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The convertibility ol Taka
(although partial at the present
time) and is entry into the
elite elub of floating currehcies
coupled with deregulation ol

interest rates offer both chal
lenges and opportunities (o
banks and corporate treasur
ers. In the past they had no
choice but 1o operate under
the fiwed rates handed down
by Hangladesh Bank. The new
system will throw them in a
compelitive environment re
quiring enormous skill,' fore
sight and logistics to operate
with finesse and ease. |l han
dled properly, they can profit
from the changed sftuation or
else they may incur losses
Banks and corporate treasur
ers would now need to learn to
interpret the signals emanat-
ing (rom mMacro-economic
indicators. These [actors influ-
ence interest and exchange
rales requiring appropriatle
strategies to avert the risks.
The problems and oppor:
tunities of each participant in
the money and foreign ex-
change market are all present
in the operations ol the Funds
or Treasury Manager. The ob-
jeclive of this individual is to
manage Lhe cash flows in vari-
ous currencies in the most ef
ficient and profitable way. The
management of cash flows in
invalves making sure that
payments are made when due,
and that funds received are In-
vesigd for the best possible re-
tum. When dealing in interna-
tional markets, the funds man
ager must also maintain the

appropriale posilions #n vari
ous currencics. The desired
position in each currency de
ponds on the currencies of Lhe
cash flows involved as well as
on the managers view of their
future values.

The activities of the funds
manager are, however, fraught
with varfous risks and unless
he has a clear understanding of
the riaks Iinherent in each
transactions, he is most likely
to make mistakes for his or

tons.

In the following paragraphs
| shall discuss the risk in
moncy and foreign exchange
opecrations:

Types of risk: We can iden
tify three types of risks when

operating in the money and
foreign exchange markets: rate
risk, credit risk, and lquidity
risks.

Rate risk: | a Fund Manager
anticipates that interest rate is
likely to go up the will lend
short and borrow lo We can
prolil in the Hn.lm-ll:?nmrhrm

by anticipating changes in the
rales currently prevailing. It is
this anticipation that leads the
funds manager (o produce
“mismatched’ cash flow posi-
ons.

In the money market, the
rate risk arises when the ma-
turities of the placement and
the borrowings are .not
matched. For example, 'when
we lend funds for six months
while borrowing with & onec

mohth maturity, the interest
rate on the six month loan hnﬂ
been locked in from the

ginning. However, at the end
of the Arst month, additional
borrowings arc necessary (o
repay the initial debl or Lo roll
over the debl Bul, at the be
ginning of the transaction, we
do mol know wilth certainty
what the interest rate will be
alt that time Most likely, the

funds manager in this situation
is speculating that interest
rates will decline aller a
month. [l the assumptlion

proves correct, the lunds man
ager would have look into a
high interest rate on the loan
for six months while refinanc
ing the opcration at a lower
interest rate afler the initial
first month [so he will make
profit). If the initial expecta
tion proves to be wrong and
interest rates aclually increase
and keep doing so for the re-
mainder of the loan period.
however, the funds manager
will be forced Lo obtain financ-
ing (to borrow ) at rales which
might prove to be higher than
the one at which the funds
were placed or lent inttially
(he will incur loss).

In foreign exchange trans-
actions, the rate risk appears
in two forms: (1) In net ex-
change positions, and ( 2] in
swap positions or mismatched
maturitiés. The most obvious
case of rate risk is the mainte-
nance of a net exchange posi-
tion in a given currency. If the
position is long or overbought
and there is a depreciation of
the currency, a loss is sure to
occur. On the other hand, f
an upvaluation ucrur:.whilr

India fails to utilise

NEW DELHI, Nov 6: ﬁuiidn
Development Bank (ADB) Vice
President Gunther Schulz
Friday criticised India's failure
lo use up aid committed to it by
donors, reports AFP.

e ADB had allocated lour
billion doHar worth of assis-
tance lo power and highway

rojects in India which had not
been utilised, Schulz told re-
porters at the end of a three-day
visil

india, he said, had the worst

record amopng borrowers in
utilising aid pledged to iL, con-
trasting poorly with Indonesia

and South Kerea wheye project ..

implementation was far swilter.

