UN .aid,-appeal
“for Chechnya

GENEVA, Mar 24: The
United Nations on Thursday
launched a 22.9 million dollar
appeal to supply aid to
refugees from the war in
Chechnya, reports AFP.

The money is needed to fi-
nance aid until at least June 30
to between. 220,000 and
300,000 people taking refuge
in the neighbouring republics
of Dagestan, Ingushetia and
North Ossetia. the UN said in

Economists warn
of weak dollar
this year

WASHINGTON, Mar 24 The

US trade deficit soared in Jan-
-uary to 12.2 billian deollars,

prompting fresh warnings
from economists*that the al-
‘ready weak dollar will fall this
-year by one percentage point,
reports PTI.

The impact was immediate:

the dollar fell against the
Japanese yen to 88.95 from
‘89,21 the previous day, and
against the German mark from
1.4122 to 1.4027. When the
dollar fell below 100 yen, it
became a landmark., Now no
one seems to care that it has
fallen below 90. .
.. About 900 million dollars of
the US trade deficit was due to
events in Mexico. Mexico has
now moved from a trade
deficit to small surplus in its
trade with the US.-

US exports fell in January.

‘by 400 million dollars com-
pared to December while Mex-

ico’'s exports went up by nearly| .

500 million thanks to the fact
that the peso's value against

the dollar has dropped 50 p:r

rent.. .
Optimistic . tAmerican
economists who had been pre-
‘dicting a 3.5 per eent growth

rate for the US economy in 15|
are now predicting a 2.5 per

cent growth.

New WTO Chief
promote world

GENEVA, Mar 24: ltalys
Renalo Ruggiero, whose nomi
nation was approved as head of
the new World Trade Organisa-
tionn (WTQ)], said yesterday thal
promotion of global free trade
would be his key aim. reports
Reuter,

He told reporters he also
pledged to ensure that the in-
terests ol developing countries
were prolected and that the
world's poporest states were

helped (o build their
econonies.
‘We have to promote [ree

irade and strengthen the mul-
tilateral trading system. These
will be the two pillars that will
guide my action.” the 64-year

old former [talian trade minis-

ter declared.

His remarks came jusl be-
lore envoys from the 128 pre-
sent and pending members of

the WTO. launched on January
| . were to meet lo [ormaly
appinve a recommendation
that e be offered the post. the
focus of nine months of inter-
national bickering .

Ruggierro was the candidate
of the Ewropean Union and
only this week won the clearly
reluctant backing. of the
United States — which wanted
ex-Mexican president Carlos
Salinas De Gortari in the post
umntil he pulled out of the race
early this month

To clear the way for" an end
to the.damaging stand-oft, the
Lnited States persuaded South
Korea to pull out its own can-
didate. Ruggiero's only remain-
ing rival, in return for a.
promise that he would be
made a dt‘El]l}-’ to the [talian.

But the backstage deal and

" the way it became knowm, an-

Che Raily
BUsIN

ledges to

free

trade

gered many developing coun-
tries, including those who had
backed Seoul:s Kim Chul-Su,
and they held up immediate
endorsement of Ruggiero.

. Arrangements for his ap-
proval were finalised on
Thursday when he met WTO
General Council Chairman
Kishnasamy Kesavapany of Sin-
gapore and Munir Zahran,

Chairman of the Council of the -

(reneral eement on Tariffs
and Trade (GATT)

GATT, founded in 1948, is
being absorbed by the WTO
which was created under the
Uruguay Round trade treaty

- signed in Morocco last April

and has wider powers to en-
force agreed world trading
rules than the old body. '

Ruggiero — whose career
spans government, diplomacy
and business — told reporters

" Probe mto US-S Africa

WASHINGTON. Mar
Agency lor International DE—
velopment investigators are
looking into allegations that
AID officials illegally steered
lucrative grants and "contracts

~ to bjacks in the United Stales

and South Africa, reports AP. |
A spokesman for AID said
Leslie Dean. director of the
agency's Soyth Africa mission.
is a focus of the investigation.
The investigation was
opened in January by AID's in-

