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to remain below

HONG KONG. May 13: Asian 46.51 points, or 0.23 cent, because of The
’ y per Prnﬂtu-ﬁu

10 pC d m{}ﬂ[h stock markets closed mostly tluﬁn.g at 20,270.75. On Philippines’ unified composite
MOSCOW. May 13: Russian DMigher Friday. with share Thursday, the average gained index of 31 selected issues fell

Asian stock markets close higher

prices surging in Hong Kong in
reaction to the overnight rally
on Wall Street. reports AP.
The Hang Seng Index. the
Hong Kong market's key indi-

11.89 points to 2.937.28.
SYDNEY: Australian share

Acting Finance Minister Sergei
Dubinin said Thursday that
Russian inflation would remain
below the level of 10 per cent
a month for the coming

The Tokye Stnch; Price
index of all issues listed on the

A senior agri-scientist Thu agriculture and protect envi Lists need more time to reach Citing Indian examples, Haq .0 -nd that the t et of cator of blue chips, rose
rsday said that the use of ronnient farmers in the filed and that said India had achieved a monthly five to seven per 255.86 points, or 2.8 per cent,
substandard seed. fertilizer Dr Zaman called on the the Department of Agri-Exten tremendous success in agricul- closing at 9, 134.72. On

cent at the end of the year was
reports
AFP.

On Lhe other hand, the

tural development through
green revolution by ensuring
its sustainability.

The council

BARC authorities to dissemi
nate information about the uti
lization of much potential lo

Thursday, the index slipped

27 points.
. Brokers attributed the

sion could play an important
role in reaching the technolo-

gies to the doorstep of the
farmers.

and pesticide are causing soil
degradation in the country,
reports UNB

' perfectly feasible”,

Dr S M H Zaman, a former
Planning Commission member.
told the 28th council meeting
of Bangladesh Agricultural Re-
search Council (BARC) that
farmers were using various
low-quality imported seeds.
fertilizers and insecticides
without knowing their detri-
mental effects and proper
doses.

These fertilizers and insec-
ticides, he said, are decreasing
soil nutrients and creating en
vironmental problems. He
called for enforcing strict gual-
ity control and a concrete pol-
icy in this regard to sustain

cal technology among the peo
ple.

Agriculture Minister M Ma-
jid-ul Haq. who presided over
the meeting at the BARC audi
torium, urged the local scien-
tists to ensure sustainable
agricultural development by
means of transfer of technol
ogy.

"Educate the peasants so
that they can easily get the
new technology which could
help them increase production
and strengthen economy,
Haq said

He said the new technolo-
gies evolved by the agri-scien

“"Conceive the technology
and reflect the research out
put in the cropland,” the
agriculture minister told the
sclentists

He said the present gov
ernment attaches priority to
the agriculture sector that
contributes 40 per cent of
the economic growth and
would do every thing ' for the
development of this sector.

Referring to the achieve-
ments of the agri-scientists, he
said a total 236 technologies
had been identified from
1992-93 to 1993-94,

meeting re
viewed the use of Agro-Ecolog-
ical Zones Databse for agricul-
tural production planning.

The discussants at the
meeting Iincluded Akhter
Hamid Khan MP, Agriculture
Secretary M Akhter Ali, Enwvi-
ronment and Forest Secretary
Abdullah Haroon Pasha, Vice-
Chancellor of Banglade8h Agri-
cultural University Prof S M
Faruq, Executive Vice-Chair-
man of BARC Dr M Sujaetullah
Chowdhury, Fisheries scientist
Dr Yusuf All, and BARC direc
tors Abdul Awal and Dr Z
Karim.

plunge in industrial output this
year will be “greater than ini-
tial forecasts”, though the gov-
ernment “is keeping the goal
of imiting the drop to 12 to

15 per cent.” for this year is a
whole.

"l recognize that this is a
rather optimistic prediction.”
he told correspondents.

