India, Iran agree
to enhance
cooperation

NEW DELHMI, Aug 24 : India

and lran yesterday agreed to
enhance economic cooperation

particularly in the sectors of

energy. transportation and
science and technology. re-
ports PT1

I'his followed meetings the
visiting Iranian leader, Dr
Hassan Rohani had with Indian
leaders including the Presi-
dent. Dr Shankar Dayal Sha-
rma. the Vice-President. KR
Narayanan and the Prime
Minister PV Narasimha Rao
here. ¥

Dr Rohani is the Chairman
of the Foreign Relatigns
Committee of the Majlis of [ran
and Secretary of National
Security Council.

At the delegation level
talks with the Minister of State
for External Affairs RL Bhatia.
it was felt that close coopera-
tion between India and Iran
was in the interest of peace
and stability iP the entire re-
gion

The setting up of a natural
gas pipeline from lran to India
and cooperation relating to
trade and economic relations
witH central Asian countries
also received particular atten-
tion.

The Iranian delegation
comprises members of the
Majlis and the Depuly Foreign
Minister., Alaeddin Broujerdi.

The need for more coopera-
tion in the cultural field in-
cluding tourism, university
exchanges and radio and TV
programmes Was stressed at
Dr Rohani's meeting with

Narayanarl.

Dry spell in
Indonesia
may cut rice
output by 4pc

JAKARTA, Aug 24 The
current extremely dry season
in Indonesia may cut the coun-
try's rice output by four per
cent this year, the Antara news
agency said Tuesday, reports
AFP.

“The precise figure has not
been calculated yet but because
of the widening of the drought
it is believed that rice produc-
tion will be reduced by be-
tweep three and four per
cent,” Antara quoted Director
General of Food Crop Amrin
Kahar as saying.

Kahar estimated the coun-
try's production of unhusked
rice this year would reach 46.2
million tonnes compared to

Country’s

CHITTAGONG, Aug 24: The
country's tea experts have
dropped by around 6 million
kgs in the just ended fiscal
year (93-94) amid a price de-
cline.

According to official re-
ports, Bangladesh exported
27.41 million kgs of tea in 93-
94, down from 33.08 million
kgs exported in 92-93 fiscal
Yesar

The average tea price fell to
Taka 42.69 per kg in the cur-
rent season from Taka 49.10
per kg recorded during the
previous season, tea auction of-
ficials here said adding that
since the beginning of current
season from the last part of
April '94, tea prices continued
40 slump ‘because of dull trad-
ing. :

A senior executive of a lead-

From Nurul Alam

ing broker house in the port
city said "the price fall in in
ternattonal markets particu
larly in Sri Lanka, South India
and Kenya had affected our tea
trade while export engquiries
dropped remarkably.”

Brokers said that most of
the trachtional buyers of
Bangladesh (ea from Pakistan,
Russia. lran. Jordan, Poland
and continental countries had
moved to Kenya and other
markets to avail cheap priced
teas.

Officials of Bangladesh Tea
Growers Association, a group-
ing of the country’'s 151 tea
gardens, mostly in the private
sector, said tea export had
fallen because of less enquiries
by foreign buyers.

Besides, proper drives were
not made by the concerned
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government bodies to explore
new possibilities and diversi
fied export markets they also
said

A senior official of state
owned Bangladesh Tea Board
said ‘we have nothing to do
otherwise to capture global
markets until and unless the
cost of production of our tea is
minimised by raising the
vields ~

According to official re
ports, in the seven months
upto July this year, the country
produced 23.8 million kgs of
tea up from 22.1 million kgs
produced in the correspond-
ing period of 1993

In the year 1993 alone. téa
production rose to 51.9 mil
hon kgs from 48 million kgs a
year before (1992).

Asian stock markets close mixed

HONG KONG, Aug 24: Asian
stock markets closed generally
mixed Wednesday, with share
prices recovering in Hong
Kong on late bargain-hunting,
reporis AP,

Meanwhile, the US dollar
closed at 98.52 yen on the
Tokyo foreign exchange mar-
ket Wednesday, up 0.39 yen
from Tuesday's close.