~.spector -general, the agerjcys

internal watchdog. ,

The probe was prompted by
a complaint from Paul Neifert,
an AID employee who was
transferred from South Africa
last vear after he complained

“about the agency's policies,

government correspondence
shows. Several other employ-
ees have made similar charges.
Neifert alleges the agency
began ;xrludmﬂ non-blacks

from most contiracts and
grants in its South Alrica pro-
gramme in late 1992, when
new managers took over. AlD
distributed more than 200
milion dollars to South Africa
dast vear. ~

'"One result of this-policy is -

that taxpayer resources are be-
ing squandered as race-con-
scious AID bureaucrat and
administration political ap-
pointees struggle to illegally
favour blacks and discriminate
against all other racial groups.”

Neifert wrbte in ‘a February 6
letter to Senator Fred Thomp-
SOT1. |

AID gives mission "l:'hrt-c'lnrs‘

like Dean wide leeway to award -

grants of up to dirs 5 million,
‘but requires competitive bid-

ding for contracts above

100.000 dollars.

Documents qhnw nth:r PJD .

workers have also’ “alleged that .

. Harry R Johnson,
- Jormer boss in South Africa.

 ject.

deals opens

the South Africa programme
has been discriminating
against whites and other mi-
norities.

"Every significant activity
developed by USAID-South
Africa since thé change=~of
management (wo years ago
that calls for substantial US re-
sources has been structured as

~a minority set-aside pro-

gramme, intended for African-
Americans if at all possible,”
Neifert's

wrote two congressmen last
November.

.~ Johnson wrote that.some.
_eirtire. programmes. such as a

dirs 10 million housing pro-
e set aside for black-

contralled companies, and one
project worth yp to 25 million
dolflars was canceled beciiise i
could not be awarded Tto
biacks
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First with th; news,
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A partiul view of the three-day Sony Exhibition ‘95 at Dhaka Sheraton _ﬁ-ﬂterddv organised by

Rang= Electromes Ltd.

- "'vtar photo

Union Credit,
Chin€se co
sign contract

The Union Credit Co-
operative Society Lid has
signed a contract with Harbin-
based Chinese company lor
assembling three-wheeler
vehicles, says a press release.

The contract was, signed in
the city recently as part of so-
ciety's good number of pro-
jects taken up fm' self em- |
ployment purpose.

The vehicles are going to
be produced in Dhaka soon.
The Chinese Co is assisting the
society to make this project a
SUCCESS.

Besides this project, the
Chinese company is readv to
extend its co-operation for
promotion of any type ol In-
dustrial Projects in Bangladesh
I. rough this Societv with ma-

chinery and technology to. be

| supphed from China.

¥

HANOI, Mar 24 ‘u’iﬂnnm
and Indonesia have agreed to
diversify trade and minimise
customs barriers to each
other's exports, official reports
said Friday, reports AP,

,The two countries' trade
ministers signed an agreement
Thursday that marks another
step forward for communist
Vietnam as it tries to integrate
with more developed

| economies in Southeast Asia.

Indonesia is the most popu-
lous member of the Association
of Southeast Asian Nations,
which Vietnam plans to join
in July. Other ASEAN member
nations are Thailand, Malaysia.
Singapore. Erunel and the
Philippines.

Indonesia’'s Trade Minister
Satrio Budihardjo Joedono
signed the agreement with his
“\Jittnamcﬁe counterpart

-"Hanm,Jakartaagreeto
dlvemrfytrade

Van Triet. The pact included a
pledge to avoid trade in coun-
terfeit goods that wviolates
intellectual property rights.
Satrio B Joedono left Vietnam

Friday

During his delegation's
four-day visit, Vietnam also
agreed to join the Association
of Coffee Producing Countries,
the state-run Vietnam News
reported. Vietnamese Agricul-
ture Minister Nguyen Cong
Tan reportedly approved of
Vietnam's joining the group as
a way to help stabilise cnffff
prices.

Officials al Vielnam's Agrf-
culture Ministry could not
immediately confirm the re-
port, which  coffee traders
welcomed as a- sign of Viet-
nam's growing reputation as a
source of the commeodity.

