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the human race.

Stralegies in which govern-
ments  support rather Lthan

couniry nceds a sound and cf-
fective markct. '
markct is an impor-
tant vehicle for supporting and
suslaining privatization activi-
lics. Privatization can be
thought of in both (1) struc-
tural and (2) pelicy-making
scnse. Structural privatization
includes the full range of op-
tions the Government may
take 10 (1) reduce
control or ciminate owncrship
and (2) inercase the role of
rivale scelor and market
rees. These oplions run the
gamul from shilting a govern-
menl operation o a 'slatutory
body operating under the di-
rection of a scmi-autonomous
Board of Dircctor (but still
owned by the govt.) to full di-
vestiture or sclling of a com-
pany's cquily or assets, A vig-
orous privale scelor means re-
ducing government control on
the market and increasing
markcl forces. Government

regulalary policy must also play from other

the role in fostering privatiza-
tion by making the economy
more privale ;

sectors, climinating subsidics
elc.
In the country state owned
cn have grown both in
number and sizc, and they
have dircet aceess o both na-

tional and intcrnational finan-

cial markcts. Growth of ineffi-

cicnt slale owned enterprises
has becemc a drain on national
cconomic resources. Most of
such cnlerprises would be

profitable if they are managed

and owned by privale in-

veslors. Today in many coun-

trics of the world the trend of
privatization has substantially

increased because of (1) an in-
crcasing recognition of the of-

ficicney of the private scctor

and its ma :ment profi-

clency, and (2) the need 0

raisc govl. revenucs for reduce

subsidics).

One of the kcy barri-
crs/impediments (o privatiza-
tion is the lack of a functioni
capital markct. Widespre
owncrship of divested compa-
nies (main aim of privatization)
would ncever be possible with-
out an cfficicnt functioning-
capital markel. Capilal market
and privatization activitics re-
inforce cach other.

- Impediments o the orderly
development of a sccurities
are many, and the ma-

jor oncs are : Lack of political
and soctal stability, lack of free
markel idcology, hostile eco-
nomic policy lo free market
mechanisms, inapproprialc
lax/regulatory incentives, in-
supply of securitics,

absence of finanetal intermeds-
arics, lack of savings cle.
Political and social uphcaval
m:mm lo a decline of the
market. Free market

ldcology and cconomic policy
belp the sccuritics market
grow. Private

N B e
i i-
cies hostile to free mpr:::i
mechanisms dominate (he

economy. Tax incentives can
be used 10 influence the devel-
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opmoent of the sccuritios mar-
ket. Investors are aware of
afler-tax returns of varfous I
nancial investments, and
egeotant b th e ooy oy
important role in wity
allocate savings between dobt,
equity or non-financial asscis.
A functioning securitics mar-
ket on a conlinuous
supply of sccuritics.

n | the growing
fvestor awarencss (as domon

sirated through ICHB's array of
instruments), and Life
Insuranec %, Pension
Funds, Provident Funds cxhibit
tremendous potentialitics for
tnvesiment in securitics mar-
ket
Investment tion ol
ICl) and Dhaka
Exchange (DSE) are the
two major institutions in Lthe
dealing in securitics.
They rve closer aliention
from  the government (o
strengthen Lheir activities.

Privatization and the privale
scetor can be a  powerful gon:
crator of economic growth,
and a growing number of gov-
ernments are planning to
promolic Lheir privale scclors
and divest their stale owned
enlerpriscs. Most governmcents
in the developing countrics
loday, howcver, arce facing

ms implementing priva-
tizalion because their cexisting

capital markcts cannot provide
eficetive means of su for
divestiture and risk- ruul-iuu
Lrnnsactions. In Bangladesh the
growing inveslor awarenoess
amply prove Lthe neod for a
strong functioning sccurities
market, and a powerful pri-
vale scolor. A capilal market
already cxists in the country,
and to dewve it well and
proper the weaknesses of Lhe
institutional wlrastiruectun de-
sorve a closer look for appro-
priate remedial mcasures. In
cxisting institutions and U
Minancing alternatives, the
supply and demand of sceurt-
ties, the tax laws, the diselo

surc and regulatery i won-

menis, local stall tralming a
devidoped  Thancial contres

and all need W0 be lookad inte.

