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Foreigners increasingly keen

to invest in capital market

By M Anwarul Hag

Foreign buyers are getting
increasingly interested in in-
vesting in the country's capital
market. However, lack of liquid-
ity and low level of supply of
shares and debentures in the
Dhaka Stock market, growth of
investment in the capital mar-
ket is to great extent.

In an exclusive interview
with The Daily Star, two leading
Investment Analysts from the
London-based Brokerage
House, Smith New Court's Far
East office in Hong Kong, Ms
Parvati N. Banati and Abhijit
Chakrabortti gave their views
about the problems and
prospects of foreign investment
in the Dhaka Stoek Market.

Parvati and Abhijit are ac-
tively involved in the
Bangladesh market analysis for
their company having world:
wide operations in brokerage
including India and Pakistan.

The two analysts informed

that their firm Smith New Court
'is among the first Lo open up
the Bangladesh market to for-
eign buyers. "Our company has
mobilised roughly between 10
and 15 millon US dollar since
we started invéstment on behall
of our clients in February.
1992. It is nearly 90 per cent ol
foreign investment.”

The stated that the
demand for Dhaka's stocks was
rapidly increasing. The average
daily turnover was around
16,000 US dollar only six
months back. which is now
nearly double in the range of
32,000 US dollar. However, ef-
forts should be made (0 make
overseas presentation through
publicity campaign as to how
the economy is improving. "It is
a matter of dissemination of

Parvati Banati said the re-
cent wave of foreign buying that

has bid up shares across the

nent has yet to reach
Bangladesh. She however,
pointed out, that the investment
potential in the capital market
now is Better than anytime be-
fore. !

"Bangladesh's macro-level]
management is good, Taka fs
strong against dolkar, inflation
is well controlled and ‘export

R Lol
......

SR

Abhijit Chakrabarti

growth is increasing — the ba-
sic trend is encouraging and

opening up the market to for-

eign investors,” said Banati.
Describing the Dhaka Stock
Market, Parvati and Abhijit ob-
served, "Free float of shares
with the public is very limited.
Liquidity is restricted. It is diffi-
cult to acquire stocks."” . _
Stressing the problem of
liguidity, the two analysts said,
the public hére is generally in-
terested in dividend yield, -not
capital appreciation. As a re-
sult, they do not trade shares
regularly - leading to relatively
depressed prices. "Listed com-
panies are generally trading on
fairly low price eaming ratios.”
. They also observed that the

reason f(or low Hquidity is at-

tribyted to the fact that, on an

average 60 to 70 per cent of the
shares are held by the promot-
ers while another 15 per cent
or more by institutions like the
ICB. "Actual liquidity of shares

available in the capital market

ranges between 1§ per cent
and even in cases as less as one
or two per cent,” they said.

Parvati N Banati

The feature of controlling the
major shares by the sponsors
was not unique to Bangladesh,
they said adding "Most of the
promoters in the sub-continent
have very high holdings”. "This
is rooted in tradition and
should be discouraged." they
further said.

The stock analysts felt that
Debenture and Equity shares
now dominate the market.

"More derivative instruments
are required to activate the
market and this would also
serve to reduce the companies
cost of capital and also educate
investors about the attractive-
ness of these new instruments.”

The analysts suggested that
Pension and Provident Funds

should be allowed to invest in
the market because the funds
would also recommend more in-
stitutional players in the market
— the ICB is now the only one.”

Foreign buyers find it gen-
erally uneconomic to invest,
they said, pointing out thal
normally from 50,000 to

1,00,000 US dollar is the size

for an individual overseas
transaction.

Smith New Court has al-
ready made investments on be-
hall of foreign clients in both
SECo and primary mar-
kets. The they have
traded Include Beximco
Pharma, Beximco Infusions,
BATA and Apex Tannery.

The firm's custpdian services
are provided by Standard
Chartered while buying and
selling done by local brokers.
Normally it takes four days for a
trade to be settled.

