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Excess and disequilibrium in any
market is not sustainable overtime
and what we have experienced in the
capital markets recently is a painful
price correction of an overpriced
market to a large extent triggered by
profit taking, de-leveraging by finan-
cial institutions to reduce exposure,
some overreaction/panic selling as
well as liquidation related to year end
book closing by financial institu-
tions. In my view, this is not at all
unusual compared to the corrections
experienced in many developing
markets. Since the market was up
over 85 percent in 2010, a correction
of 30-40 percent is just logical since
85 percent was not warranted based
upon the fundamental growth of the
economy and earnings of the listed
companies.

The silver lining

Although the correction was very pain-
ful both financially and physiologi-
cally, we can certainly benefit from the
experience as long as we deal with the
issues head on. In my view, the correc-
tion that has taken place is not likely to
materially impact the real economy
this time around because the market
appreciation did not have any material
positive impact on the real economy in
the first place other than causing some
inflation to the real estate market. Most
of us were pleasantly surprised and
impressed that our honorable finance
minister had the wisdom and courage
to take responsibility and take the lead
for a solution. Recognition of the prob-
lem is the first step and in most cases
winning half the battle; now let us all
work (public and private sector finan-
cial professionals and investors) col-
lectively to understand the source of
the problem and then do our parts to
address the issues constructively for
the greater good of the capital markets
and ultimately for the benefit of the

real economy.

Back to reality

In my professional view, the overall
market's projected price to earnings
ratio is 15x as of Feb 17 that is generally
consistent with other frontier markets,
so no need to panic. Although further
downside risk persists due to technical
factors (lack of confidence) and some
excess leverage that exists still required
to be unwound. Nevertheless, for long-
term investors (horizon of over one
year), some attractive investment
opportunities do exist in many sectors.
As always buyers beware; do home-
work beforeinvesting and do not invest
based upon rumors.

Angry investors take to the streets in Motijheel recently protesting a fall in the stockmarket.

Buyers beware

If something is too good to be true, it
probably is not true or sustainable.
Investors must be able to understand
the basics including the following:

1. Company data: Investors must be
able toread basic financial data like the
price to earnings ratio, price to book
value, historical growth of revenues,
expenses and profits. Investors should
look out for answer to fundamental
questions like will the company be
missed if it did not exist, are the prod-
ucts competitive and so on.

2. Industry data: Investors must
have reasonable understanding of the
industry in which the investable com-
panies operate in, the stakeholders of
the industry, the industry's life-cycle,
competitive advantage and other rele-
vant facts integral in evaluating com-
pany stocks.

3. Equilibrium: The aggregate eco-
nomic growth to a large extent dictates
the capital market return. There should
be logical correlation between individ-
ual company's earnings growth versus
stock price movement. Any abnormal
gain is naturally accompanied by the
potential for above-averagerisk.

If investors do not take the pain of
conducting some level of analysis, they
run the risk of losing beyond the origi-
nal capital invested in the long term.
We must do much more to educate the
investor base and certainly increase

the portion of real institutional inves-
tors who generally will sell in an over-
priced market and buy when the mar-
ketis belowitsintrinsic value.

Call for action

So what can we do to avoid this in the
future? Let us focus on two items, (1)
Probable cause and (2) Potential solu-
tion.

1. Probable cause: Policy mistakes
over the medium and short term, ifany;,
must be identified. The policy direc-
tives from various regulators, includ-
ing the finance ministry, Bangladesh
Bank, Securities and Exchange Com-
mission (SEC) and parliamentary
standing committee, can be analysed
to locate the policy mismatches. It
would be worthwhile to chalk out the
chain of events that took place, inten-
tionally or unintentionally, to create
and prolong the bubble and to deflate
it hastily. Could something be done
differently? What have we done to
develop a more stable/sustainable
market, more institutionalised and
more matured investor base?

Different institutions including
banks, non-bank financial institutions,
merchant banks, and brokerage must
evaluate how each of them have con-
tributed to the bubble by financing
overpriced securities or allowing loan
proceeds for different purposes to end
up in the stock market due to lax moni-
toring. Could they have protected the

investors at any point? Did they sell out
from the own portfolio while clients
kept on pouring money into the over-
heated market? Did theyrealise the risks
only after it became unmanageable?
Could they avoid forcesellingataloss by
being proactive and existing early?

Retail and institutional investors
must take responsibilities for their
action or inaction. Did they do mini-
mum due-diligence, did they rely on
rumors, did they use leverage and
understand the consequence of using
leverage? Did they risk their entire sav-
ings into the capital markets? Did they
have abnormal return expectations?

2. Potential solutions: Policy coordi-
nation across finance ministry, central
bank, SEC and parliamentary standing
committee is essential for the capital
markets and the health of the financial
system. I believe Bangladesh Bank is
the most qualified to take the lead
since they are the ultimate driver of
direct and indirect liquidity of the
money market and, to a large extent,
capital markets in terms of sourcing
margin on stocks. We must have short,
medium and long-term policies that
not only control inflation and encour-
age employment but also control
liquidity in and out of the capital mar-
kets as needed. The SEC must ensure
that laws in the books are properly
enforced, proper disclosure rules are
followed, and valuations are reason-
able in initial public offerings. Monitor

if investors are ill-advised, and provide
retail investors with better protection
and safer invest options.

