The Baily Star

DHAKA MONDAY SEPTEMBER 29, 2014

iar

*BUSIN

ESS

[nvesting in Bangladesh's stock market

JON SPRINGER, for Forbes

With about 4 percent of public listings
on Bangladesh's stock exchanges held
by foreigners, Shahidul Islam esti-
mates foreign holdings in
Bangladesh's public equities are at, or
near, their all-time high. Islam is the
CEO of VIPB Asset Management
Company, an asset manager focused
on growing Bangladesh's nascent
market for mutual funds. Islam, age 41,
is a CFA Charterholder and has 14
years of experience in Bangladesh's
banking and capital markets. Islam
kindly agreed to give his perspective on
the investment climate in
Bangladesh's stock markets for this
interview.,

Currently, VIPB manages two
closed-end mutual funds. The firm is
also seeking to add an open ended
mutual fund. Islam is the first to note
the funds trade at significant discounts
while also noting that “before the
bursting of the stock market bubble in
2010 many closed-ended mutual funds
were trading at premiums in the range
of 200 percent-400 percent.” His
closed-end funds are listed on both the
Dhaka and Chittagong stock
exchanges where foreign investors may
buy shares in the funds the same way
they may access other stocks, bonds
and mutual funds listed on those
exchanges.

Jon Springer: Under the old Dhaka
Stock Exchange index, the stock
exchange plummeted in excess of 50
percent from highs in November 2010
to its lows in April 2013. What brought
the stock market down?

Shahidul Islam: Bangladesh's
stock market was massively overval-
ued before the crash that started in
late 2010. Equity market
capitalisation increased from Tk 209
billion on January 1, 2005 to Tk 3,253
billion on December 5, 2010. New
companies that got listed during that
period of time accounted for Tk 1,008
billion of the increase. Therefore, the
stocks that were listed before January
1, 2005 increased in value from Tk
209 billion on that date to Tk 2,245
billion on December 5, 2010, a 974
percent increase in value in less than

SiX years.

In late 2010, the central bank
became concerned about the double-
digit inflation at that point in time and
started monetary tightening. Perhaps
the central bank's decision to increase
cash reserve requirements for commer-
cial banks then triggered the collapse.
But, I think the correction was long
overdue and the policy intervention
was a bit too late.

The new broader DSEX index and
narrower DSE30 index [which were
both launched in 2013 to replace the
old index| are both up between 23
percent and 32 percent since their
launch at the end of January 2013. Has
the market found stable footing? And
is the Dhaka Stock Exchange fairly
valued? I think the market is pretty
close to being fairly valued now.
However, Bangladesh's markets are
extremely inefficient and are driven
more by speculation than fundamen-
tals. Therefore, I believe the bull-run in
the last few weeks has made some
stocks overvalued. The others, in many
cases, offer good values or are fairly
valued.

Springer: About what percentage of
investors on the Dhaka Stock
Exchange are foreigners and what do
you see as the reasons for foreign
investment growth?

Islam: Some of the listed compa-
nies are subsidiaries of multinationals.
Apart from the parent companies'
stake in the listed multinationals,
about 4 percent of the listed
Bangladeshi stocks are held by foreign-
ers. Foreign investment in Bangladesh
stock market has always been low
compared to other frontier markets
such as Vietnam, Pakistan and Sri
Lanka.

Despite it still being very low com-
pared to other frontier markets, I think
foreign holding is at an all-time high in
Bangladesh at this moment. Net flows
of foreign portfolio investment has
remained positive in last few months. I
think this trend will continue for some
time because valuations of some of the
stocks are attractive and local institu-
tions, especially banks, are unable to
increase their exposure to the market
because Bangladesh Bank, the central

bank, has come up with new rules that
reduced limits for banks' exposure in
stock market drastically.

Bangladesh does not have too many
institutional investors other than the
banks. The insurance industry is very
small and is at a nascent stage of devel-
opment. The pension funds are insig-
nificant in size and they almost always
invest in bank deposits and govern-
ment bonds. Most of the retail inves-
tors are driven by momentum. They
join the bandwagon only when the
market shows a sustained bullish
trend.

Springer: Your investment funds
have outperformed the performance of
the stock market indexes. Are there
particular sectors of the market that
have helped you outperform? Have
there been other factors you would
highlight?