In preparing its draft bud- -

get for this year, the govern-
ment put the fall at eight per
cent, but very poor figures for
the first quarter forced revi-
SIONs.

surge to the overnight rally on
Wall Street and optimism that

the United States will renew
China's preferential trading

status this year.

Hong Kong is a major trad-

ing partner of both the United
States and China.
* In Tokyo, the US dollar
rose against the Japanese yen
while share prices closed
mixed.

The dollar closed at 104 .58

yen, up 0.48 yen from
Thursday’s close.

On the Tokyo Stock
Exchange, the 225-issue

Nikkei Stock Average gained

12.19 peints to 2, 105.69.
TAIPEIL: Share prices closed
higher in quiet trading. The
market's Weighted Index rose
57.57 points to 6,.061.95 after
Thursday's 20-point fall.
MANILA: Share prices
closed lower in Ilflt tr.ldln'

Clinton under pressure to

continue China's MFN status

WASHINGTON, May 13:
With billions of dollars in trade
and business at stake, Presi-
dent Clinton was under in-
creasing pressure Thursday to
declare that China has met his
conditions for renewing trade
privileges, reports AP.

A study, released by Sen
Mark O Hatfield. R-Ore, said
terminatfon of favourable trade
relations with China would
cost American consumers 10
billion dollars a year and hurt
several key US industries.

It predicted that China will
spend 400 billion dollars over
the next five years on imports
related to major public works
projects and modernization of
plants and equipment.

Chairman Lee Hamilton, D-
Ind, of the House Foreign Af-
fairs Committee, lending his
influential voice to pro-MFN
camp, said that the president
should "go ahead and find that
the terms of the executive
order have been met.”

The announcement of
Zhang's release f[ollowed one
day after news that China will
allow dissident legal scholar Yu
Haocheng to travel to study in
the United States after four
years of refusing to let him
leave.

So far, the administration
has greeted each move by Bei-
jing with praise, and the ad-
monition that meore must be
done.

Clinton must decide by
June 3, but Secretary .of State
Warren Christopher has noti-
fied key officials the decision
is likely to come before the
president leaves for Europe on
June 1.

Sources in the administra-
tion and on Capitol Hill said
that Tibet and political prison-
ers were the focus of quiet and
intense ongoing discussions
between the United States and
China.

IMF director
appreciates
economic reforms

Visiting Director of South
East Asia and the Pacific de-
partment of International
Monetary Fund (IMF) Kunio
Saito Thursday appreciated the
Bangladesh government's eco-
nomic reforms and said these
would help accelerate the pace
eof economic progress, reports
BSS.

The IMF director made this

~-commendation when. #e called

on Prime Minister Begum
Khaleda Zia al her olfice in the
afternoon.

Saito said the IMF would
extent all-out cooperation to-
wards developing Bangladesh's
economy.

The prime minister told
the IMF director that her gov-
ernment had already taken a
number of steps 'to improve
the lot of the people, particu-
larly the women.

She mentioned of the in-
troduction of compulsory pri-
mary education, free education
for the girls students up to
class eight outside the munici-
pal areas, incentives to sef up
small and cottage industries

and dairy and poultry farming
in rural areas.

As the deadline has drawn
close, the body language from
the administration suggests a
leaning toward renewal.

"China has made significant
overall progress in several of
the areas outlined in my exec-
utive order,” Clinton said dur-
ing a recent CNN foreign pol-
icy forum. "But not in all of the

There was speculation on
Capitol Hill that Clinton might
send a special envoy to Beijing
in a last-ditch effort to spell
out precisely the steps China
must take to win renewal of
Most Favoured Nation status,
under which its products en-
ter the United States at the
lowest available tariff rates.

But administration officials
sdid they knew of no such plan.

Whien Clinton rénewed MFN
for China a year ago. he issued
an executive order saying that
continuation of the trade status
depended on China allowing
freedom of emigration and ad-
hering (o an executive order
saying that continuation of the
trade status depended on
China allowing freedom of em-
igration and adhering to an
agreement that would allow in-
spections to assure that Chi-
nese exports to the United
States were not made with
prison labour.In addition, the
executive order directed
Christopher to determine
whether China had made
"overall, significant progress”
on human rights and
in"protecting Tibet's distinc-
tive n:ligk;}us and cultural her-

itage."

