are named as Commercial bank firms {Group 1), Non-
bank firms {(Group 2}, and Islamic firms {Group 3).

Since we have three groups of brokerage firms and fiva factors, two
discriminant funclions can be evaluated (Klecka, 1980). The following table
reports the results of the evaluation of the three-group discriminant analysis.

The results of group means reported that Factor 3 and to lesser extent
Factor 1 separale the groups moare widely than Factors 2,4, and 5. It is also
noticed that the pooled within groups correlation matrix that is computed by
averaging the separate covariance matrices for the 3 groups revealed low
correlation coelficient between predictors. Therefore, it can be concluded
that there is no real problem of multi-collinearity.

Univariate 'F’ ratio test reported that when the predictors were considered
individually, ali predictors were significani, discriminating between the three
groups except for factor five (secondary services) where the P-Value was
>.05. Results also showed that the eigenvalue for function 1 was 3.021,
whereas, for function 2 it was .044, Function 1 has the largest beiween-
groups variability with 98.6% of the total variance. while function 2
accounted for only 1.4% of the between variability.
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Table 5: Results of Discriminant Analysis

Nuinber of cascs by grou
Type of Firm rlnucaghlcd Wclhhled i label )
, i 296 Commereial Dank Fiems
2 130 130.0 Non-lJank firms
V3 124 124.0 islamic Firms
Tutal , 550 . 5500
i Group Mcans
! l ype of Fiom ! Facl Foc2 Facd Facd Fac§
1.822) 3187 3.6748 3.4537 15220
2 , 4.2017 141213 2.1500 , J.8385 ) 3.6115
3 ' 351 t 37634 44597 | 3.5040 | 3.5403
Total | 39207 ! 38494 34933 | .6636 35473
1 Grwp Sud. Deviation .
Typeof Finn | Facl | Fac2 Fac3 Facd 1 Facs
] 58198 ! 6d108 69185 70291 ! 64600
12 S0451 55446 ~48084 71857 , 05375
3 57869 .60825 34686 GRS520 70016
' Total 58483 1 .6408]1 99435 10567 65017
Pooled within-groups corrclmion masrix
Fac) | Foc2 Fac) | Focd L]
' : Facl 1.00000 L
Fac2 -05210 | 1.00000 |
Fagd -0NJ9g , -00410 1600060 .
I'acd 27157 26992 2648 , 1.00000 )
- ¥ocs | “007x9 [ 00774 00434 | 02294 | 1.00000
1 Wilks' |.amhda (U-statistic) nnd univariate F-rativ
Varinble , Wilks' Lam %w:ﬁuncc
FACI } 94973 ! 14.4752
1 FAC2 95422 14,0260 1 0000
FACI L 97133 80769 000)
i FAC4 1.15748 49].5861 I A0
FACS , 99800 5493 5917

| Canonical Discriminam Funclions

} Funl Eigenvolue %of Cum | Cononical ! Wilks'
! Variance % | Comclalion !
1 3 021 986 1 98.6 |- 867 218
YT 14 11000 ].205 1 958
! hlnmlan.lm.d Canonical Discriminant Functions Cocflicients
I Factors | Funetion 1
I ACT | 294
FAC2 -.334
FAC3 ' 1118
FAC | - 189
FACS ! 025
Structure Matrix ..
Factors | Function |
} FACI | 1964
FACI -134
1 FAC2 | ~.161
FACY -.092
FACS | 027
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78 833 10
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0000
' 0000

Funciion 2

o1

Funetion 2
J23
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568
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Table 5 continued

Un-standardised Canonical Discriminani Fusictions CoefTicients ~ ~ .
Factors i Function | 1 Function2 .
FACI .52 | 1468 ;
¥AC2 ~ =544 688
FAC3 1917 e
FAC4_ -.269 S I 2 |
FACS _ 039 .l 1
" (Constant) 208 | T -S0i0
Funciion 8{ Group Ceniroids . _ T
roup _ Function | l-t_mcl‘on_l T
Commercial Bank Firms 465 -I85 7
Non-Dank Firms -2.927 A P B
Islamic Fimms 1.957 _ 307
Test of Equality of Group Covariance Mairices Using Dox sM T o
Group__ o | Label ~ Renk 7| __ . .. Log Detenninat
| _ T ““|'Bank Firms__ |~ 5 6396 .
2 Non-Bnnk 5 -6.870
] T Islamlcllfms ST LT ey
Pooled wilhin-group - =5 I -5.992
Bex's M 2573 . N
Aﬂm)x.F et B 8444 T ;
- A e - -
DR 438126.7 T i
| Significance .0000
Classificatioh Resulis ——— "~~~ o )
L T . —_Predicied Group Memblcr'shsg B
t - a
._:-oun B;o erage Finns | Ban 35 Non ! s amug 2% S
i | Noh-Dank ™ (2 118 0 - 1307
_ Isldmic ™~ 18 0 106 — 124 T
% |'Bdlik” 78.0 3.0 20 — _~ 100.00
_ "1 Non-Dank 9.2 908 — 0T _ 100
" |istamic 4.5 .0 85.5 100
] "8175% ol original grouped cases cotrecily classified o e