Islam: Yes, we have been generating
more than 13 percent annual net
returns since we launched our funds
about 3 and a half years ago. In the
meantime, as you mentioned, the
stock market collapsed by about 50
percent before regaining some ground.
The main reason for our
outperformance is that our funds are
not equity-only funds. We invest in
stocks, government bonds, corporate
bonds, cash instruments and short-
term fixed deposits with banks. When
we raised our funds in early 2011 we
realised that the equity market was
overvalued and, therefore, we invested
more in government securities and
corporate bonds than in stocks. Also,
some of our equity holdings generated
attractive returns even while the overall
market was down. We were also invest-
ing in short-term fixed deposits with
banks up to the maximum limit per-
mitted by the mutual fund rules.
During the last couple of years, short-
terms fixed deposits generated about
12 percent returns.

Springer: Are there any factors from
a viewpoint of government policy,
infrastructure investment, social indi-
cator improvements or trade agree-
ments that are setting up macro trends
in Bangladesh's economy?

Islam: I think the proliferation of
telecommunication and internet is

going to play a transformational role
in Bangladesh. Total telephone con-
nections increased from about half a
million in the early 1990s to 120 mil-
lion now. Internet access is also spread-
ing pretty fast. As a result educated
young people have started doing
outsourcing work for foreign compa-
nies. I think more internet-enabled
outsourcing work is going to be a key
driver of Bangladesh's economy in the
next few years.

Also, some initiatives by the gov-
ernment and some non-government
development organisations have
resulted in tremendous gains in many
social indicators such as reductions in
infant mortality and increases in
access to primary education and basic
health care. Life expectancy at birth
increased from 60 years in 1991 to
more than 70 years now. The literacy
rate during that time-frame increased
from 35 percent to about 60 percent.
All these gains are expected to con-
tribute to economic growth in next
couple of decades.

Springer: The Dhaka Stock
Exchange recently modified its trading
platform to T+2 with NASDAQ OMX.
What will this do in terms of facilitat-
ing an improved investment climate?
For example, you are trying to launch
an open-ended mutual fund, does this
change help with that? Do these
changes make it possible for a foreign-
based ETF to launch a Bangladesh-
only fund?

Islam: Yes, Dhaka Stock Exchange
has changed it settlement cycle from
T+3 to T+2 recently. It will enhance
market liquidity. But I don't think this
change will have significant impact on
investment climate. It won't have
much impact on the open-ended fund
that we are in the process of launching
because open-ended funds are not
listed.

Springer: Bangladesh's GDP grows
relatively steadily at about 6 percent
per year. Despite steady growth,
beneath the surface there are pockets
of growth, bubbles and undervalued
sectors. Did government policies play
any role in this regard?

Islam: Other than the stock market
bubble we talked about, there has been

a massive bubble in real estate that
culminated in 2010. In the ten years up
until 2010, land prices increased 20-
fold in some areas of the country.
Despite corrections in the prices of
apartments and commercial proper-
ties in the last couple of years, there are
hardly any properties that generate
rental yields of more than 2 percent. 1
think a gross rental yield of 2 percent is
very low compared to the risk free rate
in the country with the yield of the 5-
year government bond at about 9.5
percent currently.

All these bubbles were created
because money was too cheap for too
long in Bangladesh between 2001 and
2010 and the credit growth was astro-
nomical. Qutstanding private sector
credit increased from Tk 991 billion on
July 1, 2004 to Tk 3,595 billion on July
1, 2011, growing more than 20 percent
annually.

Bangladesh's GDP growth, as you
know, has been driven by remittances
from about 8 million Bangladeshis
who work abroad and the export of
readymade garments. The readymade
garments industries are labour inten-
sive. Therefore, there has not been too
much investment in building factories
and other productive capacities. Also,
due to indecisions and a lack of gov-
ernment capacity to implement infra-
structure projects, the investment in
infrastructure has been very low.
Therefore, overall capital investment
has been low if we compare it with
credit growth. As a result, the credit
growths and monetary expansions had
created asset price bubbles.

Springer: Bangladesh competes
with a number of countries that are in
Asean for factory jobs. As Asean plans
to launch the Asean Economic
Community next year, are there any
negative or positive impacts to
Bangladesh anticipated from the
Asean Economic Community?