Abdus Samad Bhuiyan, Chairman, Bangladesh Parjatan
Corporation, distributing certificates among participe ' of
different professional courses at hotel & tourisms tr...ning
institute in the city on Thursday.

Gold production

down 1in Brazil
BRASILIA. May 13: With the

increase in gold mining activ i
ties across the world, partic A

larly in Latin America, gold
production has dropped in
Brazil over he past few years,
the Brazilian newspaper
‘Gazeta Mercantil’ reported
today, reports AFP.

According to figures re-
leased by Brazil's National De-
partment of Mining Produc-
tion (DNPM). 101 tons of gold
were exiracted on 1989, a
boom year for gold mining in
Brazil.

Last year, only 70 tons were
obtained which represents a
drop of 31 per cent in five
years.

The decrease was due to a
decline in gold mining activi-

ties in this country.
Last year, gold miners ob-

tained 30 tons, only one-third

| of the 1988 production.

Parjatan provides

tourism training
to 10,000

Hotel and Tourism
Institute of the Bangladesh
Parjatan Corporation has trai-
ned about 10.000 people in
different discipline of tourism
since its inception. reports
UNB.

Most of the trainees of the
Institute have been employed

in the hotel, restaurant, travel

agency and as tour operators in
home and abroad.

This was disclosed at the
certificate-awarding ceremony
of the institute held at its audi-
torium Thursday Chair-
man of Bangladesh Parjatan
Corporation Abdus Samad
Bhuiyan attended the function

as chief guest.

Certificates were awarded

to 154 successful trainees of

special Ladies Food Production
Course.

| pressures.

WASHINGTON, May 13: US
financial markets rallied Thurs-
day after a flurry of gov-
ernment economic reports

{ indicated that inflation re-

mains at bay despite the ex-
economy, reports AFP.
But the sense of reliefl will
be just a breather be-
the Federal Reserve's next
credit tightening, expected to
come at any moment.
Investors were keeping a
wary eye on the fed. which has
jolted financial markets three
times since early February by
raising short-term . interest
rates to ward off inflationary

Bond prices, extremely
sensitive to inflation worries,
mped after the labour de-

partment’'s producer price
index, an inflation barometer,
contributed to a 0.4 per pent
decline in wholesale prices

| over the last 12 months. It was

the first time since January
1992 that they have fallen over
a year-long period.

The stock market followed
the bond market's advance as
encouraged investors sent
share prices rebounding from
ac
day earlier.

The Dow Jones industrial
average climbed 21 points in
the first 25 minutes of trading
on the New York Stock
Exchange, nearly wiping out a
27-point loss Wednesday.

In separate reports, the
government also announced

retail sales umtadl}'
| fell sharply last month, and
first-time unemployment clai-
ms rose last week.

~ creased

Overall, the reports re-
flected an economy that is
growing at a moderate pace
with little hint of inflation,
dampening investor concerns
that the economy was owver-

heating.

Export growth
in Nepal
decelerates

KATHMANDU, May 13: A
sharp decline in export growth
in Nepal's foreign trade was
registered in the first nine
months of the 1993-94 fiscal

celerated to 12.7 per cent
from 34.9 per cent in the
same period of the previous
year, said the N Rastra
Bank (NRB) in its press com-
munique published here today.

However, experts to I[ndia

which had only increased by”

11.7 per cent last year has im-
proved significantly by regis-
tering a growth of 51 per cent
to reach 1,880.3 millién ru-
pees (38.379 million US dol-
lars).

But exports to countries
other than India has shown a
declining trend to reach a
level of 12,878.9 million ru-
pees (262.834 million US dol-
lars), a deceleration of growth
from 38 per cent last year to
only 18.7 per cent this year.

