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BASIC DATA 
Capital Market Development Program (Loan 1580-BAN[SF]) 

 
Project Preparation/Institution Building 
TA 
No. 

Technical Assistance Name Type Person-
Months 

Amount 
($’000) 

Approval 
Date 

1351 Capital Market Development Project PPTA 12 100.0 9 Aug 1990
1943 Institutional Strengthening of the Securities and 

Exchange Commission 
ADTA 36 588.5 30 Aug 1993

2033 Study in the Insurance Industry and Pension 
and Provident Fund Operations in Bangladesh 

ADTA 28 577.0 27 Dec 1993

2045 Audit, Valuation and Study of Restructuring 
Options for the Investment Corporation of 
Bangladesh 

ADTA 30 479.0 29 Dec 1993

2913 Capacity Building of Securities and Exchange 
Commission and Stock Exchanges 

ADTA 40 1,100.0 20 Nov 1997

2914 Institutional Strengthening of the Privatization 
Board 

ADTA 18 440.0 20 Nov 1997

2915 Insurance Industry and Pension and Provident 
Fund Reforms 

ADTA 18 500.0 20 Nov 1997

 
 
Key Project Data ($ million) As per ADB Loan 

Documents 
Actual

ADB Loan Amount/Utilization 80.0 77.21 
 
Key Dates  Expected  Actual
Fact-Finding  Mar 1997 11–25 Mar 1997 
Appraisal  Jul 1997 22–31 Jul 1997
Loan Negotiations IV Sep 1997 29 Sep–1 Oct 1997
Board Approval II Nov 1997 20 Nov 1997
Loan Agreement  12 Jan 1998
Loan Effectiveness 13 Apr 1998 27 Jan 1998
First Disbursement 13 Apr 1998 13 Feb 1998
Second Disbursement2 13 Oct 1999 20 Dec 2000
Loan Closing 30 Jun 2001 22 Dec 2000
Months (effectiveness to completion) 38  35 
 
Borrower People’s Republic of Bangladesh 
Executing Agencies Ministry of Finance 
 
Mission Data No. of Missions Person-Days 
Reconnaissance 1 80 
Fact-Finding 1 120 
Appraisal 1 90 
Project Administration   

Review 14 114 
Project Completion 1 24 
Operations Evaluation 1 61 

                                                 
1 SDR amount remained unchanged at SDR58.6 million. The lower loan utilization in dollar terms was due to 

depreciation of the dollar against SDR. 
2 Second tranche was to be made available about 1.5 years from the first disbursement. 



  

EXECUTIVE SUMMARY 
 

Asian Development Bank (ADB) approved the Capital Market Development Program 
(CMDP) to the People’s Republic of Bangladesh for $80 million equivalent from its Special 
Funds resources on 20 November 1997. The CMDP aimed to broaden market capacity and 
develop a fair, transparent, and efficient domestic capital market to attract larger amounts of 
investment capital to augment the capital resources provided through the banking system. The 
key agenda of the CMDP in achieving this objective was to restore investor confidence, which 
was significantly damaged when the Bangladesh stock market crashed in 1996 because of 
excessive speculations, allegedly aggravated by widespread irregular activities.   

 
The CMDP was to achieve its objective by (i) strengthening market regulation and 

supervision, (ii) developing the capital market infrastructure, (iii) modernizing capital market 
support facilities, (iv) increasing the limited supply of securities in the market, (v) developing 
institutional sources of demand for securities in the market, and (vi) improving policy 
coordination. The policy matrix of the CMDP included 95 program measures. They included 52 
measures to be implemented prior to the first tranche release (of which 38 were tranche 
conditions) and 43 measures to be implemented prior to the second tranche release (of which 
23 were tranche conditions).  

 
 Three technical assistance (TA) grants totaling $2.04 million were attached to the 
CMDP, aimed at (i) capacity building of the Securities and Exchange Commission (SEC) and 
the stock exchanges (TA 2913-BAN), (ii) institutional strengthening of the Privatization Board 
(TA 2914-BAN), and (iii) insurance industry and pension and provident fund reforms (TA 
2915-BAN).  
 