Schulz is the head ol a spe-
cial task force trying to improve
the implementation of projects
and programmes financed by
the Manila-based ADB.

The task force will complete
its report by the end of the year
aflter talks with oflicials ol bor-
rowing countries.

Indian officials say thcy a
lack matching funds they are
required to allocate to projects
funded by global lenders has
prevented central and state
governments from utilising aid

and speeding up projects.

donors' aid : ADB

Minister P V Narasimha Rao
and Finance Minister Manmo-
han Stinigh during his visit, also
cited bureaucratic hurdles
impeding faster implementation
of projects.

The Indian leaders had told
him the mment would set
up a monitoring system to en-
quire f[aster disbursement of
aid, and he hoped the situation
would change for the better
soon, he said. ,

The ADB plans in India in-
clude the financing of energy
conservation, environmental
improvement and urhi.n dch:I

opment projects.

Schulz, who met . Prime
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nese amputee plays the organ for passers b}r in a Beijing street Friday. Thnugh Chinese
supposed to protect the rights and provide welfare for the nation’s 5.64 million

nandicapped, reality has many of ther fending for themselves. —AFP photo

Russia to restrict foreign banking
activity for 3 yrs more

MOSCOW. Ngv 6 Russia in
lends 1o re strict forcign bank

ing actlivity for up to three
more  years (o protect the
country's domestic banking

industry from large western
compelitors, Interfax news
agency sald yesterday, reports

AFP

~ Finance Minister Boris
Fyodorov published a state-
menl saying his ministry would

uphold current restrictions on
granting licenses to foreign
banks and disagreed with the
central bank’s policy of boost
ing the number of licenses, the
report said

Several senior government
officials inclpding first Deputy
Prime Minister Yegor Gaidar
agreed on the need to limit
foreign banking opcerations in
Russia which could have
"dangerous consequences” if
allowed to expand unchecked
Interfax said

"Hasty access f[or loreign
banks, which have vast gxpc

rience and resources, could
lcave Russian banks in an
L.I!H'iiunl posilion, the r¢pori
said

Top Russian financial ofli
clals agreed forcign banks
should hold no more than 12
per cent of all statutory capitil
in the commercial banking
seclar, il added .

In an inlerview with the
government [Daily lzvestia,

Gaidar stated that the govern-
ment was looking at “supple-
mentary steps’ to regulate

foreign banking activity n
Russia.

He said discussion in the
government on giving foreign
banks cater access to the
Russian banking sector was
very dclicale and important for
the national cconomy” but
added he opposed quickly lift-
ing all restrictions on foreign
haanks.

The newspaper said five
more foreign banks, including
Citibank and Chase Manhattan,
were recently awarded i
censes to operate in Russia but
so far only the French Bank
credit Lyonnais had the right
to operate on a par with
Russian commercial banks

Gaidar said the list of for-

Implementation
of Seoul‘s reform
IN progress

SEOUL, Nov 6 Major
progress has been made in
imlplt:m-:nung a key [inapcial-

orm measure, the govern-
ment says, reports AP.

Records for bank accounts
totaling 3.45 billion dollar now
contain the holders real
names. Finance Ministry offi-
cfals. said accounts totaling
725 million dollar remained
under false names after the
October 12 deadline for
changeover.

eign banks secking licenses to
opcrate in Russia had grown in
recent months amid signs of
cconomic® stabilization and
warned “the current haste to
satisly  the necds of this wait
ing list could have dangerous
CONMGUCNCCS,

“l am not convinced this
haste is justified,” he stated,
adding that while strong com-
petition in Russia’'s banking
sphere as needed it should not
come at the expense of the
country's [ragile domestic
banks being overrun by west-
ern glants.

The headline over the in
terview stated that foreign
banks “could have a strong in-
fluence on the balance of polit-
ical forces” in Russia and an
introduction to the interview
said the growth of foreign
bank operations in Russia
could “push Russian banks
against the government.