The total imports has in-
by 37.8 per cent to
reach 36,188.3 million rupees
(738.536 million US dollars)
in the first nine months of the
current fiscal year, 21.5 per
cent more than the same pe-
nud last year.

US inflation remains ; at bay

The Clinton administration.
which has been trying to calm

Jittery markets spooked by

economist at Dri-McGraw Hill

unexpectedly
dropped 0.8 per cent in April,
.the  commerce dep ent
said. experts 4
0.3 per cent increase in retail
sales, which account
y one-third of US eco-

455

But Analysts pointed out
that the sharp decline followed
a revised 1 per cent increase
in March, much stronger than
the 0.4 per cent initial esti-

number of first-time
for US unemployment
benefits rose by 378,000 in
the week ending May 7, up
26,000 from the previous
week, the labour department
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Thafourwek
age, a more reliable
of job trends, rose last week to
368.000 the highest level
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aver-

Lack of good governance leads to high rate of corporate failure

Ih‘DhimanChnwdhm

Economic and humaﬂ be-
haviour literature suggest that
every rational individual acts at
his own interest and he tries
to maximise his own utility,
Since resources are scarce but
wants are unlimited it is likely
that at one stage he will try to
satisfy him frustrating others.
Here is the need for effective
control and monitoring on
each individual and society.
The better the control, the
better the progress. Control
does not mean restrictions on
one's freedom rather it pur-
'sues him to act according to
norms and standards. If he
does accordingly he is re-

warded and if he violates he is

punished. Thus control and
monitoring is a discip]lning
device.

Today I would try to talk

about control in public limited

companies listed in the Dhaka
Stock Exchange. This is par-

ticularly important because in

such a company. owners
(shareholders) do not directly
take part in day-to-day man-
agement of the company.
Rather, they hire professional
managers (agents) to run the
business on their behalf.

Because of this separation of
ownership, managers have the

incentive to act in their own

interest even at the cost of
There

shareholders' interest.
are enough evidénces of man-

agers' self-interested behaviour
both in the country and in the

international context. For ex-
ample:

(1} managers (particularly
the directors) over compen-
sate themselves both in the
form of remuneration and
perquisites,

(2) they manipulate finan-
cial statements,’

(3) they use inside informa-
tion in share trading,

(4) they lavishly give to
charitable organisations and

political parties from the cor-
porate fund with a view to at-
taining power and status in the
society,

(5) they try to avoid risk
which is against the interest of
shareholders (shareholders are
generally considered te be
riskseekers). There are. how-
ever, many control mecha-
nisms to mitigate these dys-
[unctional behaviour.
Economists consider external
control (viz., product market,
labour market, and capital
market) as an important con-
trol mechanism particularly in
a  privatized - economy.
Accountants consider internal
control (viz., budgeting. re-
sponsibility accounting, stan-
dard costing, variance analysis,
and performance appraisal) as
an important control mecha-
nism because it is widely ac-
cepted that the market
([external control)] has some
imperfections even in a devel-
oped economy.

Today | am particularly in-
terested in corporate gover-
nance which is virtually a mix-
ture of internal and external
control. Corporate governance
particularly deals with

(1) the composition of the
board of directors, the duties
and responsibilities of the
Managing Director and the
Chairman, the duties and re-
sponsibilities of Executive
Directors and non-execu.ve
directors,

(2) the role of shareholders,
particularly of institutional
shareholders,

(3) the
providers,

(4) the detailed disclosure
of information in the eompany
reports an accounts according
to relevant business laws and
regulations, and (5) the role of
external and internal audit.

Institutional
like investment banks, insur-

of

role loan

shareholders |

ance companies, and com-
mercial banks generally hold
shares in bulk and. therefore,
they have the motivation to
monitor managers' activities.
The USA evidence suggests

- that institutional ownership is

associated with wealth in-
crease of shareholders. Popular
press 'The Financial Times'
reported dismissal of many
corporate managers in the UK
during 1991-92 because of the
pressure of institutional share-

holders. Now-a-days the USA.
“and .

the UK ' institutional
shareholders hold on average
65 per cent of corporate re-
sources whereas, in
Bangladesh institutional share-
holders including Investment
Corporation of Bangladesh (ICB
being the main institutional
shareholder) hold on average
15 per cent shares of the
Dhaka Stock Exchange listed
firms.