The CMDP became effective on 27 January 1998. The first tranche of $39.4 million was 
disbursed on 13 February 1998. The second tranche of the remaining balance was disbursed 
on 20 December 2000, 1.5 years later than initially planned due to slow program 
implementation. At the time of the second tranche release, ADB considered 20 of the 23 second 
tranche conditions to have been fully complied with. The remaining three conditions were 
deemed substantially complied with. As to the 20 program conditions not tied with the tranche 
release, ADB considered that 10 were fully complied with. Of the remaining 10 conditions, five 
were deemed substantially complied with and the remaining five were deemed partly complied 
with. Subsequent to the second tranche release, the loan was closed. The program completion 
report, prepared in 2003, rated the CMDP partly successful. 

 
The Operations Evaluation Mission (OEM) confirmed full compliance of 38 of the 52 

CMDP conditions, which were to be met before the first tranche release. Of the remaining 14 
conditions, five were partly complied with; five were not complied with; and the compliance 
status of the remaining four could not be verified. The OEM confirmed full compliance of 18 of 
the 23 second tranche release conditions. Of the remaining five conditions, three were partly 
complied with; one was not complied with; and another one was considered to be not applicable. 
As regards 20 conditions not tied with the tranche release, the OEM confirmed full compliance 
of six, partial compliance of 11, and noncompliance of the remaining three. Overall, the OEM 
found that 62 (65%) of the 95 conditions were fully complied with. The program completion 
report did not assess the status of CMDP conditions to be met before the first tranche release, 
but confirmed full compliance of 30 (70%) of the 43 remaining conditions.  

 
 The OEM assessed the CMDP as partly relevant. The program objective was consistent 
with the Government’s strategy, and its broad scope can be justified. However, this broad 
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program could have been feasible only if it had been an integral part of a Government-owned 
long-term development strategy, or road map, linking the reforms of all the concerned 
subsectors, such as insurance and pension reforms and privatization. The program 
implementing agencies relevant to these subsectors, namely the Department of Insurance 
(DOI) and Privatization Board—later renamed the Privatization Commission—do not appear to 
have actively supported the program objective. The CMDP’s emphasis on regulation and 
surveillance is understandable considering the Government’s desire to restore investor 
confidence in the aftermath of the stock market crash. However, this does not justify the 
inadequate consultation with stakeholders, such as the capital market intermediaries and 
investors, during program formulation. Weaknesses of the policy matrix concerning accounting 
and auditing as well as privatization were partly attributed to inappropriate diagnosis at appraisal. 
Perhaps, the excessive number of program conditions was not conducive to enhancing the 
ownership of reforms.  
 

The OEM assessed the CMDP as partly efficacious. The weak prioritization as well as 
the lack of timelines for the second tranche release reflected deficiencies in  program design. 
The OEM has some reservations on the program measures related to (i) composition of the 
SEC’s board members; (ii) separation of dealership from brokerage operations; and 
(iii) segregation of merchant banking, portfolio management, and stock brokerage operations. 
The program implementation performance was partly satisfactory given that the OEM confirmed 
full compliance of only 62 of the total 95 CMDP policy conditions. The OEM did not fully support 
ADB's interpretation of progress that had led to the decision on the second tranche release. The 
commitment of the Government as well as the capacity of the concerned implementing agencies 
were weak for the components to Increase Limited Supply of Securities and Develop 
Institutional Sources of Medium- to Long-Term Funds to Raise Demand for Securities.  
 

The performance indicators suggest that (i) the pace of primary market development has 
been fluctuating during the post-CMDP period, and the market’s contribution to resource 
mobilization of the economy remains below its potential; and (ii) the secondary market remained 
stagnant during 1997–2003 but showed signs of recovery in 2004. Overall, investor confidence 
has not yet fully recovered.  