WELLINGTON: New Zea-
land share prices finished
higher in moderate trading.
The NZSE-40 capital index
finished up 21.57 points’ to
2.081.14.

TAIPEI: Share prices ended

higher as financial shares car-
ried the market. The market s
Weighted Index rose 63.95
points to 6,862.14 points.

MANILA: Share prices
closed higher for the fourth
straight day in choppy trading
as brokers said buyers out
numbered sellers in the mar-
ke¥ The Philippines’ unified
composite index of 31 se-
lected issues rose 18.26 points
of 3.124.11.

SYDNEY: Australian share
prices closed stronger in stea-

dy trading. The All Ordinaries

Index closed up 9.6 points to
2.061.1
SEOUL: Share prices closed

lower as brokers said the
selling pressure was gradually
easing. The Korea Composite
Stock Price Index fell 7.87
points to 943.64.

SINGAPORE: Share prices
closed lower in profit taking
The 30-Share Straits Times
Indusirials Index fell 24.06
points Lo 2,278 82,

KUALA LUMPUR: Malay-
sian share prices ended lower
as heavy dealings in lower-
priced issues continued 1o
dominate the market. The
Composite Index, which is bia-
sed toward blue chips, [ell
4.78 points to 1.141.57.
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Mustafa Aminur Rashid, Managing Director, Agrani Bank,recently visited few projects of
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Chittagong and Cox's Bazar areas and inaugurated a project financed by the bank. He was
accompanied by General Manager, eastern circle, Zahiruddin Ahmed during the visit.
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[DB chief
In city

The Islamic Development
Bank (IDB) President Osama
Jafar Faquih arrived in city yes-
terday on a three-day official
visit, reports BSS.

He was received at the Zia
International Airport by the
Minister of State for Finance
Mujibur Rahmfin.

During his stay in Dhaka the
IDB chief is scheduled to call
on Prime Minister Begum
Khaleda Zia, Finance Minister
M Saifur Rahman, LGRD and
Cooperatives Minister Abdus
Salam Talukder, Energy Minis!
ter Dr Khondker Mosharraf
Hossain, Religious Affairs Mi-
nister Keramat Ali and Edu-
cation Minister Jamiruddin
Sircar.

Osama Jaafar Faguih will
attend the foundation laying
ceremony of the IDB-Bang-
ladesh Islamic Solidarity Edu-
cational building at Agargaon
today.

This is Faquih's first visit to

Dhaka since he took over as
the 1DB prfaidfnt.

Action against
price hike in
China ordered

BEIJING, Aug 24: China’s
Ministry of Internal Trade on
Tuesday issued an urgent
order demanding an end to
sieep rises in food prices,
state radio said., reports
Reuter.

The order told all localities
to take action to end the sharp
increases in advance of the
important traditional boliday
called the mid autumn festival,
celebrated this . year on Sep-
tember 20, and the October |
celebration of the 45th anni-
versary of the founding of the
people’s republic.

The announcement singled
out pork and vegetables, sta-
ples of the Chinese diet. The
radio said the supply of food to
the market had to be guaran-
teed, using state stockpiles if
necessary. _ :

It demanded an end lo
hoarding and speculating and
threatened severe punishment
for illegal activities.

The govermment had made
fighting inflation a top priority
for fear of public unrest.

Many Chinese are angry at
the price rises, complaining
biiterly that the price of pork
has shot up more than 30 per
cent since the beginning of the
year.
The price of grain in major
cities had a retail price rise of
52 per cent in June corhpared
to a vear earlier, according to
the latest figures available.
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Mahmoud Bayat, Ambassador of the [slamic Republic of Iran in Bangladesh, called on

e el . s ot '

Mahbubur Rahman, President of the Federation of Bangladesh Chambers of Commerce
and Industry at the FBCCI office in the city yesterday K M Shafiqul Islam, Vice-President of
FBCCI also seen in the picture.

