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Two Chinese companies
have shown keen interest to set
up industries in Bangladesh.

According to Bangladesh
Sugar and Food Industries Cor-
poration (BSFIC), the two firms
may set up a sugar mill, a dis-
tillery and a paper mill in
north western part of the coun-
iry.

lerhu: representative of the
Chinese companies have al-
ready visited the Keru and
Company, the Faridpur Sugar
mill and Nababganj area to ex-
plore feasibility of this indus-
tries.

"The proposed sugar mill.
distillery and the paper mill
might cost around Taka 150
crore said a senior official of
the BSFIC. =

He said the representatives
would soon submit formal pro-
posal to the BSFIC in this con-
nection.

The representatives Nanning
Machinery Export and Import
Corporation have visited
Bangladesh twice in recent
times while Chengdu Design In-
stitue under the Ministry of
Light Industries of the China
visited the sugar producing zone
in northern region last Friday.

When contacted, BSFIC

Since the Awami League
Government took over, we have
witnessed a spectacular per-
formance of both the Dhaka
Stotk Exchange (DSE) and the
Chittagong Stock Exchange
(CSE). The DSE index has been
registering record highs almost
on a ar basis. In a span of
four to five weeks, some stocks
more than doubled their mar-
ket values. The official expla-
nation of this growth is that the
markets are correctly pricing
the previously undervalued
stocks. If this is case nothing to
be worried about. However, the
markets that can undervalue
stocks can also overvalue them.
That is where the problems lies.
The icipants in any market
can overly optimistic and
push the price so high that it
cannot be sustained in the long-
rurni. In what follows, 1 will ex-
plain why 1 believe the markets
may be overreacting and, as a
result, ordinary investors are
taking additional risk,

There are two grednminant

hypotheses regarding the be-
haviour of the partit:lpants in
tht ulﬂ . These are: the

“Irhi. Hypothesis
IEHH} the Overreaction
Hmtlm Based on as-
sumptions the markets are

competitive and market partic-
ipants are rational decision
makers, th m holds that se-
curity
availa

will always refleet

In mmmm

By Govinda Shil

Chairman Shawkat Ali said
China's proposals are lucrative
for Bangladesh. He said the
proposals are yet to take con-

SBC earns

Tk 29.22 cr
profit

Sadharan Bima Corporation
(SBC] has earned a profit of
Taka 29 crore 22 lakh which is
Taka 1 crore 60 lakh higher
than last year and paid Taka 19

crore 46 lakh to the Govern-
ment as tax and profit share ac-
count of 1995, says a press re-
lease.

M.M. Murshid, Managin
Director ?Jlf Sadharan Efimag
Corporation, disclosed the in-
formation while placing the
statement of income and ex-
penditure account of 1995 in the
meeting of the Board of Direc-
tions presided over by the
Chairman of the Corporation
and Additional Secretary of the
Ministry of Commerce Azad
Ruhul Amin on Monday.

The Board of Directors
thanked all officers and em-
ployees of the corporation for
this profit.

is therefore, no room [or under
or over valuation of financial
assets. If the market is efficient,
the market value of a security
will be exactly equal to its in-
trinsic value which represents
the present value of cash flows
associated with the security.

The intrinsic value of a debt
security maturing in one year
which dp TKE Taka 100 as inter-
est an 1,000 as face value at
the end of the year would be Tk
1,000 (i.e. Taka 1100/1.10) if the
expected return on the security
is 10 per cent. If the market
value is other than Taka 1,000,
there would be an imbalance in
the demand for and the supply
of the security. A price less than
Taka 1,000 will create an excess
demand leading to an increase
in the price of the security and a
price greater than Tk 1,000 will
create an excess supply leading
to a decrease in the price of the
security.

As a result of changes either
in the cash flows associated
with a financial security or in
the discount rate used to calcu-
late its present value, there
would be chm in the intrin-
sic value of the financial asset.
In case of income earning

cialdmuﬂthl like deben-
€s an

the timing and the amount of

corporate bonds, both

Two Chinese COS keen to set
up industries in Bangladesh

crete shapes.

Officials said Chinese com-
panies have also shown inter-
ests to complete 'Balancing,
Modernisation, Rehabilitation
and Expansion (BMRE) pro-
grammes of two sugar mills
that would cost another Taka
30 to 40 crore.