-

Biswas
Sony sales
confce

By Staff Correspondént

A three- day Sonv sales con-
ference and product display
began at Hotel Sheraton in the
city yesterday.

Jointly nr_ﬁanistd by Rangs
Electronics Ltd: and Sonv In-
ternational (Singapore}. it was
inaugurated by Presidemt Ab
dur Rahman Biswas and the
sales conference was attended
by Sony dealers from BET'DH
the country.

The exhibiion. at the he-
tel s ballroom. puts on display
the latest home entertainment
sysiems produced by Sony in-
cluding wide-screen TVs. mini
disk players. car stereos. cam-
corders., tielephone sets
walkmans. batteries. and TV
and VCRs that can be run on
both AC current and DC batter-

The conference was ac-

highlighting Sony sales in
Bangladesh -and a video intfo-

companied by a slide-show

duction to the world of Sony

electrosices.

BSS adds: The inaugural
function was addressed
others by Yoshihisa Kuroda,
Charge d’Affaires, Embassy of

Japan, M Kodera, Wanaging
Director, Asia Marketing Com-

pany. -Sony International

(Singapore) Limited and Aktar
Hossain, Managing Director,

Rangs Electronics Limited.
President Biswas said
Bangladesh had already liber-

alised the investment palicy

and the clunate was .guite
favourable fpr fnrf-tgn invest-
ment.

Kuroda in his hrlef speech

referred to the growing coop-
eration between Bangladesh

aird Japan and said this coop- -
| eration would be further ex-

panded in the years to come.
The show will remain open

‘o public today and tomorrow

irom 9 am to 5 pm.

—_

Tltas Gas Transmission -
& Distribution Co. Ltd.

'. (A Subsidiary Company

of Petrobangla)

105, Kazi Nazrul islam Avenue
Kawran Bazar C.A., Dhaka-1215

Amendment of bidding
procurement of line pipes,

documents relevant to
bends.P/E

&
Brrmer and valves under ADB Loan Notaipe ,
AN (SF Third Natural Gas Development
-'C', Titas"Component.
IFB Hos PD. 2312/365-P, PD.2312/365-B, PD.2312/365-

T&P & PD.2312)‘365-V, issued on 26-01-95.
Names of the following two new member countries are to be added to
the ‘List of Member Countries of Asian Development Bank’ provided under
Section-Vil Annexure-'d’ at page- 49 of all the above mentioned bidding -

documents:
: ;Kazakhstan
D Kyrgyz Republic.

Other terms &

T

u}nmﬁuns of the-blddmg dumments shall- remain

E"WWWMW
e A= 517" — gurAAa

| Tas/PR-108/94.95
DT .

— Deputy General Manager (Purchase)
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- existing -shareholders,

Foreign investors and the new SEC regulations

I#Fein‘l Snddiql ' *

It is heartening (o read in
the newspapers thatl the Secu-
rities & Exchange Commission

- (SEC) is reconsidering the 1

year lock-in period for foreign
investors, based on the latter's
unequivocal representations to
the Comrnission. The affected
parties, the foreign investors,
‘could perhaps have been con-
sulfed prior to the regulations
being formulated, which would
have saved the SEC consider-
able embarrassment. In this
case the timing was also bad,
as ‘the just concluded Eu-
romroney Investment Confer-
ence had the seniormost govt.
leaders reassuring foreigners
of the stability and openness of
their policies. Furthermore,
there was. already a bearish
sentiment and relative with-
Arom  the emerging
markets in the wake of:the

Mexican crisis and rising. US

interest rates. The m"lrog
tion of more restrictive r

C-
regula-

tions in Bangladesh at’this

slage was like the proverbial
"final nail in the coffin”. In fact
the major complaint of the
Foreign Institutional Investors
(FII's) about thé Bangladesh
market was a lack of liquidity,

- L.e. they found it difficult to sell

large blocks of stock at short
notice (in other wﬂrds a de-
facto lock- in}. -

The comparison with regu—-

lations in other S Asian coun-
tries (Sr* Lanka, Pakistan, In-
did), quoted as theé primary ba-
sis for introducing this lock-in
period, is wrong for two rea-
SOns:

1) The regulations of the
neighbouring countries were '

not examined in eno
‘and were therefore,

detail
accu-

- rately interpreted. India has a’

5 year lock-in period for all

private .placements, whether

to Indians or foreigners, in ex-
isting publicly quoted compa-
nies, These placements are

- subject' to a minimum price,

based on previous 6 months
market prices, to protect the
interest ol existing sharehold-

.ers (this kind of private
placement, bypassing rights is-
sues, is not permitted in
Bangladesh). Since the pri-
vately negotiaged . placement
bypasses th® market and the
the
J“ﬂk'iﬂ prevents near term di-
lution and depression of the
stock price through a sell-off,
'In case the Bangladesh regula-
tions. are amended io allow
this kind of private placement,
the Indian type restrictions
could also come in side by
side. ln'Palr.lstan no place-
ment, foreign or local, is al
lowed for issues whose total
capitalization is below Rs 20
crore (except from sponsors
equity) Only, preferenually
priced allocations at par,
where the Initial Public Offer-
ing (IPO) is at premium, is
subject to a 3 year lock-in

(whether to foreign or local
entities). Again. this is hardly
relevant for the Bangladesh
market given that preferen-
tially priced allocations are not
allowed ip the first place. Sri
Lanka adheres to a code of
conduct, where issues placed
as pre-IPO's are not listed
within a year. and as such for-
eign holders are unable to sell
before the listing completion.
In fact, this disfinction be-
tween pre-IPO and IPO place-
ments has to be clearly made

in Bangladesh as wel, for rea- .

sons which are more fully ex-
plained Jater, and the. SE€
regulations have to be mndiﬂeﬂ
ancar{lmgl}r

, "2} The tan‘d’:hcr to m;m- |

pare with our South Asian
neighbours on all eeonomic
policies is quite

innnr.llrm as there is no
reason why we cannot think
independently for ourselves

mmm.mm
rather than always play follow

- the leader. This is particularly

gia;nng when we talk abc:ut In-

Firstly, India, because of
her sheer size, has tremen-

-dous built-in advantages and
_ can theréby afforgd- some laxity

and slowness in her reform:
process. By no stretch of the
imagination can Bangladesh
afford the same luxury — she
needs to forge well ahead of
India with far superior policies
in order.to remain competitive

. and attractive vis-a- vis India to

t'qrci.gn investment and trade.

Secoridly, India-has histori-
cally been far more over-regu-
‘Iatc:d We' are however content
not to exploit this edge and
are instead frittering away our
lead by constantly using India
as a reference. point. India is
still suffering from fundamen-
tal divisioms and slow “eco-
nomic reform. Our political
.problems. are only -skin deep
while the reform process en-
joys wide support and can be
speeded up dramatically.

Thirdly; we can.detect a
certain attitude on the part of
our policy makers — compar-
isonk to Srl Lanka and Pakistan
are apparently beneath us, In-
dia being more gur level. To
use some apt modern jargon,

 we need a "reality check” here.

Sri Lanka's stock market capi-
talization is $3 billion and per
capita income is $670 while
Pakistan's figures are $13 bil-
lion market capitalization and
. $440 per capita income. We
should be more focussed about
keeping up with Lanka and
Pakistan rather than thinking
about India, which is in a dif-
ferent league altogether.
I therefore, differ strongly
_ with Prof Rehman Sobhan
when he says that the recent
were a "step in the
right direction”. This opinion

was expressed in the conitexi
of a newspaper arlicle can-
cerning the Euromoney con-
ference. which in¢luded an
assessment of the relative im-
portance of  portfolio and di-
rect investment. The article
encapsulated many commonly
believed . fallacies, even at the
highest (and apparently ex-
pert] levels. and it would be
worthwhile at this point to
look more closely at the issues
involved.