The institutional sharehold-
ers in the USA and the UK are
organized and they have com-
mon forums, for example. the
institutional shareholders’
Committee in the UK from
where they issue specific
guidelines about the duties and
responsibilities of the
Chairman and the Chief
Execulive Officer [CEO), exec-

utive and non-executive direc-

tors, and about various incen-
tive schemés. Whereas. insti-
tutional shareholders in our
country are not yet organized
and more precisely they have
no common forum from where
they can throw guidelines for

our managers. In the UK, insti-
tutional shareholders are

widely spreaded among insur-
ance companies, pension
funds. banks and financial in-
stitutions, Whereas, in
Bangladesh ICB is the main in-
stitutional shareholder.
Insurance Companies and

commercial banks have not yet

taken any significant role in
corporate governance,

In the USA and the UK in-
stitutional shareholders also
exercise some influence on
corporale management by
nominating their representa-
tive in the corporate' board.
The nominated directors are
called non-executive directors.
The Cabury Committee Report
(a committee of academics,
industrialists, and policy mak-
ers) specifically provides that
every stock exchange listed
company should have at least
one non-executive director in
the Board. Non-executives
generally sit in the board
meeting once in a month and
look after managerial remu-

neration and companies' audit

affairs. In short, they work as
watchdogs. The usual modus
operandi of their appointment
is that the Board of a company
takes an executive director of
another company. For exam-
ple, Marks & Spancer (a UK
food company) appoints the
CEO of Barclays (the largest
UK clearing bank) as a non-ex-
ecutive director.

In Bangladesh, non-execu-
tive directors are known as
nominaled directors. Though
ICB. as an institutional share-
holder, has a portfolio spread-
ing over 58 companies in the
year 1993 they nominated one
(lirector from their own man-
power in only 13 (22.4 per
cent) of these companies. ICB
rightly argues that they cannot
nominate one in each company
because of their shortage in
manpower and right expertise
which a non-executive director
should possess. The problem
with ICB. however, is that they
could not yet come up with the
idea ol cross-sectional direc-
torship in corporale manage-
ment like in the West. More

- precisely, ICP

'n take a ven-
lure of nc ..nating non-execu-
tives not from their own man-
power but by choosing one
from another company. ICB
can choose, for example, one
director from Bengal Carbide
Ltd. to act as a non-executive
director in Eastern Cables Litd.
or vice versa. If this process is
followed ICB car -uininate at
least one non-executive direc-
tor in the Board of each of
their portfolio.

I do not, however, claim
that non-executives are always
effective governance mecha-
nism. According to Michael
Jensen of Rochester
University, outside directors
(non-executives) with little or
no equity stake in the company
have little or no incentive to
monitor and discipline the
managers who have selected
them. The West is divided over
the role of non-executive di-
rectors. Some studies in the
USA document that non-exec-
utive directors mitigate agency
problems while others observe
that non-executives increase
the problem. For the first time’
in the UK in 1993, | found that
non-executive directors, par-
ticularly those who are affili-
ated with the host-company
management, augment the
problem and in particular co-
operate with the host-company
directors to consume more
corporate resources in the
form of compensation.

However, | also observe that
when a non-executive director
is independent of the host-
company management, he
helps in controlling managerial
remuneration. The question of
empirical investigation does
nol arise at the moment In the
contex! of Bangladesh because
it is realized that this gover-
nance mechanism is a rare

phenomena in the country.

Although the Companies Act
1913 provides that at least 2/3
of director shall retire by rota-
tion in the AGM (annual gen-
eral meeting) the process of
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reelection continues for years.’