Islam: The Asean's move towards
creating a single market within its
members will be beneficial for
Bangladesh. The trade within the mem-
bers of the single market will increase
and Bangladesh may face less competi-
tion from Asean countries in its tradi-
tional export market in the EU and the

US. Also, a common market is
expected to accelerate growth within
Asean and that may create demands for
certain goods made in Bangladesh. It's
good to have rich neighbours.

Springer: Why should emerging
and frontier market investors add
Bangladesh to their portfolio? Why
should investors who rotate their
investments around other emerging
and frontier market countries such as
the Philippines, Cambodia, Vietnam,
Pakistan and Qatar, consider
Bangladesh?

Islam: Bangladesh has its own
challenges. The standards of corporate
governance and financial disclosures
of the listed companies are very poor.
The regulators lack authority and
human resources. And, from a macro
perspective, there are issues such as
political uncertainties, weak institu-
tions, corruption and lack of infra-
structure.

This said, Bangladesh's population
is larger than any of the countries you
mentioned except Pakistan. Also, the
population in Bangladesh is homoge-
nous in terms of ethnicity. Therefore,
the risk of sectarian conflicts, a com-
mon phenomenon in many frontier
markets, is low in Bangladesh. Also
Bangladesh's population is pretty
young, the average age being only
about 24 years.

More importantly, as Bangladesh is
one of the most inefficient markets in
the world, it offers certain pockets of
value to investors. Total market
capitalisation of the listed banks in
Bangladesh, for example, is currently
about %4 billion. These banks enjoy
roughly 60 percent market share of the
banking industry of the country whose
GDP is about $150 billion, and the
sector is expected to grow at more than
6 percent in the near future, I think this
level of valuation of the banking sector
in a country is a bargain. However, I
must mention that there are reasons to
be concerned about the asset quality of
the banks, especially because of the
down-turn in the real estate market.
Though the extent of real estate financ-
ing is not very high in Bangladesh,
most of the corporate loans are
collateralised by real estate,

Government of the People's Republic of Bangladesh

Office of the Divisional Forest Officer
Chittagong South Forest Division, Chittagong, Email; dfoctgs@gmail.com

Memo No. CSFD/CRPARP/Tender(01)/(Package No. BFD/IG143)/2014-15

Invitation for Tenders

Dated: 25/09/2014

AFP, Paris

1 Ministry/Division Ministry of Environment & Forest.

2 Agency Bangladesh Forest Depariment.

3 Procuring entity name Divisional Forest Officer, Chittagong South Forest Division.
4 Procuring entity code Not used at present.

5 Procuring entity district Chittagong.

6 Invitation for Supply of Polypropylene Bags for Nursery Raising.

1 Invitation Ref. No. CSFD/CRPARP/Tender No. 01/2014-15

8 | Date 25 September, 2014,

KEY INFORMATION

9 Procurement method

OTM.

FUNDING INFORMATION

10 | Budget and source of funds

Bangladesh Climate Change Resilient Fund (BCCRF).

11 | Development partners (if applicable)

World Bank, Bangladesh.

PARTICULAR INFORMATION

12 | Projectiprogramme code (if applicable) | 45-4531-5016.
13 | Project/programme name (if applicable) | Climate Resilient Participatory Afforestation and Reforestation Project.
14 | Tender package No. BFD/G143.
15  Tender package name Polypropylene Nursery Bag:

Package No. Size Quantity (Nos.)

BFD/G143 18cmx13cm (7"x5") 4463580 Nos.

26cmx15cm (10°x6") 330000 Nos.
Total Nos. 4793580

16 | Tender publication date

On or before 29 September, 2014,

17 | Tender last selling date 23 October, 2014
18 | Tender closing date and time 26 October, 2014 2:30pm
19 | Tender opening date and time 26 October, 2014 3:00pm

20 | Name & address of the office(s)

Office of the Divisional Forest Officer, Chittagong South Forest Division,
Forest Hill, Nandankanon, Chittagong.

Selling tender document (principal)

Office of the Divisional Forest Officer, Chittagong South Forest Division,
Forest Hill, Nandankanon. Chittagong.

try's economy".

Selling tender document (others)

Range Office of Chittagong South Forest Division (Town Range,
Rangunia Range, Padua Range).

Air France pilots
end record strike

Air France's main pilots' union Sunday ended the
longest strike in the carrier's history to allow "calmer”
talks to go ahead over the contentious issue of the
airline's low-cost subsidiary Transavia.