Venezuela to relax exchange
controls for foreign investors

CARACAS. Venezuela, Aug
24. Venezuela's exchange au
thorities are aboul to approve
new rules that allow foreign
investors lo repatriate their
profits unhindered. olflicials
said Tuesday, reports AV

The imposition of currency
controls last June had scared
off some investors. who were
reluctant to put money in a
country with strict currency
restrictions.

"We have defined the game
rules, as investors required.”
said Luis Raul Matos Azocar,
head of the exchange adminis-
lration board. "We guarantee
that if they bring the money,
they will be able to repatriate
it.”

The measure will be ap

proved later this week, Pedro

Beltran, a member of the ex-
change board, teld The
Associated Press.

Investors will have to regis-
ter before the Technical Office
ol Exchange Administration
[TOEA). just as they do now
with the Superintendency of
Foreign Investment, Beltran

To repatriate dollars, com-
panies will have to prove that
the money being requested
represents profits by showing
copies of their balance sheets,
Authorities might carry out au-
dits of companies to check the
validity of the documents.

Foreign airlines will have

priority in the repatriation of 1

their profits, said Beltran.
Some airlines have threatened

to suspend flights 1o Venezuela

due to difficulties in taking
their earnings owt of the coun
ry

President Rafael Caldera

imposed the currency controls
along with price controls lasi
June 27, in an attempt to halt
capital flight and curb inflation
After the measure was an
nounced, the restrictions in
the supply of dollars were so
tight that importers, exporters
and many industries warned of
imminent shutdowns. The re-

strictions were ecased some-
what since Caldera named
Matos Azocar 1O head the ex
change board two weeks ago.

Malos Azocar replaced lvan
Pulidoe Mora. who had been
heavily criticized for allegedly
delaying dollar supplies. s

Foreign investment 1ih
Venezuela reached 237 .8 mil
lion dollars in the first seven
months of this year, up 59 per
cent from the same time last
VEar

Reforms announced to
‘revive Ukrain economy

KIEY., Aug 24 Nee W
Ukprainian President Leonid
Kuchma announced Tuesday
reforms aimed at reviving the
country's ailing economy,
spearheaded by the re-intro-
chiction ol its currency on (o

the money markets, reports
%, _
AFP.

I'nder a decree.
orcdered that trading in the
Karbovanets, suspended by his
predecessor Leonid .Kravchuk
in November last year. will re-
sume from October 1.

Kuchma. elected president
ot July 10, pledged then to

b pursue policies of careful re-

form in the debt-ridden
former Soviet republic. while
serking closer economic and
political * ties with Russia.
Ukraine., saddled by eco-

Kuchma

nomic woes including the huge
cost ol disarming its nuclear
arsenal. is scheduled to re-
ceive 700 million dollars [rom
the United States this year.
making it the fourth largest
UUS loreign aid recipient.

Kuchma's chief economic
advisor Viadimir Kuznetsov
said the new  reforms: would
likely lead to an initial weaken-
ing of the Ukrainian currency,
which was expected to resume
irading in October at about
55,000 to the dollar.

The rate of inflation was
expected to remain below the
monthly 10 per cent level re-
quired by the International
Monetary Fund, another presi-
dential advisor Anatoly Gal-
chinksi said, according to the
Interfax news agency,

48.]1 million tonnes last year.
LTHOUGH the evalua-
tion of any sysilem. esp-

A ecially of the currency

and banking system in any
country is not an easy job, yet
efforts have been made by
many in this area. It may be
noted that an empirical study
was Conducied by the Bangl-
adesh Management Develop-
ment Centre (BMDC)] to find
out economics of scale in
banking operations in Bangla-
desh using ten years cost data
of various nationalised banks.
The search in the study was
for getting U-shaped Marginal
Cost and Average Cost Curves
which conform to the econ-
omies of scale. In the test,
though coeflicients of variables
turned out to be statistically
significant, they did not yield
the resuits for U-shaped
Marginal Cost and Average Cost
Curves. The BMDC study has
apparently not taken into con-
sideration the fact that the
%:atatjnn period of large num-
r of branches. particularly in
the rural areas, was not vel
over. and as such, Lheir ¢os! of
oprration remained high,