Privalization cnhances sup-
ply of sccuritics, and lo make
the government's privatization
programme a success cnough
investments would be re-

quired. The removal of prohi-
bitlons on [oreign inveslors,
which should cxpand demand
and inercase the level of activ-
ity in the capital market, de-
sCrves govermment’s allenlion.
Forcign portlolio inveslors
supplcment rather then re-
place domcestic sharcholders,
as the forcign investors would
probably prefer to buy primary
isswcs ol stock in a proven
company, than 1o buy in the

HE Adantic island of
Madcira, best known

for fts wine " and
lourism, is aiming to become
the offshore gatcwuy to Europe
for Latin America and southcern

Alfrica.

It has all the classical ;::

o into a Hs-
gl*:!:n and, In world of
international finance, you
could say Lhal time is on ils
side. It is on the sanw lalitude
as Bermuda, but longitude puts
the capital Funchal in the same
time-zone as London and
Lisbon — one hour behind
Johannesburg and just threc

hours ahead of Rio de Janciro.

A decade of laying the legal
groundwork for its
international Business Centre,
divided into four scetors, is
beginning to bear fruil. Already
there has been investment and
the establishment of manulac-
turing from the Far Eusl.

Madeira, a sub-tropical is-
land discoverced by the
Portugucse in 1419, occupics
314 re miles and its cos-
mopelitan population of
271,000 enjoys a Latin licstyle
blended with (raditional
English infllucnce.

The even temperalure of
around 20 dcgrees centigrade
has long attracted lourists, for
whom a casino was specially

s also talk of inter-

contithental routes through the

enlarged at Funchal,
which so far has

flights from
600 miles to the
north-east,

and six other
cilics.

mostL all the 361,000
tourists pecr are [rom
Europe, but 4,000 cxpa-
triatcs
paris of the world.
There are 2,700 Venezuclans,
170 Drazilians and 125 South
Alricans, as well as 61 from
Panama. There arc also nation-
als from Trinidad, Zimbabwe,

HE profitability of most

I of the units which have
so [ar come under the
holding company scheme was
on many counts.

questionable
Most of them were aga

. Yet then,
authorities concerned sclecled
m in the [irst phase of
ng company programme
for divestment. The merit of
such a decision is still
underdeveloped, investors are
shy and overall investment
climate remains not a hcalthy
one. A more careful selection
of relatively profitable units in
the first package of holdin
company programme wou
have served a more useful
purpose in terms of suslained
confidence of the investors in
the relaled programme itself.
It is thercfore not difficult
to comprehend why the in-
vesiors arc gelling now more
and more discnchanted with
the holding company scheme.
This is sharply in contrast to
the buoyant investors’ mood
when the scheme was first put
into operation. Most of the re-
lated public issues were over-
subscribed and some even to
the cxient of 675 per
But, the poor yield on invested
funds in Lhe form of securitics

—————

adeira Tax Ha

sccondary markel.
Additionally, forcign portfolio
invesiment brimgs with it the
¢ Hy of improving techni-

| knowhow within the finan-
clal sector as a whole and thus
provides an improved perspee-
tive for national planncrs as
well as domestic investors lo
measure relative efficiency of
dillcrent units in their com-
pany.

in s privalization pro-
gramme the govermment s
likely to cncounter a number

ol politcal, management and

most popular, and cffective
iwwchnigques —  the

Stock Ownership Plans,
properly fkllﬁmd and impl-
menled, can help 1o overcome
all those barricrs. Workers and
their unions would often resist
privatization beeause public
scolor jobs arc more
sceurc, and may be a few poit-
ical lcaders would also be un-
willing (o risk the wrath of
parly workcrs, whose labour
intomcs woulbd I:-r_l{::purdhnd
by privatization.

premisc ol Employee Stock
Owncrship Mans s . owner-
ship sharing, profit sharing,
and participhlory managemoent
And through this scheme
workers would get ceonomie
justice, which is an essential

central

pre-condil for soctal har-
mony, scli-decicrmination and
political demwocracy.