The Wilks’ Lambda to function 1 was .238 which transformed to a chi-
square value of 781.833 with a significance level of .0000. The Wilks'
Lambda of function 2 after function 1 has been removed was .958. The
level of significance associated with the function 2 was also .0000. The
results leads significantly to group differences with a simultansous Wilks'
Lambda = .228.
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On the other hand, results in table 5 showed that the values of chi-square
of both functions was statistically significant {P<.05), we reject the null
hypothesis that the means of both functions are equal. Therefore, both
functions reported a group separation. Moreover, the canonical correlation
for function 1 was .867, while far function 2 the correlation was .205.
Therefore, the proportion of total variability explained by differences
between groups was 75.2% for function 1 and 4.20% for function 2.

Resulls also revealed that the standardized canonical discriminant
function coefficients were large for Factor 3 (special services) and Factor 2
{qualification of brokers) on function 1, while function 2 had large
coefficients for Factor 4 {understanding investors) and Factor 1 {reliability}.
Aimost the same conclusion is found when the structure matrix was
examined {Metwally, 1999). When viewing the un-standardized canonical
discriminant function coefficients, two discriminant functions were

reported.
Thase functions are:

Z1= -1.706 -.521F1 -.544F2 +1.917F3 -.269F4 +.039F5
22=-5.010 +1.468F1 +.688F2 +.217F3 -1.246F4 +.111F5

For more explanation, the group means {group centroid) was evalualed.
They suggested that group 1 ‘Commercial Bank firms’ had a large positive
value on function 1 {.465). Since ‘special services’ had a large positive
coefficient on function 1, it can be said that investors who chose
Commercial bank firms when trading in DSM do so mainly because of the
special services they are getting from those firms. They paid more
attentions Lo this factor than anything else when choosing a brokerage
firm. Group 2 {non-bank firms) had a large negative coefficient on function
1. Since factor 2 (qualifications ol brokers] and factor 1 (reliability} had
large negative signs on function 1, it showed that investors who chose
other groups do so because of both the reliability and the high
qualification of the brokers those groups have. Group 3 (Islamic brokerage
firms) had a large positive value on function 1. Since 'special services’ had
a large positive sign on this function, it was suggesied that investors who
chose Islamic brokerage firms do so again because of the special services
provided to them. These services are: offering returned commission
services, performing check return services, and initiating investment
proposals.
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Results also showed that the level of significance of Box's M suggested
that we should not reject the null hypothesis that the covariance matrices
are equal {(Metwally, 1999). Finally, table 5 pravided the classification
results based on the analysis sample. Results suggested a hit ratio equal
10 81.6%. This shows that B1.6% of the cases were correctly classified.
Since there are three groups of equal size, a chance hit ratio would be 1/3
= 33.3%. According to Bartholomew et. al., (2002} if the improvement
over chance is more than 25%, the validity is satisfactory. The Press's Q
statistic is provided by:

Press’s Q = {550-(3} (451)) ~ 2/ {550(2)} = 586.19

: The above result indicated that the value exceeded by far the critical
value at a significance level of .01 which is 6.63, showing that the
predications were significantly better than chance.

Summary and Implications

Investors were examined in order to understand how they evaluatad and
choose a brokerage firm in Doha Securities Market. Findings showed that
more than half of the respondents dealt with Commercial bank brokerage
firms, as compared with 23.6% for Non-bank brokerage firms and 22.5%
for Islamic firms. Using factor analysis, the 25 brokerage attributes were
condensed to 5 meaningful factors. Results of Bartlett’s test of Spharicity
and Kaisar-Meyer-Olkin measure of sampling showed that factor analysis
was appropriate in determining the main reasons for selecting one type of
brokerage firm over another. The factor scares of the five extracted factors
were then used as predictors in multiple discriminant analysis where
resulls of the analysis suggested two discriminant functions each had a
significant chi-square.

The canonical discriminant functions were evaluated at group mean, with
the structure matrix of the two discriminant functions, which suggested
that, investors who use Commercial Bank brokerage firms and Islamic
firms do so mainly for special services which both firms provide. Clearly,
non-bank brokerage firms’ users correspond very strongly to reliability
factors,

Perhaps, from the above resuits, some policy implications for brokerage
firms in DSM can be derived. These policy implications are as follows:
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1. Transaction commissions are perceived to be high by investors and
could be lowered when compared with other GCC stock exchanges,
1aking into consideration that a large number of brokerage firms
covering a relatively small market such as DSM.

2. Non-bank brokerage firms should pay more attention to special
services provided (0 customers in order to reach the level of special
services provided by the other two groups.

3. Brokerage firms in general need to raise the level of practical
experience of their staff {this was evidenced by a low mean, 2.8).

4. E-commerce and internet-transactions could be developed and widely
apptlied in DSM.
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