The Commercial Banks

Generally. the organisation
ol nationalised commercial
banks involves a three tier
structure, viz the head offices,
the regional offices and the
branches. While regional office
Is responsible for supervision
and control of branch offices,
direct control over the work-

ing of branches is also exers -

cised by the head office in
many maiters. In order t§ en-
sure smooth functioning of
banks through avoiding mul-
tiplicity of controls and ensur-
ing prompt disposal of cases,
adequate power should be del-
egated to the zonal offices. The
‘financial power of the regional

offices should also be ade- -

quately increased to enable
them to assist industrial and
other developments in their
respective regions. -

It was expected (hat local
private banks wolild function
smoothly and effliciently and
comply with the requirements
set forth in the guidelines
given by Bangladesh Bank.

. Their actual operations, how-
ever, presented a different
picture in view of the rather
large size of the board of
Directors of local private
banks. Moreover. the manage-
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ment of these banks are yet to
ensure A proper corporate
character of their institutions.
Difference of the managing di-
reciors ol advisors with the
board resulted in removal of
managing direciors and advi-
sors in some ol these banks. A
number of directors of some of
these banks availed of loans
much in excess of what has
been prescribed by the BB.
Expenditure for ostentation or
providing amenities to the di-
rectors in hidden form turned
out to be substantial. In view of
the above, the BB decided to
inspect the local private banks
every year. This decision was
no doubt in the right direcfion.

It took some time for the

BB to be aware of the un-

favourable development in the ~

private banks. In order to have
quick information about the
working of the private banks as
also to influence the thinking
of the management and the
Boards of the private banks to
operate on sound and .prudent
lines, it is necessary that the
BB should be represented in
the board of directors of the
private banks. Earlier, the BB
was represented in the Board
of Directors of the nationalised
banks. but this has now been
discontinued. In order to facil-
itate exchange of views and
help create a better under-
standing between the BB and
the nationalised banks. the
previous” practice may be re-
stored. The representation of
the armed forces in the NCB
Boards is guite inexplicable.

So far, the financing of
debentures issued by the gov-
ernment corporafions and au-
tonomous bodies has niostly
been done by the NCBs. In
order to Teduce the burden of
these banks in this regard, the
local private banks and the
foreign banks may be asked to
play some role in financing
debentures issued by the gov-
ernment corporations and au-
tonomous bodies. The foreign
banks have reportedly shown
reluctance to accept fixed de-
posits for three years and
above apparently to keep their

cost of funds low when the
prelerence of depositors for
this category of deposits was
high, such a tendency impedes
deposit mobilisation. The for-
eign banks may, therefore, be
advised that they should not
decline to accept fixed de-
posits with longer maturities,
This problem could however
be much less felt no as the de-
posit rates have been gradually
been brought down substan-

tially. Suggestions were occa-

sionally made from certain
quarters for setting up spe-
cialised banks like the Export
Bank. the Hajj Bank and the
Export-lmport Bank. The na-
tionalised commercial barrks
are at present providing credit
to all sectors as liberally & ad-
equately as possible. Apart
from this, if separate banks are

_set up for the garments and

[isheries sectors, they will not

be able to mobilise adequate -
, deposit resources and will thus

depend heavily on refinance
from the BB = for their re-
SOLICes.

Other Financial
Institutions
When Bangladesh Shilpa

Rin Sangstha (BSRS) and
Bangladesh Shilpa Bank (BSB)

were established in 1972, the.

Intention was that the former
woiild be involved in large
scale industrial projects and
the latter would finance
mainly smaller ones (with in-
vestment upto Tk 20 lakhs). In
practice, however, their opera-
tions have been overlapping.
Against this background and in
the face of large proportion of
their non-performing assets,
there was a suggestion to
merge the two DFIs for indus-
trial lending. There was also a
proposal to split up the
Bangladesh Krishi Bank (BKB)
into four units. Extreme cau-
tion should be exercised re-
garding the proposal to merge
the two DFIs for industrial

lending or two split up the

BKB inio four units until some
measures of financial discl-
pline is enforced through an
effective recovery of overdues.
So far as term financing is

concerned, the BKB is at pre-
sent financing projects other
than agro-based ones also,
namely purchase of coaslers,
printing press etc. It is rec-
ommended that the BKB's
term financing should remain
corfined to agro-based indus-
E;it:s alone. It may be noted
at while the BSRShave been
proposed to be converted into
a bank called 'Development
Bank' the BKB has been split
into two, thereby creating the
Rajshahi Krishi Unnayan Bank
(RAKUBJ for Rajshahi Division
and the BKB for the rest of the
country. That was unfortu-
nately a political stunt nol war-
ranted by economic logic.