"Many of our companies
have achieved capital apprecia-
tion in the last five months."
they informed.

* Parvati’ and Abhijit foresaw
that 1994 would be a crucial
year. "There is a clear possibility
that the wvolume of capital
mharket in Bangladesh will ex-
pand tremendously in as much
as many companies are poised
to go publit to raise capital in
the market.” :

During their recent trip to

Dhaka they found the regula-
tory authorities like Securities
and Exchange Commission, the
Stock Exchange and the
Privatisation Board” very open
to suggestions.” :

"Bangladesh capital market
has a distirre{ potential to be
influenced by the inflow of for-
eign funds. in the coming year.”
they said.
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of Agrani Bank
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Bhuiyan joincd
Agrani DBank
recenily as
General Mana-
ger. Prior o
- that he was the
Direclor and
DGM ol Agrani
Bank Training Institulc, says a
pross releasc. ;

Abdul llalim Bhuiyan was
born in 1940 in the village
Mithapur under Kalatia union
of Keranigong thana of Dhaka
districl !

During 28 years ol banking
service, he held various re-

sponsible positions including
zonal head and divisional head.
From the very beginning of
Agrani Bank Training Institute
he has been working as a gucst
speakcer. He Is also a regular
-guesl Jecturer of BIBM.
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Russia needs debt rescheduling to
ease economic pressure : OECD-

. PARIS, Dec 21 : Extensivc
debt reschedulings and strong
export growth should ease eco-
nomic pressures facing Russia
over the next two years, the
OECD said yesterday, reports
Reuter.

The Organisation for Eco-
nomic Cooperation.and Deével-
opment, a think-tank for rich
Weslern countries, [forecast
another big drop in Russian

{ gross domestic product (GDP)

— the size of the economy — in
its half-yearly outlook, compiled
before this morith's Russian
elections: | _

GDP would shrink by nine
per cent in 1994 afiér coniract-
ing by 11 per cent this year and
19 per cent in 1992, it said. But
it pencilled in one per cent
growth for 1995,

Russia’s foreign debt could
be rescheduled by a further 20

billion US dollar in each ol 1994
and 1995 but official ¢xport
credit would remain limited Lo
about four billion US dollar.
The OECD estimated infla-
tion in Russia this year at 900
per cent. It gave no forecasts

“but said future inflation de-

pended on whether stabilisation
policies were implemented
effectively.

If Russia adopted policies
similar to those tried in the
Baltic states of Estonia and
Latvia, the inflation rate could
be brought rapidly under con-
trol in 1994, it added.

Growth to slow in some

E European states

Another report from Paris
adds: Some East European
countries should resume
growth in 1994 and almost all

should expand in 1995 but
growth will re&nain disappoint
ingly slow e OECD said yes-
terday. :
Limited progress in fmple-

menting economic reforms and

achieving stabilisation will re-
tard a return to growth in Ro-
mania, Bulgaria and to a lesser
extent Slovakia, it said in its
hall-year outlook.

The OECD, was more pes-

simistic than lo¢al officials in

its forecasts, although it repeat-
cdly excepted the Czech repub-

lic from its gloomy survey.

Give limited access to private
capital markets, foreign re-
sources will be restricted by
weak foreign investment and

litmited nct official Nows ol
lunds; especially as repayments
on multilateral debt accelerale
in 1995, , =

| China recontrols grain

prices after sharp rises

BEIJING, Deec 21: Chinese

| authorities are slapping price

controls back on grain and
other staple foods after rumors
of shortages led to sharp price
increases, o newspapers
announced Tuesday, reports
AP.

The move comes just seven
months after the government
lifted a 40-year-old grain ra-
tioning and price control system
as part of its eflorts to build a
market economy.,

It reflects the Communist
government's continued suspi-
cion of a free price systemn and
its acute sensitivity to anything
that might trigger popular dis-
content and social unrest,

Vice Premier Zhu Rongjl, re-
garded as a reformer,, an-
nounced a series of indirect
moves to lower grain prices, in-

cluding sclling state reserves of
grain and lowering the prices in
state-owned shops.