Dmitir Tul!n. a Russian cen-
tral bank vice president, said

however that so far foreign
banks accounted for less than
five per cent of all capital in
the Russian commercial bank-
ing sector and noted increased

competition would benefit
clicnts.
The daily reported that

some 500 large-and medium-
sized domestic bapks were
worried about the "easy ac-
cess’ lo the Russian market
for large western competitors
and wcre planning to protest
to the government.

Business

Risks in money market and foreign exchange operations

By K.A Majid

the funds manager s holding
a long net exchange position,
there will be a profit  from
such a change in exchange
rates. The opposite result
would occur il the net ex-
change posiiion was short or
oversold in that currency.

The other way in which rate
risk appears when one oper-
ates in the foreign exchange
market is through swap posi-
ons A swiap lransaction does
not allecetl the net Elthlﬂ!‘
position. iy definition, a swap
imolves a simultaneous buy
and sale of currency for two
dillcrent maturities. For ex
ample. the fund manger may
buy German Marks against
laka for three-month delivery
and sell German Mark against
Taka for one-month delivery.
let's say that the lorward Mark
is sclling al a premium against
Taka. In this case, in order o
make a profit, the funds man
ager nggs!t be expecting that,
when 1Ac one-month transac-
tion matures, it will be possi-
bk to square the two-month
gap al a premium larger than
Lhe one that prevailed initially.
That is, the spread on a per
apnum  basis at which the
Mirk was purchased lor three-
month delivery must increase
aflcr a month so that the Mark
is sold for two month delivery
at a premium larger than the

onc paid to acquire them on
the inftial three-month con

tracy Il the Mark had been
sclling at a discount, the funds
manager, when entering into

US accused of
inciting illegal
Cuban emigration

MEXICO CITY, Nov 8: Cuban
Forcign Minister Roberto Rob-
aina praised Mexico for “refu-

sing lo serve as a trampoline”
lor Cuban refugecs headed for

- the United Stales via Mexico,

reports AP.

In rare public comments du-
ring a visil Thursday to Mexico,
Robaina also accused the Uni-
led States of inciting illegal
Cuban emigration.

“There are
currcntly on lists to leave the
country through the normal
emigralion procedures, but the
United States is hindering that
process and inciting tllegal emd-
gration,” Robaina said. He did
not claborate.

The US Coast Suapd con-
cluded a record month by pick-
ing up 610 Cubans at sea in
Octlober. More than 2,800 Cub-
ans have been picked up this
ycar. US officials have warned
thal Cuba’s worsening economy
could bring many more.

Mcxico in recent weeks has
discouraged Cuban refugees
who have gone o ils embassy in
| lavana and Lricd other means
of using this country as a back
door to the United States.

In other remarks, Robaina
said Cuba’'s Fidel Castro was
wary of heightened activity at
the American Naval base at
Guantanamo, Cuba, under the
"pretext” of problems in Haiti.
The base llsu has long been
used by the US Coast Guard o
repatriate Haitian refugces.

"We have taken appropriate
measures,” said Robaina with-
out elaboration.

Robaina was on a mission lo
invite Mexicans to invest in the
slumping Cuban economy. The
communist island country is
reeling from the collapse of its
socialist trading partners in
Eastern Europe and the Ame-
rican trade blockade.

Hoffman-La Roche
sells 1its equity
in India
BOMBAY, Nov 6: The Swiss
pharmaceuticals giant Hoffman-
La Roche Ltd has sold its equity
in its Indian venture Roche
Products Ltd to the local busi-
ness group Piramal Enterprises,

company officials said yester-
clay, reports AFP.

Hans-peter Ruede, a senior
executive of Hoffman-La Roche
Ltd. told reporters here that the
Piramal group had taken over
Roche's 74 per cent Interest in
Roche Products Lid.

But he said the sale did not
mean that Roche was pulling
out of India.

"We have signed an agree-
ment with the Piramal Group to
reinforce the presence of our
pharmaceutical products in the
Indian market. "Ruede said.

"We are restructuring our

se¢l-up here in collaboration
with a strohg and dynamic
Indian partner.,” he added.

Piramal will have full opera-
tional responsibility in India
while Roche will continue to
supply new products and tech-
nologies.”

"It will result in a win-win
situation for everybody.” he
said.