Following the setting up of
private banks a Deposit Insu-
rance Scheme was introduced
through an ordinance as a
safeguard, which required all
scheduled banks to ensure
their deposits with the BB at a
premium of Tk 0.40 per thou-
sand Taka. The schemes en-
sures individual deposits upto
a value of Tk 60,000. Al pre-
sent the deposit Insurance
Scheme is managed asan inte-
gral part of operations of the
Bangladesh Bank. With regard
ta this scheme guestions like
whether the coverage of the
Deposit Insurance Scheme

- should be sufficiently broad-

ened by including deposits of
higher value. whether a vari-
able premium structure re-
lated to the riskiness of the as-
set portfolio on each financial
institution should be allowed
and whether the BB should
continue to manage the sche-
me, Or a separate Institution
like the Deposit Insurance
Eorporation should be set up,
need to be examined in depth.
Funds representing premiums
should be kept separate [ the
BB continues to manage the
Deposit Insurance Scheme.

Customer Services

There is a need to improve
customer services 8f banks
particularly in the nationalised
banks. These services include
counter services, semi-counter
services and non-counter ser
vices. The easiest way to im-

prove the counter services is
to Introduce micro-computers
in large A-grade branches. This

will at the same time release

some manpower to take care
of the non-counter services. In
B and C-grade branches,
prompt counter services can
be ensured by rearranging the
sitting arrangements or office
layout. Consumption of time
can also be minimised by re-
ducing the procedural difficul-
ties. Even in large branches,
time can be saved by introduc-
ing the concept of sub-
branches within a branch.
Adequate space and modern
office equipments including
micro-computers where
needed will also help minimise
the consumption of time for
different counter services.
Introducing card system in-
stead of ledger book and plac-
ing officers instead of clerks at
the counter will result in sub-
stantial saving of time.

The hwnportant nomn-cournter
services include sanctioning
and disbursement of credit,
supervision and follow-up of
the projects. A number of
steps need to be taken to im-
prove the services. First, the
sanctioning authority of branch
managers should be increased.

Second, the managers should
be made fully responsible for
the identification of borrowers,
supervision and follow-up of
the loan projects & recovery of
loan installment. Third, politi-
cal or any other external influ-

ence should not be allowed to
play any role in decision mak-

ing and the managers should
be protected Irom such influ-
ences.

Post Office Savings Banks

Operating procedures of
Post Office Savings Banks
severely reduce their appeal to
savers. With withdrawals by
depositors holding accounts in
oflices other than General or
Head Post Offices usually in-
volve a delay ol one to two
weeks in receiving funds be-
cause Pass-books must be
mailed 1o the controlhing

General or Head Post Offices.
Interest receipt is also delayed
because of the [act thal inter-
est calculations are required to
be made in the Accountant
General's Office. Because of
these shortcomings and cum-
bersome procedure, and in
view of the fact that the
Savings Bank function is con-
sidered secondary by the post
office employees and also [or
the reason that post office
saving banks do not undertake
lending operations, a ques-
tion arises as to whether a
National Savings Bank replac-
ing the Post Office Savings
Banks should be established ig
the countrv. |11 Sri Lanka a
National S:viugs Bank was
established 1 March. The ex

periment with Savings Bank in
Thailand also met with consid-
erable success. A committee
may be set-up (o0 examine
whether the setting-up of such
a savings bank in Bangladesh
would be helpful fnd would
represent an improvement
over the existing Post Office
Savings Bank system.

The Informal Market

Bulk of the loans in the in-
formal market is availed of for
consumption purposes.