" What is the role and impor-

tance of portfolio investment

and what hfive we observed so-

far during the short period of
the last 2/3 years in Bay
ladesh? We have firstly hoticed
a surge in activity, buoyancy,
and prices on the market with
the result that the interest of
the local investors have been

- considerably aroused. Prices of

scrips have gone up, since
returns on capital employed in
Eangladcah {marginal effici-
ency of capital) are much
higher than in the capital rich
countries. Foreign investors
have pushed up the prices to
reflect their own parameters,.
which were hitherto quite
different from those of the
local “investors. These sub-
stantial increases in the gen-
eral level of scrip prices have

made capital much cheaper for

local businesses. Equally im-
portant is the ease of raising

_capital through the markets
dys- .

compared to the highly
functional finaneial int
ation in Bangladesh [DFI'&,
commercial banks etc.).

As a result of this ehq-p and

ﬂdlymw ‘there .
by the larger bysiness groups.

te .
. textile mills (Tk '200.00 crore

For example, 4 new com

each) to feed the RMG sector
have been initiated, where BSB
has been struggling to even
approve 3 such projects since
1988, despite Govt. policy ex-

!'u:ir:nL in order to hold dn to
their best customers. The
banks will also have to start
thinking big and not balk at
anything over Tk 50-100
crore, otherwise they will lose
all the relatively large projects,
particularly when the securi-
tized debt market starts to de-
velop.

Apart frnm the healthy ex- |
pansion of the markets (due to -

the increased demand Yrom
corporates and the increased
investor interest and dfversion
‘of savings) there are many
other less noted but neverthe-
less important benefits derived
from the FIl's participation:

1) A rapid transfer and dis-
semination of knowledge about
various aspects of financial

-markets to Bangladeshis (who

are quite poorly informed). .
2) A sharpening of the
skills of the corporates 'in
identifying viable/feasible pro-
jects, formulating/presenting
their financial and manage:*
meit e.trm:tl:u'ntza+ and thinking

- globally, both in terms of pro-

ject identification and financ-

_ing options.

3) A transfer of investment

‘banking skills to the local bro-

kers, merchant bankers, in-
surance companies, DFIl's
commercial bankers, etc. At
the same time. FllI's are the
driving force behind new types
of financial investments and

institutions (e.g. mutual fuhds). -

4) The ‘exposure of the
Bangladesh market and econ-
omy to the rest of the world
througi Flls' interest and ac-
tivities, ru{ludmg the Noating
of dedicated Ean;{iadesh

ﬁ The effective Prumﬂtion
of Bangladesh as a good bet for
Foreign Direct Investment
(FDI). It musi be appreciated

-that this portfolio investment

activity is the surest and most
effective precursor to shy di-

" rect investment. Bangladesh's

plicitly recognising the need .

for such investments over a

- decade Eﬁﬂ and designatin

textiles a thrust s-:ctur Sin

these and many other sizeable .
. projects (substantial real estate

businesses for example) are
coming on te the ground, it is
quite immaterial whether the
Fil holding is retained or sold
out quickly. The important
thing is that the real invest-
ment in physical productive
assets has taken place through
th€ crucial function of efficient
financial intermediation in
matching the demand for capi-
tal for productive investment
with the supply of passive sav-
ings.

A corollary is that this di-
version of both savings funds
and capital borrowing will
force the traditional finandial
intermediaries, |.e. the banks,
to be more responsivetand ef

image as one of the world's
poorest countries {basket case)
climatic disaster prone area,
natural resource poor region,
and politically unstable nation
with a strangulated economy
cannot be overcome overnight.
The mere trickle of FDI is am-
Ple testimony (if any is
needed) to this fact.

Foreign capital in the form

of portfolio investment started

coming in simply because it
was given the flexibilily to exit
at any time’ It has stayed not
because of regulations but be.
cause it found the fundamen--
tals of the market and the
economy attractive This alone
has been Bangladesh s most ef
fective advertising message
carried by the most credible of
independent messengers

6. The luring in of more
long term ecapital from abroad.
The influx of short-term port

folit investment # likely to
briug in its wake hnore long
term capital " in the form of

velilure capital funds, private

equily, and debt in the form of .

dollar denominated bonds,

These financial and associated

information flows are also
likely 1o lead to more fully in-
tegrated FDI. in the form of
both financial and management
stakes, particularly where the
financial structure incorpo-
rates 4 public listing or long
term market debt from the

greenfield stage. FDI is initially .

more likely to be in the infras-
tructure area, such as tele-
communication and power
(which alone could generate
new market capitalization ‘of
well over $ 1 billion within a
short time, which are however

bogged down at the moment .

due to the Government's foot
dragging on policy formulation
and implementation.