* Ajay Piramal, Chairman of
Piramal Enterprises, said his
group had entered into a col-
laboration with Hoffman-La
Roche.

"It will be a long-term strong
alliance. We will have access to
the latest drugs from Roche,
which iIs very strong in research
and developmentl,” he said.

20,000 Cubans |

Lhis 1|,H'i"|f'|f.' swap, would have
i xpected that the discount
would decrease

[his expeclation of an In
crease  in Lhe premium or a
duervase in the discount of the
Mirk against the Taka must
b« bascd on a change in the
relalive Interest rates. If the
inftlal situation was one of a
lorwiard  premium on the Mark
ag.iinsl the Taka, then tn this
vast, Lhe inlerest dl"frﬂ’ﬂlh-]
wits In lavour of the Taka. In
other words, the interest rate
for Taka was higher than
Mark, and the forecast implied
that the interest differential
would become even more
strongly in lavour of the Taka
Il the initlal situation was one
ol a discount on the Mark
aginst the Taka, then interest
dillercntial must have been in
lavour of the Mark. Therefore,
the expecilation behind the
swap lransaction described
varler must have been that the
difllerential would narrow
(bevome less favourable to the
Mark) either because the Mark
rale would decrease or the
Taka rawe would increase

Credit risk: The credit risk
has o do simply with the abil
ity of the other party to a
transaction o meel the agreed
upon obligaltions. Any time one
opurates in @ market, a sec-
ond party must be brought into
the pteture il a transaction is
o be completed. In financial
markets, the ﬂh”“r lo nwel a
coniracled obligalion irans
lates into the ability 10 pay

tracted date.

when Lhe obligation to deltver
funds matures.

in the money market, the
credit risk is very obvious In
this market, one borrows and
lends, or places, funds. From
our point of view, there is no
credit risk when we do the
borrowing. however, on the
lending f(or placing) side,
there is always the risk that
the borrower will be unable to
repay the funds we have lent
Inspite of a very profitable rate
on the loan, if the borrower is
not able to pay back the debt,
the funds manager is sure to
have a loss.

in the foreign exchange
market, one can distinguish
between two types of risk. The
less serious one appears when
the partner is unable or unwill-
ing to fulfil a deltvery of a cur
rency promised under a for-
ward contract. In this case, the
funds manager is expecting
and inflow of fund on the con
Chances are that
an outflow had already been
planned to ensure the proper
use of the inflow promised by
the lorward contract. However,
if the other party to the trans
action does not meet the spec-
ified obligation and the funds
manager needs the funds, the
party will have to go 1o the
spot market to obtain those
funds. The actual gain or loss
in the spot transaction ge
pends on the then-prevailing
spol rate of the desired cur-
rency relative o the rate con
tracted through the now - de
[aulied contract. This risk has
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iradilionally been called the |0
per cent risk, though the term
is quiokly going out of style

A more serious credit pisk
in the foreign exchange mar-
ket is the one that has ap
peared prominently in a few

major losses in commercial
banks. This situation occurs
when the other party to a

transaction goes bankrupt on
the day of maturity and setthe-
ment of the contract or fails to
pay settlement funds afier the
initial leg of the transaction
has been completed Given the
time differences among various
financial centers, one party
may transfer the funds corre-
sponding to his part of the
transaction while the other
party fafls to do so. This loss
amounts to 100 per cent of the
funds involved.

A subgroup within the
credit risk is the sovereign
risk. At any point of time, a
@ven country has the preroga-
tive of closing its foreign ex-
change window. Particularly in
countries whose currencies
are very sparsely traded in the
market, the central bank can
be the only source of foreign
exchange. Thus, we can have
the situation of a very good
credit risk in a company lo
cated In a country with a high
sovereign risk. For example,
one can be [airly certain that
the corporation will be able to
general  the necessary local
currency lo repay a loan we
have made in foreign currency
However, I the central bank
makes It timpossible to convert

A 1990 filer of a ﬂrt.ad Vittori fo 1 in the middle of The Solent near Southampts: The

fort from the mid-19th century

comple & with its own lighthouse, helicopter pads and tennis
court, has been sold Friday after being for sale for three years after the asking price of 5.76
million pound was cut to 950.000 pound

— AFP photo

_World trade talks

US launches counter-offensive
against EC campaign

BRUSSELS, Nov 6: US em-
bassics in European Commu-
nitly countries have been
instructed to launch a counter
offensive against an alleged EC
propaganda campaign con-
cerning GATT world trade talks.