Shareholders both individual
and institutional rarely elect
their representative in the
board.

Moreover. [ consider an
AGM of our country at present
stage as a place for get-to-
gether, where no serious busi-
ness is conducted rather the
shareholders prefer to enjoy
lunch with big corporate
bosses. AGMs are irregular in
our country. 25 com out
of 142 listed companies (17.6
per cent) were irregular in
holding AGM during the last
three years. | also studied AGM
minutes of 30 companies of
the year 1993 and found that
no shareholder raised the
question about non-disclosure
of directors’' remuneration In
the company report and ac-
counts although the disclosure
is a statutory requirement un-
der the companies Act 1913
and the Securities Exchange
Ordinance (Amendment)
1987. It should be noted that
in a s article published
in The Daily Star (6th April) |
had indicated that directors’
remuneration could not reflect
shareholders’ Iinterest and
about 40 per cent of compa-
nies failed to disclose direc-
tors’ remuneration in the
company annual reports and
accounts.

Verification of the audit re-
ports sows that auditors have
made no qualification in their
reports about this violation.
One high official of Investment
Corporation of Bangladesh
viewed that the legal cover

" (penalties) in our business laws

are not enough to take actions
against the managers who are

in default. I visited the
Registrar of Joint Stock
Companies (company regula-
tor) in Dhaka and talked to re-
sponsible persons. From the

discussion it appeared to me

that the Registrar deals with a
large number of companies
(about 3000 Public Ltd
Companies up to June 1993)
and it is practically impossibile
for the Registrar's office to
verify each and every
company's financial statements
with a view to ensuring that
the statements have been pre-
pared under the relevant busi-
ness laws.

Even UK the

.in the

Department of Trade and -

Industry (industry regulator)

had spent on average 1.5 min-

utes for each company's finan-

rial statements during 1992.
Thus it is that it is
the potential shareholders

creditors who should take the
major role in ‘that the
financial statements have been
pre under the relevant
business laws. At the moment |
do not expect too much from
individual shareholders be-
cause they hold a small frac-
tion of the companies’' shares
and therefore, they have less
incentive to be cautious about
corporate management (free
riding prablem). The initiative
should come from the institu-
tional shareholders who have
bulk ownership and high vot-
ing power

It is wh:lf:ljr believed that
Good corporate governance |is
a pre-requisite for good corpo-
rate performance and for the
alignment of interest between
managers and shareholders.
But the irony is that every
element of governance is an
imperfect control mechanism.
For example, institutional
shareholders are criticized for

not attending regularly in the
AGM. Furthermore, sharehold-

of buildings
siderable time and patience in
take off of an air bus, a good

ers may not intervene because
the existence of active sec-
ondary markets and the diffi-
culties of intervention nor-
mally provide them with less
costly option of simply exiting
(selling their shares).
Independence of non-execu-
tive directors is a difficult task
to achieve. Audit profession is
under threat .and their reform
is a talk of the days even in the
West. Thus it appears that all
the elements of corporate gov-
ernance have their limitations
but when their role is evalu-
ated together as a package,
corporate could be
a powerful control mechanism
in mitigating agency problems.
Therefore, instead of relying
too much on a particular ele-
ment of governance, good cor-
porate governance should be
thought of as a control package
ensuring a proper balance
among the various elements of

the package.

I accept that our stock
market is at an infant stage.
Some policy makers view that

 “let the plant grow first. It is

not good to cut the ‘plant in
the fear that its branches will
be disorganized.” | buy their
idea but | also believe that
what begins well, ends well,
Huge investment in foundation
and bridges, con-

contract in the principal-agent
relationship, and on average

2.5 times investment in pri-
mary education compared to
higher education In the devel-
oping countries (Shri Lanka,
Korea, Malaysia as compared le
Bangladesh, India. and
Pakistan) are prominent ex-
amples of care at the begin-
ning. It is a possibility that
high rate of corporate failure

in our country is due to lack of
gl')!l:l gnvernlncr-