Britsh ¢ would be

of immense help o plan and
implement the country’s  pri-
vatization programme sucocss-
fully. One of the most contro-
versial aspects of their privats-
zalion programme had been
the pricing of the shares of the
companies, offcred for sale.

ven Woos

- Developing Countries

Theislmdusuandciumnmon;thcpourestufPumm—whi:hiswhy

tourism and emigration have been their main rout
as Gemini News Service reports, the semi-i

a tax haven with an eye on the South Atlantic basin.

A gateway to Europe

o

China and lran among the 43
types of passport registered.

Busincss [rom devcloping
countrics is also starting (o
come in, thanks to Madcira's
flamboyant and ambitious gov-
ernor, Dr Alberto Joao Jardim,
whose rightl-wing Social
Democrats aim to provide an
imagc of slability.

lle has exploited not only
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Madcira's autonomy (gained in
1974), but also Portugal's
mcmbership of the Europcan
Community.

To case local ynemploy-
ment and illiteracy, Jardim ob-
tained funds from Brusscls for
a [ree trade zonc which would
be open to forvign finance and
exempl [rom Portugucsc Laxcs.

Three years ago regional
government put up 25 per

es of escape from poverty. Now,
ndependent island territory

is becoming
— by Juhn Burke

ccnl of the capital for the
Madcira Development
Company (MDC), which is rog-
istered in Luxembourge (but
based in Funchal. Its ulfices arce
at Casino Park liotel, run by a
sharcholder who once owned
the building in Mapule,
Moza:

Company dcputy dircclor
Jose Antonio Camara : "We
arc geiting cnquirics 1 all
over Lthe world. We have sent a
salcs mission lo
think asscts will
ferred here from
double Laxation
likely with Japan,
onc with Brazil, where we

So far aboul 40 of the 120
hectares carmarked for un-
taxed manufacturing have been
luken up. The dozen firms al-
rcady re include a textile
producer from llong Kong, a

Brazilan maker of plastics and
two manulacturers [rom
Lebanon.

Greater investment is in-

volved in the sccond part of

the International DBusincss

Centre. Twenly banks and onc
insurcr have been licenced

open oflshore branclws in
Funchiul with tax-free accounts.
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Individual Brazillans arc
now moving moncy iInlo
Funchalinsicad of Miand or
Luxembourg. Law firms from
Rio de Janciro and Sao Paulo
arc also inte Madcira
because it has invented its own
lype of trust in which both the
benefictary and scitler must be
non-Portugucsc. The settler
can chouv~c any other country's
law to govern the Lrust.

Activitics clussed as Inter-

form Lrusis or act as holding

The hﬁ:lrlh component of
the International DBusincss
Cenire s an inlernational

has

ply when rules are re-
o allow ships with crews
from countrics with lower
wage-rales Lthan Portugal.
Mcanwhile, cruise ships are
calling again al Madcira, which
lics only 340 milcs west of
is Lthe old Firms
Blandy, which has diversi-
fied out of the wine trade.
Markctling Manager Ricardo
Maccdo said: "We arc building
luxurious apartments and ofl-
ficcs. There is a Jot of interest
ovcerscas and we have ap-
pointed an agent in Cape

Town."
— GEMINI NEWS.
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Capital Market Development and Privatization

Maj Gen M. A. Matin (Retd)
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Artists Keep

- Jamaicans Smiling

Through the Gloom

AMAICA is in decp eco
nomic troublc and only
a few al the w0p ol
the tree — the directors and
managers ol companies and
mplt in the prolessions —
managed o avoid a drop

in living standards.