Countries 16 state-owned
sugar mills which are run by
B5FIC could produce about
200.000 metric tons of sugar
annually leaving deficit of an-
other 200,000 tons.

Most of the sugar mills have
become outdated and their pro-
duction capacity falls drasti-
cally,” said a BSPIC official. He
said Keru and Company was
built in late .?ﬂtdand some oth-
ers were set up during last 50s
and 60s.

The proposed sugar mill
would add about 15,000 to
20,000 MT of sugar per year
which could meet only one-
tenth of the deficit, the official
pointed out. He put emphasis on
the BMRE programmes that
should be taken, up immedi-
ately.

Officials said that the Chi-
nese companies might finance
the proposed projects either
through supplier's credits ol by
Chinese government credits,

Shine Pukur Ltd
declares 5 pc
dividend

By Staff Correspondent

The Shine pukur Holdings
Limited, a venture of Beximco
Group, has declared 5 per cent
interim dividend per share of
Tk 100:

The dividend was declared at
its 19th annual
:jmld at Hotel Sonargaon yester-

ay

Presided over by company
Chairman A S F Rahman, the
meeting approved the annual
report of the company for the
_'{;E ended 31st December,

Salam F Rahman, Vice-

| ishare
while other directors of the
company includ A B Sid-
diqur hman, ahmudur
Hallman and Igbal Ahmed were
present.

Presenting the compan
annual for the year 1 5
A S F Rahman said that the
company could not declare div-
idend for the 1995 as the
available t was not mmuch
for distribution as dividend on

e paid up capital of Tk 2,520
million.

The 5 per cent dividend was
declared on the basis of first six
months performance of the
company in 1996. he men-
tioned.

Buring the period. the com-
pany's profit after tax deduc-
tion, has come down to Tk 23.74
million which is 3.70 per cent
lower than Tk 24.65 million in
previous year.

However, the operatin
rofit of the company increa
31.90 per ::ent ta Tk 27.29

million in 1995 from Tk 20.69
million in 1994.

The decrease of the profit
was attributed to the less in-
come of company’s jute division

during the as the price of
raw jute was due to
and early fl during the pe-
riod.

Describing the future plan of
the company A S F Rahman
said that the company was

likely to commence construc-

tion of commercial complex |1

vnder a lease eement with
International Hotel Holdings
Limited of which Shinepukur is
a 40 per cent shareholder.
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Uttara Bank
introduces
consumers

credit scheme

Uttara Bank Limited has in-
troduced ‘consumer credit
scheme' to provide financial
support to the limited income
group of people, says BSS.

Speaking at a news confer-
ence here lycltcrday Managing
Director of the bank M Amin-
uzzaman said the project has
been named as "uttaran con-
sumers credit scheme” headed
by a Deputy General i

He said the bank in uced
the scheme to develop the ten-
dency of saving among the lim-
ited income le. to help the
serviceé helders and prolés-
sionals in-improving lile-style
and Lo contribute to the coun-
try's socio-economy develop-
ment.

The Uttara Bank Managing
Director said under the scheme
the consumers will have a
credit facility of upto Taka
three lakh to purchase different
house-hold appliances and car
with a simple interest rate of 12

per cent,

The house-hold items under
the scheme include recondi-
tioned car, motor cycle, refrig-
erator, deep freeze, television,
VCP, radio, two- in-one. three-
in-one, air condition, water-
cooler, water pump, personal
computer, UPs, printer ty?)e
writer, washing machine, fur-
niture, sewing machine, oven,
micro-oven, toaster, pressure,
cooker, fax machine, photo

| copier, cellular telephone [an.

dish antenna, bicycle. babi-
laxi. tempo and microbus.

Permanent employees of the
government, semi-government,
autonomous bodies, banks, in-
surance companies, armed
forces, BDR, police, answers,
empl of prtvate institutes
acceptable to the Uttara Bank,
teachers of universities, col-
leges and schools and profes-
sionals (doctors, engineers,
chattered accountants and
lawyers under 55 years old) will
be allowed to have the credit fa-
cility under the scheme, Zaman
said.