Financial institutions including
banks, NBFI, merchant banks, and
brokerages must implement better
internal control so that they are not
exposing uninformed investors or
risking their own capital. They must
invest in systems and controls, develop
sound policies and most importantly
dedicate proper human resources for
capital markets businesses.

Retail and institutional investors
must take responsibilities for their
action or inaction. Everyone should
know thatinvestmentin capital market
involve risks, including loss of partial
or all of invested principal. In addition,
leverage or margin loan increases the
risk of capital loss significantly. With-
out the basic understanding of com-
pany valuation and fundamentals, one
must not come into the markets. One
must know why he/she bought the
stock and when to exit. If we do not do
basic research, we expose ourselves to
unwarranted risks. We must prudently
invest in the capital markets and
should only invest a portion of net-
worth in the market.

Let us not procrastinate

We cannot reverse what has happened
but we can certainly take steps to avoid
or minimise future challenges. After
everything is said and done, inaction
will be our biggest enemy, and in the
second time around if it happens to be
under aweaker economic backdrop we
may not have a second chance unless
we take actions to address the causes of
the initial tremors now. As the markets
stabilises, itisrather easy and tempting
to look the other way, but a
weak/flawed foundation and cracks in
the financial system unaddressed will
certainly set the financial markets fora
material collapse in the future. A col-
lective effort is required for a func-
tional capital market and all the stake-
holders (regulators, intermediaries
and investors) must make an honest
effort. Complete and comprehensive
solutions may not be practical imme-
diately but by implementing sound
coordinated policies by regulators,
improving controls and strategies by
market intermediaries to protect the
long-term interest of the investors and
themselves, and finally more prudent
investing will take us a long way from
the status quo, and will not deprive the
country of a sound capital market and
potentially great benefits to the real
economy.

The writer is the chief executive officer of LR
Global Bangladesh (AMC).

YouTube banks on Bollywood

REUTERS LIFE!, Mumbai

YouTube, the Google-owned video-
sharing website, is banking on Bollywood
and cricket to make its mark in the Indian
market, looking at tie-ups with major
studiostoexpanditsmovielibrary.

YouTube, which was launched in
India in 2008, says there is a huge mar-
ket for Bollywood and cricket content
not just in India, but in markets, which
haven't been explored earlier, a trend it
is hoping to cash in on, a top official at
the company told Reuters.

"For most Bollywood producers,
distribution in non-traditional mar-
kets is a problem and then the only
choice left for people in those markets
is piracy,” Gautam Anand, Director,
Content Partnerships, Asia Pacific for
Google, said in an interview.

"At least this way we are legitimising
views and monetizingit."

YouTube currently has 17.3 million
unique visitors in India, where it also
has the most premium partner views
after the United States.

India is adding rapidly adding more
broadband connections, with the
country's Telecom Regulatory Author-
ity of India recommending that the
government should fix a target of 75
million broadband connections by
2012 and 160 million by 2014 -- up from
10.3 million broadband connections at
the end of September 2010.

Anand said his company is also
making sure that all the content avail-

able on PCs is also available on mobile
devices as well, crucial in a country that
has around 700 million mobile users.
One of Bollywood's biggest hits
from 2010, "Dabangg," which stars
Salman Khan, one of its most well-

known actors, attracted more than a
million hits in less than a week when it
was screened for free viewing on
YouTubelast month.

"Up until last year, we had partners
providing us short-form content, to

REUTERS
Visitors are seen at "'You Tube'' stand during the MIDEM, which is the international record music publishing and video music
market, in Cannes.

promote their content. But in the last
one year, the platform has evolved and
we have a lot more long-form content
comingin," Anand said.

YouTube currently has around 400

titles in its library and deals with major

Indian studios such as UTV Motion
Pictures, Eros International, Yashraj
Films and Rajshri for content sharing.

Thereare advantages for Bollywood to
a greater tie-up as it looks to expand to
markets other than its traditional strong-
holds, which would enable it to rely less
ondeclining theatrical revenues.

Last year, Viacom 18 Motion Pic-
tures, a Viacom 18 company, released
its small budget film "Striker" on
YouTube, a day after it released theatri-
cally, making it available for paid view-
ing in countries outside India.

Four of out of India's five main
entertainment channels are also on
board, uploading "catch-up program-
ming" on their prime-time band
within 24 hours of the original telecast.

Bollywood is not the only entertain-
ment drawing attention, with cricket
taking aim at viewers as well.

Last year, YouTube streamed a
domestic cricket tournament live to
more than 250 countries, and found
that hitsreached 55 million.

They are also cashing in on the ongo-
ing cricket World Cup in Bangladesh,
India and Sri Lanka, with highlights
packages and short clips from the
games provided by broadcaster ESPN
Star, which is live streaming the tour-
namentonits ownsite.

"Youwould see us grow alot more in
the sports areas. For you to do a lot of
sports, you need a robust live platform
and that's something we'll hopefully
get tosoon,” Anand said.
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