The most successful people

these days are the cntertainers
and artists, nol only by the way
they touch the public but be-
causc of the money Lhey gen-
crate.
The country has just ccle-
brated 29 ycars of indcpen-
dence from its colonial status
under Britain. To many there
was little to celebrate, but
where music is concerned, the
trend has been just the oppo-
sitc

The lalc Bob Marlcy madc
reggac known throughout the
and made a fortunc for
himsclf. The annual "Re
Sunsplash” brings hundreds of
thousands to Monicgo Bay. the
tourist capital of Janxvica.
Artisis arc riding tlw: boom
in the art market. Jankica has
24 art gallerics and cight new

_oncs have opened in Lthe last

two ycars. All stage regular
exhibitions and provide a good
living for the gallery owners
and for 600 artists.

Towering above thesc is
Barringlon Walson, whosc
paintings scll at prices ten
times higher than mosl others.
s paintings have been bought
hw galleries in Canada, Panama
aned the United Stalgs.

and Holdi

Company Operations-II

grealer support for tackling
the large units and also the
loss-makers al some point in
the future.

It is understandable in this
conicxt that the holding com-
pany scheme is being imple-
mented slowly now because of
the impcrative need to im-
prove the financial position of
the earmarked enlerprisc be-
fore market placements are

made. One more pertinent
point about the opcrations of
the holding company scheme
relates to the management
structure of the related units.
Though scparate Boards of
Diréctors, composed of nomi-
naled members of the Scctor
Corporation fholding 51 per
cent of cquity ownership) and
clected ones from amongst the
public shareholders cxist for
the related units, such Boards
have only limited operatfonal
freedom In key areas of deci-
sion making.

For all practical purposes,
the kecy decisions of the re-
lated units are made by the

scclor corporations and the
Boards of lg;;aon are merely
‘ornamental show-picces” of
"independent” corperate enti-
ties. This obviously runs
counter to the basic purposc of
privatization for improved
management practices, dy-
namism and vigour through
the participation of the repre-
scutalives of public share-
holders in Boards of

Dircclors. Even the scrvice

derims and conditions of Lhe

management personnel and
other employees and workers
arc sct forth by the scclor cor-
porations. This cnsurcs the
loyalty of the high-ups and
others in the related units to
the scctor corporations, and
nol to the Boards of Direclors
which, under the Companics
Act, should be entrusted with
the responsibilities of running
the' enterprises/units in the
corporalce scclor.

lesides the de-lacto  con-
trol of the scctor corporiitions,
the entire praclice of giving
single government-controlled
institulion (Investment
Corporation ol Bangladesh) a
larger weightage in cleeting
the members to the Boards of
Dircctors of the related units
on the strength of its invest-
menl portfolio operations, on
behall of those maintaining in-

Khurshid Alam

vestors' accounis with it, leads
lo virtual cxclusion of private
scélor parlicipation in a really
independent manner in the
managemenl process.

The most pertinent aspect
of the privatization programme
under the holding company
schcme in Bangladesh has
been the ways the Board of
Directors for the divested
units are elected. Nationalized

Commercial Banks (NCl3s) of
the government managed or
government controlled
msurance companics, and the
IC3 owning cquity shares in
the same, form a conglomerate
and clect dircctors of their
choice lo the Boards of
Directors of the divested units,

out of the private sharcholders

quota in the same. In some
cascs, these government
agencics together have re-
lained a major portion of the

equily offered for public sub-
scription at the time of di-
vesiment of the same

the primary capital market.

And thus when the elections
from amongst the ordinary
public s iders are held to
the Boards of Directors of the
rclated units, the ICB alone fon
the strength of its sharehold-
ings on account of its own
portiolio operations and alse
on behall of its individual in-
vesiment account holdings) or
the government controlled

banks and insurance compa-
nics or the coalition of the
former with the latter enjoy a
distinct advantage over the or-
dinary sharcholders in their
individual capacity, thus get-

ting their candidates clefted
lo the same. This leads to the
total non-representation of the

* individual sharcholder in the

Boards of Dircectors. Such
sharcholders, owning a rela-
tively negligible proportion of
the divested cquily of the units
undcer the holding -company

scheme, have indeed little
scope Lo be represented in the
Boards of Dircclors without
the ‘blessings” or “support™ of
the ICB the NCDs or gov-
ernment controlled insurance
companics.