In a cabie to the embassics
obtained by AFP, the US State
Department ordered them to
approach EC governments be-
fore Monday to “set the record
straight” about allegedly gener-
ous European tarrif-cutting
concessions.

The State Department’s ac-
tion was aimed to pre-empt an
expected attack on the United
States and Japan by EC foreign
ministers during their sched-
uled meeting her _xt Monday.

In a report for the mecting

EC Trade Commissioner Leon
Brittan blamed the United
Stales and Japan for holding up

in the Uruguay Round
of the General ment on
Tariffs and Trade (GATT).

The seven-year round of ne-
gotiations faces make-or-break
deadline of December 15,
Brittan said the EC might with-
draw tariff-cutting concessions
it has made in Geneva because
of US and Japanese failure to
match them. _

But the US State
Department said in the cable
that the EC offer — rhade last
month in accordance with an
agreement in Tokyo last July
wilth the United States, Japan
and Canada — [ell far short ol
ils promise.

"Since the Ltabling of its re-
vised offcr on Ovmber 18, Lhe
EC has been engaged in a pro-
paganda campaign louting he
alleged benefits of the ofler,” the
cable said, adding that the
community's claims were un-
founded.

It instructed embassies Lo
“set the record straight™ with
EC governments before
Monday's munl% which was
expected “to reinforce the per-
ception that the EC’s offer is
generous and merits a big re-
sponse from the United States.”

The US State Department
criticised the EC offer particu-
larly for avqiding major tariff
culs in natural resources such

as [ish products, nom-ferrous
metals, wood and paper.

1993

the local currency into foreign
exchange, the proceeds from
the repayment of the loan will
not be available in the desired
loreign currency

Liquidity risk: The hquidity
type of risk is closely associ
ated with rate risk, ligquidity
risks arise because the case
flows in a transaction are not
“square”. These case fllows
are not balanced on purpose
because of the expectation of a
change in rate (hence the rate
risk). However, there is also a
risk which arises from the
?m-uun of ability to obtain the
unds when a cash infllow has
not been prearranged: this is
the hiquidity risk

in the money market. the
Hquidity risk appears when the
funds are placed for a period
longer than the souree of funds
which made the plarement
possible. Using the same ex-
ample that we used in the dis
cussion of the rate risk. if we
lend funds for six months
while borrowing for only one
month, a risk exists that al
the end of the month when
refinancing must be arranged,
it will not be found A tight
money market may make 1
impoasible 10 raise funds iIn
the market regardless of the
rate offered; this is liquidity
risk.

The liquidity risk in the
foreign exchange market also
arises from umcertainty or the
inability to obtain the funds in
the currency desired

[The author is the Managing

Director of Pubali Bank Lid.)

China expects $4.9b
in ad sales by

century end

BEWING, Nov 6 Spending
on advertising in China will
soar over the next decade o
reach 28 bilhon yuan (4.9 bil-
on dollar) per year by the cen
tury's end, a Chinese ofTicial
predicted Friday, s AP

Liu Naolu, dirvetor of the ad-
vertising dopartument under the
State Administralion for Indus-
try and Commerce, said adver-
tising spending will total eight
billon yuln (1.3 bilblon dollar)
this year, and is growidg at an
annual rate of 80 per cent.

Liu was speaking to more
than 200 Chinese businessmen
and government officials at a
daylong seminar on the power
of advertising sponsored by
Dentsu, Young and Rubicam

a1l b
i!Fe mminur lm'ludﬁ:l A

sampling of advertisements
made for American, Japanese
and Chinese consumers, which
drew some laughs and gasps
when shown on a large movie
screen.

Liu said the rnment
eventually plans to cut funding
to state-run advertising agen-
cies, which dominate the in-
dustry, in order to weed out the
less lessional ones.