Overall, therefore, .th;er: _
can be no doubt or gonfusion

about the merits of portfolio
investment by FII's. The more
- subtle question is, under what
‘conditions should Bangladesh
attract the same? To my mind,

there is no need or justifica-

tion to discriminate or differ-

entiate between locals and

foreigners. There should be no
preferential tireatment in

terms of allocations from new
offerings, capital gains taxes or -

lock-in restrictions. In other
words, if large blocks of secu-
rities are placed to institu-
tional foreign investors before
the IPO, the option of placing
the same with local institu
tions should also exist. This

-pre-IPQ placement mechanism .

is particularly important for
Bangladesh corporates, be-
cause it works like a kind of
bridging lean to cover project
implementation. expenses
prior to receipt of money from
the public offering. particularly

for greenfield projects. Given
that the usual institutional

sources of bridging loans are
difficult to cope with, this av-
enue should be expanded, not
squeezed out. A category of
pre-[PO placement should be
defined, say for example a
minimum 3 months prior to
the actual PO, which can take
up say a maximum 50% of the
total IPO. This pre-IPO place-
ment may be to either foreign
or local institutions and taken
up by whoever is more aggres
sive and forthcoming (so far
the foreign investors| There is
a de-facto lock-in on this type
of placement upto the 1P0O and
listing of the stock For the
halance amount offered later at
the [P0} stage. there could be a
portion reserved for large in
stitutional Investors which
both local and foreign institu
thons could apply for

The lock-in restrictiom as
an imsurance against volatility

of the "Mexican Crisis” kind is
not at all appropriate for
Bangladesh. Firstly, the Mexi-
cah budge! and external bal-
ance deficits are huge com-
pared to Bangladesh's sober
macro fundamentals. while the
pesos value was unsustainable.
Secondly, thg total FJ1 holding
in Bangtadesh is not more than
$ 150 million, a.small amount
by any standards. While this is
a relatively large proportion of
the total market capitalization
($1 billion) and the free float,
it is small in terms of-the ex-
ternal balance, reserves and
the GNP, since the total mar-
ket capitalization is itself very

macro efonomic parameters.
The more attractive the fun-
‘dameritais of the economy and
the regulatory environment,
the less likely is a flight of for-
eign moneys whether short
term or lofig term.: That is the
surest prescription, for the
marketg, the foreign investors, -
and the real economy. It is
telling that no amount of har-
1als.and political rhetoric has
disturbed the market so far.
Regulations and restrictions
can never tie down the foreign
inivestors - they will' simply
avoid coming to the party in
the lirst place. [t takes in-
vestors will all kinds “of time
horizons to create a liquid and
vibrant market: driving out in-
vestors with a short term hori-
zon will drive out others as

well.
[ ]

The lock-in restriction is
neither justified nor of any use

'll'!'!:n the scenario as de-

scribed above. Therefore,
there should not be any lock-in
period for either foreign or lo-
cal! investors. The flexibility
carries a great premium for
foreigr: investors (whether it is
used or not). particularly for a
marginal market like Bangla -
desh. In fact this premium
would be substantially more
than the cost of a capital gains
tax, "which the Govt can
vertainly consider introducing
for both local and foreign in-

- vestors without discrimination.

At the end ol the day, the SEC
must keep in mind not only
the interests of the investors.
foreign and local (especially
the small ones] but also the
health of the issuers them

selves, which is the only long
terin guarantee for the in

vestors and the market in gen

eral. While this balancing act 1s
not alwavs easy. we are hopetul
that the SEC will move steadily
anyd rationally 11 the right i

rection despiie s relative an

EX perience
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