This is indeced the most se-
verc opcrational flaw in the
holding company scheme as it
operates in Bangladesh. And in
the process, the basic
of privatization for infusion of
new managemoent and dynamie
practice for rclated units by
way of privaic seclor participa-
tion in the sanw Is frustrated.

Privalization cannot be ex-
pected o unfold the possibili-
tics for grecater eflicicney
through markct oricmtation of
the divesied units. In its pre-
scnt form, the privatizition has
thus meant lttle in
management practicc Lhe
units. Immediatcly cffective

sieps, Icgal or otherwise, are
needed to address this prob-
lem, so that the basic goals of
privatizalion can be scrved in
csscnce through divestment
opcrations under the holding
company scheme,

The retention of 51 per
ccnl government control or
that of the government owned
public sector corporation over
the equity of the divested units
under the holding company
scheme, is certainly another
issuc that deserves scrious

considcration. This practice
has denfed the real operafional
scope and opportunities to the
divested units for their greater
markct oricntation and cflfi-

cienl running with eflective
participation of Lthe real private
scctor in the same. It has only
scrved a window-dressing
purposc, raising some moncy
through “public subscription”
of cquily capital up to 49 per
cent of the rclaled units (and
that oo with funds available
from the government con-
trolled bodies). But, the real
objectives of privatization for
opening the controk of the re-
lated units are belied in the

process.

~ This gives a discouraging
picture t Lthe operations of
the enlerprises or units under
holding in lerms of
the stated goals of privatiza-
lion. As a sound political tech-

In Jamaica, the main con-
course of the Bank of Jamaica
features his 10 by 20 foot
;:imln entitied the Tea

riy. depicling many well-
known Jamaican personalities.

Watson made news carly
this year when, at his 60th

su land to the nation,
along with hundreds of his
paintings, thousands of
sketches and his colleetion ol
the work of his

On the property will be
built studio collages for artists
and a muscum on a litle knoll
providing a view of the Bluc
Mountains and Kingston.
Watson says it will be “a place
for artists, leachers of art and
rescarchers 10 come and be at
peace (o ercalc or think.”

The property alone is
thought o be worth J86 mil-

- Hon and the works of art, in-

cluding some by Guyancse
artist Aubrcy Williams, bring
the gilt 10 many times that
amount.

Watson's children have in-
herited his genfus. His sons.
Raymond and Basil, are suc-
cesslul sculptlors. Last
they stage an exhibition of
their work as "Sculpture in the
Park™ at a small park in a
Kingston suburb. Ilis daughtcr
has c¢xhibiled many paintings
in Germany where she is now
living.

niquc o transfer power oul of
the hands of the vested inter-
ests into the hands of individu-
als for recreating, in the pro-
cess, Lhe conditions for opera-
tions of a frce market econ-
omy, the holding company
scheme has thus not suc-
ceeded in crealing yet any vis-
ible impact.

A successful privatization
programme in lerms of s
slaled goils and objectives will
largely depend on a sustained

lic campaign to arouse -
¢ consciousncss,
in the under-developed coun-
trics, about its imperatives and
necds. Without such a cam-
paign, the political goals and
the socio-cconomic objectives
of privalization as an aclive
E:h“c policy action will be

struled. And while the cam-
paign is made, the objective
conditions for the
of a markel along its
“rulcs of lhm mu: be
crealed.

Privatization has now taken
a posilive policy direction on
the total economic of
the country. In almest all
countrics the world, it has
taken firm roots in lotal eco-
nomic sccnario. It therclore
needs o be planned and im-
plemented in the context of