A spokesman for the SNPL union, Guillaume
Schmid, told AFP the pilots were ending the protest --
which has cost Air France more than 200 million euros
($250 million) over the past two weeks -- so that the
negotiations over Transavia can proceed.

Air France sees Transavia's development as vital in
the struggle to retain market share in the cutthroat
medium-haul sector, which is steadily being overrun
by no-frills airlines such as easyJet and Ryanair.

But Air France pilots, who earn up to 250,000 euros
a year, fear some of their flights will be replaced with
services operated by Transavia, or their contracts will
be squeezed by the expansion of the subsidiary.

Immediately after the pilots' union announced the
end of the strike, French Prime Minister Manuel Valls
called on all sides to "regain the confidence of every-
one and resume the development of Air France and its
subsidiary Transavia, which is an asset”.

Valls said the 14-day strike was "misunderstood
and penalised passengers, the company and the coun-

Receiving tender document

Office of the Divisional Forest Officer, Chittagong South Forest Division,
Forest Hill, Nandankanon, Chittagong.

Opening tender document

Office of the Divisional Forest Officer, Chittagong South Forest Division,
Forest Hill, Nandankanon, Chittagong.

Ry

21 | Place/dateltime of pre-tender meeting
(optional)

Office of the Divisional Forest Officer, Chittagong South Forest Division,
Forest Hill, Nandankanon, Chittagong; Date and time: 16 September,
2014, 3:00pm.

INFORMATION FOR TENDERER

22 Eligibility of
tenderer

Tk 30,00,000/- (thirty lac).

(1) The tenderer shall have supply and/or production capacity of 100 lac poly bags per year. =
(2) The tenderer shall have successfully completed supply of similar goods amounting to 35.0 lac
under maximum three contracts within last five years i.e. years counting backward from the date of
publication of IFT in the newspaper.
(3) The tenderers shall have minimum liquid asset or working capital or credit facility amounting to

(4) The tenderer/manufacturer shall have specification certificate from Environment Directorate
permitting for manufacturing of polypropylene bags for nursery raising.
(5) The tenderer/manufacturer shall have a lab test report of current year from Bangladesh Council b3 se
of Scientific and Industrial Research (BCSIR) laboratories about the quality, size and thickness of
polypropylene bags for each size mentioned in scheduled of goods.
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23 Brief
description
of goods or
works

e 18cmx13cm (7"x5") size polypropylene bag having thickness of 0.08 mm (both flap together)
with 4 holes (8 holes for the bag) of 6mm (0.25a) diameter. One edge of the bag should be sealed
by hot press method while the other end should be open. Approximately 873 polypropylene bags
of this specification weighs one kilogram.
e 25cmx15cm (10"x6%) size polypropylene bag having thickness of 0.12mm (both flap together)
with 6 holes (12 holes for the bag) of 6mm (0.25#) diameter. One edge of the bag should be
sealed by hot press method while the other end should be open. Approximately 233 polypropylene
bags of this specification weighs one kilogram.,

24 Brief description of related services

Not applicable,

25 | Price of tender document (Tk)

750/- (seven hundred and fifty) only (non-refundable).

Lot | Identification of Location Tender security Completion time in
No. lot amount (Tk} weeks/month
1 Single Lot Different Range Office of| BDT  1,00,000/| 25 (twenty-five) days from the
Chittagong South Forest Division | (one lac) only date of contract signing
PROCURING ENTITY DETAILS
26 | Name of official inviting tender Bipul Krishna Das.

27 | Designation of official inviting tender

Divisional Forest Officer.

28 | Address of official inviting tender

Nandankanon, Chittagong South Forest Division, Chittagong.

29 | Contact details of official inviting
tender

Tel: 031-637328, Fax: 031-2869138 & Emalil: dfectas@amail.com

30 The procuring entity reserves the right to reject all tenders or annul the tender proceedings.

GD-3714

Bipul Krishna Das
Divisional Forest Officer

Chi ng South Forest Division, Chitt

US founder and CED of Amazon.com Jeff Bezos,
right, hands over a cheque for $2 billion to Indian
vice president and country manager of Amazon.in,
Amit Agarwal, atop a lorry in Bangalore yesterday.
The investment will go towards raising the bar for
online shopping in India.
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