A number of foreign advertis-
ing companies have entered the
China market since Lhe mid-
1980s hoping to cash in on the
country's rapid economic gro-
wih, only to discover that many
Chinese companies are relu-
ctant to spend money on adve-
rtising.

That is starting to change,
said Gary Burandt, president of
Dentsu, Young Rubicam.
He said his agency’s clients in
China include Shanghai-based
vitamin and chocolate makers,
as well as foreign-Chinese joint
ventures.

Another barrier to growth is
the government's strict limit on
the amount of newspaper space
and television time that can be

‘Gore-Perot debate on
NAFTA Wednesday

WASHINGTON, Nov 8: Vice
President Al Gore and Texas
billlonaire Ross Pert will go
head-to-head in a televised de-
bate on the North American

Free Trade Agreement
(NAFTA) next week, reports
AP.

"l hope it will be an honest
discussion, not a show,
President Bill Clinton said be-
fore terms were [imally agreed
for a 80 minute debate Lo be
held at 0200 GMT Wednesday
on Cable News Network.

"What Ross Perot wants is a
show, not a debate,” Clinton
said. "Perots arguments have
been largely discredited when
he's been questioned.”

The administration, con-
cerned that Perot's populism
is detracting from its exhaus-
tive efforts to sell the NAFTA

accord, challenged Perot to a
debate on Thu :
Perot, last rs third can-

didate in the presidential
election, sought three separate
debates but the White House
insisted there be only one,
terms were finally agreed on
Friday.

Perot Thursday called the
White House debate offer an
act of desperation and called
NAFTA another stupid agree-
ment rammed through by spe-
cial imerests.

The NAFTA accord, il fi
nalised, will link the United
States, Canada and Mexico in
the world's largest free trade

zone in terms of population. It
comes before a House of
Representative vote November
§

Perot and Clinton, along
with then-President George
Bush, took rt in three
prime-time televised debales
shortly before last yecars
November 3 presidential elec-
ton.

Since then, Perot has re
mained active in politics and
has made NAFTA his rallying
cry, saying that it would mean
the loss of thousands of US
jobs to cheap Mexican labour.

Japan’s electronics
giants offer

lower bonuses

TOKY(O. Nov 8 Japan's
eleciric and elecironics compa-
nies, hurt by almost three years
of economic slowdown. on
Thursday offered their labour
unions smaller annual bonuses,
averaging flve months’ salary for
each member. reports AP

Last year. major electronics
companies paitd summer and
winter bonuses thal added up
to an average 5.2 months' pay
lor each employee.

Summer and winter bonuses
are a regular parl of income for

Japanese workers, but their
sizes vary [from Industry to in
dustry and depend on business
conditions.

Sylhet Gas Fields Limited
(A Subsidiary Company of Petrobangla)

devoted to advertising.
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Memo No: 11.22.28/06

| system).

Green Road, Dhaka.

| same time.

| DFP (G)17771-31/10
G—1512

Tender Notice

Sylhet Gas Ficlds Limited invites sealed tenders from
| internationally reputed bonafide supplicrs/importers/dcalers
for purchase of "Desk Top Photocopy Machine” (dry

| Tender schedule containing terms & conditions can be
purchased by 20-11-93 on payment of Taka 400/= (four
| hundred) per set (non-refundablc) on any working day during
| office hours from the undcrmentioned offices.
A) Head Office, Sylhet Gas Ficlds Limited, Post OfTice ;.
‘Chiknagol, District : Sylhet.
B) Dhaka Liaison Office (Sythet Gas Fields Lid.), 74-B,

I Tender should be dropped in the tender box kept at the
| abdve offices by 11-00 am on 21-11-93, which will be
| opcned on the same day at 11-30 am in presence (if any) of
| the tenderers or their representatives. In case the offices
remain closed under any circumstance of the prescribed date.
| The tenders will be received/opened on the next day at the

The authority reserves the right 10 accept or reject all
| tenders without assigning any reason.

for General Manager (Admin)

Dated : 27-10-93

Md. Rahikur Rahman

Deputy General Manager
(Admin & Pur)