Institutional credit for such
purposes is not very substan

tial. There Is an imperative
need for the demand for con-
sumption loans particularly in
the rural areas during the lean
months for agricultural pro-
duction and also of the time of
natural ealamities and disas-
ters. [t is. therefore, suggested
that some arrangements be
made to supply short-term
consumption loans to agricul-
turists during the lean period
in order to protect them [rom
exploitation by village money
lenders in the -informal mar

ket.

As precise information on
the size and behaviour ol the
iriformal market. interest rates
charged. and the types of link
ages between the formal and
informal markets is lacking, a
detailed study on the subject
may be undertaken by some

research oarganisation/inst
tutions
The Capital Market

Adequate attention should
be paid to the capital market
in the country. Although activ-
ity in the Dhaka 5tock
Exchange (DSE) is expanding,
it is still not substantial & the
shares enlisted with the DSE
did not exceed 150 by June.
1993. In order to step up ac-
livities in the DSE it is neces-
sary not only that the number
of shares enlisted should be
considerably increased but also
that the ligquidity, return & se-
curity of shares should be ade-
quately enhanced. Incentives
to investors need also to be
sirengthened substantially.
Liguidity of shares can be en-
sured by a ready market for
disposal of shares in the event
of need for funds by investors.
The security of shares can be
enhanced by reducing the fi-
nancial risks. the moderation
for financial risk can be el-
fected by allowing the listing of
only those companies which
meet minimum standards of
size, earnings and dividend
payments. The risk could also
be substantially reduced, if the
investors can feel that the fi-
nancial position of the con
cerned financial companies is
sound. For this purpose. il
would be necessary that the
lalance Sheets ol conipanies
are audited pj't_}pftl'l]y.

{ unvertible dehenture 1=
quother investment insiru-
ment which has become popu
lar in some countries. The ini-
tial subscription of the individ-
ual invesjors is in the form ol
fixed-interest bearing Bon-
ds/Debentures for a period of
3.4 years. Therealter. the
investors will have the right to
convert it inww shares. Bon
ds /Debentures floated by
highly reputed {irms usually
gel satistactory response [rom
i cnal anvesiors _

Crowlh and supervision ol
non-banking institutions, par
rieularly merchant banks and
hmnand e compatles are unpol
These are impartant (o

the [inancial systerll

enrich

——

with new approaches & di-
mensions as well as to increase
competitive pressures on the
eonunercial banks. -

Monetary Policy

The operation of monetary
policy has been generally re-
sirictive since real interest
rates rose very rapidly. Despite
the efforts of the central bank
to ease monetary policy, this
proved impossible as lending
rates in real - terms were
higher than ever. As’is so often
the case. when the economy is
sluggish, as is now. then the
central bank can do little to
stimulate investment. To im-
prove monelary policy open
mdarkel operations neid to be
available to the central bank
and closely related to a risk
Iree, market determined
terest rate.

DEVELOFING A PRIVATE
BANKING SYSTEM: The im-
portance of a privale banking
system remains paramournt.
The question is what is the
best way to develop one. The
competitive approach of start-
ing more private banks & su-
pervising these closely to en-
sure that there is more com-
pliance with the various regu-
lations governing the banking
system seems to be Lhe best
way to expand '[hE“ private
banks. The repeated recapital-
isation of the NCBs, apparently
part of the reform programme
conditionalities. creates a dan-
gerous precedent as it relieves

-

pressure on the NCBs Lo un-
prove their operations
While the linancial sector

relorms, have locused on the
preconditions for the financial
sector to the successful. the
critical areas of the agricul-
ture, ipdustry, and export fi-
nancing have received limited
dttention. We draw attention to
these three sectors because
these are critical 1o the devel-
opment of the economy: The
relative neglect of these
aspects ol lending has resulted
in imsufficient support 1o all of
these secturs from the formal
hanking sector

( The author uho was the
lirst Economic Adpisor of
Bangladesh Bank and retired

as Secretary, Ministry o]
Planning is presently Senior
Fellow at the Bangladesh
(‘eritre of Advanced Studies )