The consumers will have to
Frmride down payment ra

rom 20 per cent to 35 per cent
for difflerent
avail the cr

up of items to
it facility.
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M Mnmu:uman. H.mgmg Dlrﬁ:tﬂfﬂf tha Utt.lrn Bank Lmut.oi %
conference of UTTARAN-consumers credit scheme at a local hotel yesterday

ficials of the bank are also seen in the picture.

a press
high of-

Govt gives top priority

to village dev: Zillur

[:RD and Cooperatives M-
ister Zillur Rahman Moiiday
said the present government of
Bangladesh had given top prior-
ity to development of the vil-
lages and generate employment
to minimise poverty, says BSS.

The minister said this while
he had a detailed discussion
with the senior officials of
Swedish International Devel-
opment Agency (SIDA) in
Stockholm about its assistance
for rural infrastructure and
poverty alleviation programme
in Bangladesh. a message re-
ceived here Monday said.

Rahman said the
Bangladesh government had
taken up the ch to lead
the country to the next century
as a dignified and prosperous
nation. In order to meet the
challen%e aspragmatic plan of
action had been taken to re-
move poverty, unemployment,
malnutrition and other related
socio-economic problems of the
rural masses, he added.

He said "the government has
embarked upon economic re-
forms and structural adjust-
ments for maintaining macro-
economic stability and creating
an environment conducive to
achieving high growth having
direct and indirect impact on

the poor.

the cash flows are fixed and
known. However, there may be

changes in the discount rate de-
pending not only on the pre-
vailing interest rates in the
economy but also on the risk
characteristics of the firm that
has issued the security.

If, for example, because the
firm that issued the debt secu-
rity has become more risky, the
appropriate discount rate for
the security has gone up to 12
per cent, then the intrinsic
value of the security would be-
come Taka 982.14 [(i.e.
1100/1.12) which is obviously
less than Tk 1,000. As long as
the market value of the security
rermnains above Taka 982. 14, the
security would be termed over-
valued. As it is incompatible
with the efficient market, the
price of the security will move
down to Taka 982.14 to reflect
its changed equilibrium value,

The share of a firm is also a
financial asset. The intrinsic
value of a share of a firm uhnuld
equal tu Po=dj /(1+k)+
(1+k)2+--—-. w :re P is hc
intrinsic value of th:
is the dividend to be paid at ﬂ'IE
end of od, I, and i goes from
|l to infinity. There are uncer-
tainties annnciatcd with to the
' and both amount of div-
ldu:lgtubepaid at the end of

Investors watch out: Capital market may be overreacting

By Dr Mohammad Musa

each period. Therefore, Py will
change as a result of changes ei-
ther in dividend payments or
discount rate or both. There are
a lot of reasons as to why there
may be changes in dividend
nts. Some of the reasons,

r example, reduction in the

earnings of the firm, are firm
related, some industry related
and some economy wide. What-
ever may he the cause, if there

es in the cash flows or
discount rate or both, there will
be changes in the intrinsic val-
ues of the share. This should be
reflected in the market 5.
Otherwise, the share will be ei-
ther over- or under-valued de-
pending on whether the market
price is greater or less than the
intrinsic value. In an efficient
market, any information re-
garding changes in either the
cash flows or the discount rate
would reflect in security's
prices immediately and accu-
. because the investors in
an efficient market are well
aware of these changes and ca-
pable of processing such infor-
mation.
According to the OH, it is in
human nature that he/she
overreacts to both good and bad

are chang

news. Investors in the capital
markets are in no way any ex-
ception to that. They also over-
react to good news and indirect
to bad news. In response to good
news, they pull prices above the
intrinsic values (equilibrium
value] and in response to bad
news, they drag the prices below
the intrinsic valu:s Because
the prices deviate from their in-
trinai{: values, these prices will
move back to reflect their in-
trinsic values. Therefore, good
news will be followed by a de-

crease in ces and bad news
will be fo by an increase
in

Shiller (1984), a renowned
financial economist and a pro-
pancnt of the OH, has advanced

ypothesis as to how market
frices might at times deviate
rom the equilibrium prices,
especially In the capital mar-
kets,

According to him, there are
two kinds of investors in the
capital market. One group is
composed of investors who are
knowledgeable of the intrica-
cies of the market whom Ir:fil
termed as "Smart Money" a
the other group is of
ordinary investors who are

followers of Smart Money in-
vestors. These ordinary in-
vestors buy stocks whose prices
are increasing and sell stocks
whose prices are decreasing.
That is why these investors are
also called price chasers or
bandwagoners.