The official Xinhua Nows
Agency quoted Zhu as saying
price stability was essential for
the government to implement as
series of important market-re-
form méasures next

r, in-
cluding reorganizing bank-
ing and currency exchange sys-

tems.

However, Betjing city officials
took more drastic mcasures
than Zhu outlined, rgimposing
price controls on 27 food items.

The newspaper China Daily

said the city government agreed

meeting Saturday afller the
prices of grain, cooking oil, pork
and eggs rose 30 to 40 per cent
last week.
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Bangladesh Ltd. handing over a gift Singer Colour Television
set to Khurshid Alam, Chairman, Dhaka Stock Exchange

Ltd. for the Members of DSE.

~Stock scandal in India

Probe body recommends suspension

NEW DELHI, Dec 21: A par-
llamentary committee Tuesday
recommended suspending the
licenses of four multinational
banks, including Bank of Amer-
ica and Citibank, for their in-
volvement in a massive securd-
ties scandal, reports AP.

Publishing its [inal report
alter a 17-month probe, the
committee of 30 lawmakers
blamed Indian and foreign
banks for misusing funds to
fuel speculation in the Bombay
stock market in 1991 and 1992,
leading to an artificial boom.

The report also indicted the
Finance Ministry for failing to
adequately supervise the stock
exchange and ignoring sign< of
[raudulent activity. |

It said Finance Minister
Manmohan Singh must be held
accountabie to Pariament. But
it made no recommendation of
sanctions against Singh, who is
the architect of India’s liberal-

ized economic policy.
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Besides the two US-based
banks, the report faulted ANZ
ﬂrindlﬂm and Standard Char-

Railway procures
80 container
wagons from

~ China
Bangladcsh raflway has pro-
curcd 80 container wagons [rom
China atl a cost of Tk 10.6 crore
with the assistance or Asian
Development Bank [(AL3), re-

poris UNH,
THese 40-foot specialised

type conlainer wagons have ar-
rived in Chittagong port rc-
cently, raising the total number
of container wagons ol Railway
to 217, said a press relcase of
the Conununications Ministry
yesterday.

Bangladesh Railway has ex-
panded {ts Inland Conlaincr
Depot (ICD) to increase iis
holding capacfty,

tered Bank as culpable in the
| .8 billion dollar scandal.

Foreign Banks were
Initiators of the scam as well
as the major players,” the report
said.

The banks misreported mil-
llons of dollars In their books
and lllegally diverted govern-
ment bonds to make funds®
available to selecied stockbro-
kers for quick speculation.

When the scam was discov:
ered in April 1992, the stock
market ctashed and millions of
middle-class Indians who had
invested lile's savings lost heav-
fly.

The foreign banks violated
the regulations of the Reserve
Bank of India and of their own
countries, said the 474-page
report released in parlament.

"It is necessary that strin-
gent penalties, including sus-
pension of lcenses, are imposed
on these banks... Legal action
should be pursued both in India

Mehitia.

of 4 foreign banks' operation

and the foreign country con-
cerned,” the report recom-
mended.

It also recommended that
executives of at least two Indian
banks be prosecuted. The dirce-
tors of several other banks have
resigned since Lhe scandal
broke.

There was no immediate
comment from the government
on whether it will take the ae-
tion rcecomniended against the
foreign banks, which have
he¢lped bring international
banking practices to India in
Lthe last decade. |

The report made no recom-
mendations concerning allega-
tions by the leading stockbrokor |
in the ease, Harshad Mehta,
that he eontributed two suit-
cascs stulled with money Lo
Prime Minister PV Narasimhba
Rao's political war chest. Rao
denfed receiving money  [rom
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ance L‘T:.ln-ﬁ;in}l' Ltd was held at Dhaka |
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recently. Finance Minister M. Saifur Rahman attended as chief guest while Industries Minister
+A:M Zahiruddin Khan was present as the guest of honour. -

Indian sky will
open fully to

private airlines

NEW DELII, Dee 21: India is
about to open its skics fully to
private airlines bul will not al-
low them to fly overscas, Avia-
Lion Minister Ghulam Nabi Azl
sald yesterday, reports Reuler,

“Private taxi operators fus

rivale airlincs are known) will

> restricted to flying only in
India and not abroad,” Azad
wid a meeting of aviation indus-
Lry expcris. ;

Nor would India allow loreign
airlines free access o its air-
ports, the minister said.