The smart money investors
invest in stocks which they
think are undervalued. As they
start buying the stocks their
prices start to rise. The ordi-
nary investors observe the rise
in share price and start to buy
them. The extra demand by
these ordinary investors causes
more often than not the prices
to move above the intrinsic or
equilibrium values. the reverse
happens as a result of Smart
Money investors' selling of
overvalued stocks.

In support of the OH. the
proponents of the hypothesis
cite the example of the "Black
Monday” October 19, 1987
when, in one day. the New York
Stock Exchange, the largest or-

nised exchange in the world,

ost ar}proﬂmntcly one-forth of
its va In one year following
the crash, the lost value is re-
covered. It is argued that the
market immediately before the
crash was overvalued but not to
an extent that the correction
required a reduction of vahie by

The minister said the pre-
sent government ol Sheikh
Hasina was committed to
strengthen the local govern-
ment institutions to improve
the lot of common masses on
the rural areas.

In this . he said "we
are pledge bound to lo-
cal government structures truly
representatives to make the de-
centralised development pro-
cess more dynamic and people
oriented.”

The senior officials of SIDA
praised the present governmen-
t's efforts to reconstruct the lo-
cal government and assured all
possible technical and project

assist.mr in this regard, the
m ;Hldﬂd

DSE rents
new bldg

DSE has rented a new
Bremisc next to its present
uilding at 9/E Motijheel C/A,
Dhaka. The new premise will
add 5 meore floor having 5700 sq
ft per floor. After extensive ren-
ovation, a modern trading
house will be set up there which
will usher in a new era ol mod-
ern ira facilities, says a

DSE press release.

a forth.

Once the market started slid-
ing down, investors i
the fact that the intrinm
ues of stocks are higher than
their market prices started to
sell those stocks. This was the
result of market overreaction to
overall economic bad news. The
proof that the market overre-
acted lies in the fact that the
prices came back up within a
short period of time following
the crash.

It is now time to explain wh
| think the DSE and the C
may be overreacting to m
economi¢ news. After a
struggle we had the June 12th
clection. This election is widely
accepted to be fair and free in
receiil history and the outcome
was for a change In govern-
ment. Immediately prrcedmg
the election. we witnessed chaos
in the itical and economic
arena. result was a pes-
simistic outlook eof the econ-

om

ﬁ was quite that in-
vestors overreacted to that
simistic economic news . B8
a result, the of the stocks
in general were heavily de-
Eecmd After the election, it

ame clear that the political
turmoil was over and the

Awami League government was

| SIA wins business
traveller best
airline award

i o e e

the Business Traveller (Asia-
Pacific)] awards for the fifth

Eﬁ" running, says a press re-
The awards, held in Hong

Kong last month, were deter-
mined by a readers poll. Air-
lines for the award were

mtedunmtﬂiamch v
fiight food, punctuality.

r:nbin crew service, awareness
of needs of business traveller,
and quality of adverti
Readers were asked to
winners on a scale of 1 to 10,
from 55 airlines serving the
Asia-Pacific region.

BIBM course
on portfolio
management

concludes

‘A9 day training Course on
'Portiolio M ement in Fi-
nancial Insti ' was con-

cluded yesterday,. says a press
ease

re :

A. H M Nurul Islam Choud-
huri, Director General of BIBM.
presided over the concluding
=ession of the Course and dis-
tributed certificates amongst

the participants.

guingtupummafmamm
economic policy and encourage
private investment. Investors
in the capital markets took this
as news, Reac to this
news, investors to
ock around the al mar-
kets to shares. a result,
1 S g s 0 1A P
started to u
cens. (he markets, b addibem 1

correcti tﬂh‘ mi
may have overreacted (and are
overreacting) to the Nnews.

good
It is quite possible that the
prices of many stocks have al-
ready crossed their equilibrium
prices.
In a market where investors
overreact, it is al the ordi-

nary investors who the
price because these nary
investors are price chasers and
it is highl wg' likely that bu
slocks when they are

overvalued lnd sell stocks
when t are already under-
valued. cid

My advice to any
would, therefore, he
follow blindly, do net
chasers, before buyi
stock, be and
fair
bu

i