He said since there was no’
international agreement govern-
ing landing rights, India would
open ils airports only under bi-

| lateral agrecments.

Third World *gains more, loses less in Uruguay Round
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WASHINGTON, Dec 21; During the next decade industrial
country quotas on developing country textile and quota exports
will disappear, lariffs: on several key developing country

- industrial products will be phased oul, and prices will rise for

many developing country agricultural exports. -
. These will be direct results of the conclusion of the Uruguay

Round global trade accord, according to private econonists
interviewed by USIA. _ .

" "In the end, they got a strengthened multilategal trading
system, which more than anything clsc is of greatest value to.
developing countries,” Jelfrey Schott, an cconomist at the
Institute for International Economics, said. = s

Trade analyst Gary Hufbauer says he is a little perplexed

about reports from' developing countries claiming that they

didn’'t gain much from the Uruguay Round, which was.
concluded December 156 and whosce key provisions are to be
phased in beginning July 1, 1995. - ' _

“l thought it was remarkable that we got a commitment to
phase out the textile and appare] quota system.” Hufbaucr said.

The-biggest beneficiaries of the Uruguay Round were not the
industrial countries but the emerging markets, says Michacl,
Elhn.'scnhr economist with Prudcntial Securities, a financial

rm.

* Markets are opening up. Trade is going to expand: Tradc
will be a handmaiden to growth,” Aho said. * The alternative to
them was markets closing down if the Round had failed.”

$tuart Tucker, an cconomist and visiting fellow at the
Overseas Developing Council, agrees with Hufbaner that
developing countries were able 1o achieve most of their
objectives while holding off for some time trade lYiberalization in
arcas of key interest to industrial countries, such as intellectual
property and services. |

" We now have a much stronger trade system ran by a World
Irade Organization that has morc muscle for resolving
disputes,” Tucker said. | . |

A recent Organization for Economic Cooperation *and
Development (OECD) study of the national income eflects of
irade liberalization, conductied before the conelusion® of the
Uruguay Round, estimated that full implementation of the
proposed Uruguay Round accords by industral countrics alone
would boost developing country inconi: by 29,900 million dollar
a year. The OECD estimated that if developing countries joined
in the trade liberalization effort, their annual income would rise

. : Textiles and Apparel
A 240,000-million dollar-a-year global industry, textiles and
apparel are produced mostly in Asia, Latin America and (o a
lesser extent in Europe. ; - .
The current Multifiber Arrangement [MFA), which has for 4D

- years governed system of import quotas provided by industrial

‘countries o countries, will be out over a len-
year period beginning July 1, 1998, Industrial country

producers h-  _Laght a 15-year phascoul. The agreement calls
for modest relaxation of quola restrictions in the earlicr part of
the ten-year trapsition, with most of the changes coming in the
last five years, ' - _ ' . :
During the 10 years, tariffs on textile and apparel also will be
progressively reduced — by 12 per cent on average in the Uniled
Slates. : : : :
According to one study cited by the GATT, the value of

exports of currently constrained supplicrs of textiles mnd -

apparel to the US market would rise by 20.® per ccnt for
tgtﬂen and 36.5 pur cent for clothing as a result of eliminaling
the MFA.

Market access in industrial products
Industrial country tariffs will be climinated a process called
“zero-for-zero” on construction and agricultural equipment,
medical equipment, “steel, beer, distilled spirits,
pharmaceuticals, paper, toys and Furniture, Tariff culs on

clectronic products will range from 50 to 100 per cent on
selected items. Tariff cuts on wood and certain non-ferrous

~metals are subject to further necgoliation, which, must be

completed in the market access area for all products by March
31, 1994. CA

“Industrial countries cut their tarifls in a number of products
which developing couintries will gel full advantage of though
they developing countries are/nol required (o come imo the
zero-lor zero party,” Hulbauer sald. " | would single out toys
and steel as two areas where daveloping countries are important

- prudiurc?‘ﬁ. I'think that is not negligible,™ :

: Agriculture

The agreement calls for reductions 'in export subsidies,
internal supports and markel access barriers. Where imports
had becir banned, a country must allow imports a minimum
three per cent initially of domestic consumption of the banned
product, climbing to five per cent by the end of the six years. Al
quolas and other hidden barricrs must be converted to tarills
and progressively reduced.

While the agricultural commiitiients must be phased in by
industrial countries over six  years, developing countries have
ten years to do so. Also culs in markel access barriers are less
for developing countrics — 24 per cenl on average for all
products: no less than 10 per cent for cach product category
rather than 36 for industrial couniries with a minimum
reduction of 15 per cent for cach product catcgory.

in addition, the average tarill reduction on tropical products
is expected Lo be around 40 per cent, though negotiations bn
spectfic commoditics have not been conipleted.

Bill Frenzel, a Brookings Institution scholar who spent 20
years as a member of Congress, believes, the agricultural accord
will help developing countries two ways: the reduction
production subsidics will make it casicr for developing country
agricultural exporiers 1o compele in world markets, and the
increased market access, not only in industrial countries but

worldwide, should “enhance developing ‘country export
prospocis, : ;

Most belicve the price effeets of Farm liberalization also will
be a positive contributor Lo developiig countries, though
individual countries may expericnee some loss in income as a
result of their cconony's dependency on single commodities, A
freer market will, in the short-term mean higher prices for a
number of developing countty importers that are not yet in a
position lo produce cuough bod for themselves, _

~According o one, report cited by the General t on
Tarills and Trade, the price elfeet of a vine-third reduction in
industrial country agricultural support would be a 4.4 per cent
risc¢ in exporls ol temperale food pruducts by developing

ceonomics, ;o '
Intellectual property _
When the Uruguay Round starfed in 1986, developing
countrics expressed considerable resistance o tougher
intellectual sproperty protection, particularly in the area of
palents. At that time 1hey said that prices charged by industrial

_ctompany companics in such arcas as pharmaceuticals were

unaffordable to most of heir populace, which should not be
<. fed aceess to such  products. Industrial country com
argucd thal piracy of US gouds was costing them thousands of
millions of dollar annually and hilitbited their ability to develop
new products, X

Over the Jast seven years, moveiment by both sides has been
considcrable: The agrecment reaclied in the global trade accond
Is comprehensive, covering a lorms of fuicllectual property,
including strict limils on compulsory licensing of patented
products by governmdnls, ollen applied o pharmaceuticals in
poor countries. '

lHowever, the lcast developing countrivs have an extra 11
years to implement the accord and mbst other developing

~ countrics, such as [ndia, have been given live years,

Where there is no patent protcetion of any kind, in areas
such as pharmaceuticals, developing eountrics have 10 years to
put legislation into ¢flcel. .

Industrial-country pharmaccutical producers had wanted,
bul failed to get, protection for drugs alrcady invented but not
on the market, | : Vl'?

Other measures

The Uruguay Round accord prohibits certain fnvestment
restrictions that fnhibit trade, Indusirial countries have two
years to eliminate such practices while developing countrics
have five years,

The agreement prohibits the use of export subsidics in
industrial products as soon as the accord goes into effet.
However, the least developed countries have eight years to
phase out these subsidics, and other developing countries have

twn_’{lElrI. .
¢ least developed countries also will have an additional

year to submil areas where they plan o provide greater market
access, — USIS "