 
The OEM assessed the achievements of the key program components as follows: 

(i) Strengthen Market Regulation and Supervision, and Develop Capital Market Infrastructure 
components were partly satisfactory; (ii) Modernize Capital Market Support Facilities component 
was satisfactory; and (iii) Increase Limited Supply of Securities, and Develop Institutional 
Sources of Medium- to Long-Term Fund components were unsatisfactory. The poor 
performance of the third item precluded the capital market from immediately and fully benefiting 
from the other two items. Consequently, the performance indicators such as market 
capitalization, turnover ratio, and the number of initial public offerings suggest marginal 
achievement in the program objective, while the role that the capital market plays in the 
economy remains below its potential. Effective transition from merit regulation to a system 
based on full disclosure remains a far-reaching agenda in establishing a fair and transparent 
primary market. Notwithstanding the progress in adopting international accounting standards 
as well as the tightened disclosure requirements for listed companies, market confidence in 
financial statements remains low, partly due to the lack of qualified accountants and 
auditors. 

 
 As the Central Depository of Bangladesh Limited started operations in 2004, secondary 
market transactions are expected to become more efficient. Moreover, the automated trading 
and surveillance systems introduced under the CMDP have been providing a clear audit trail for 
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market transactions, contributing to reducing fraudulent market activities. In this regard, the SEC 
chairman confirmed that the capital market institution was strengthened to the point that market 
failure such as the one that occurred in 1996 could be avoided. Overall, however, the OEM 
assessed the CMDP as less efficient because: (i) the activities of the Privatization Board, DOI, 
and the Ministry of Commerce were not coordinated with SEC and the stock exchanges, hence 
the complementarity between program components was less than expected; and (ii) the 
performance measures indicate that the capital market has not developed as expected.  
 

The OEM assessed sustainability of the CMDP as likely, as its key achievements can 
be considered irreversible. These achievements include (i) enhanced SEC oversight of stock 
exchanges and their members, (ii) introduction of the SEC Automation System, (iii) enhanced 
accountability and safeguard device in stock exchanges, (iv) introduction of automated trading 
system in the stock exchanges, and (v) establishment of the Central Depository of 
Bangladesh Limited. These achievements are contributing to the improved market surveillance 
and governance, reducing the possibility of widespread irregular activities witnessed in 1996.  

 
The OEM assessed the organizational impact of the CMDP, in conjunction with the 

attached three TAs, as moderate. The impact on SEC was significant, but the impact on the two 
stock exchanges, the Privatization Commission, and DOI, was less than expected. 

  
 On the basis of the above, the OEM confirmed the CMDP ratings as partly successful. 
The OEM rated TA 2913-BAN partly successful and TA 2914-BAN unsuccessful. The OEM 
confirmed the earlier audit’s unsuccessful rating for TA 2915-BAN.  
 
 Enactment of the SEC (Amendment) Act 2000 was to be the key milestone in the 
transition to a regulatory system based on full and fair disclosure from merit regulation. 
However, this transition has not yet been accomplished. The foundation for a disclosure-based 
regulatory regime rests on the quality of financial statements and the reliability of independent 
audit. It is generally recognized that such requirements will only be effective if they are 
supported by sound corporate governance practices and proper oversight of the accounting and 
audit profession. In Bangladesh, deficiencies remain in these areas. 
 

The strict segregation among brokers, dealers, and merchant bankers pursued under 
the CMDP impeded capital formation and reduced market liquidity as such segmentation did not 
induce a sufficient number of entrants in the security industry. This experience suggests that the 
desirable structure for securities market intermediaries should depend on the size of the market 
as well as the ability of market intermediaries to manage and control risk. From this perspective, 
the costs and benefits of the current regulation requiring the strict segregation of market 
intermediaries should be reexamined. 
 

Capital market participants feel that the rule-making power entrusted to the SEC under 
the Securities and Exchange Ordinance is excessive. One possible solution to this would be to 
establish a Regulatory Appeals Tribunal, independent of the SEC. Its main function would be to 
hear cases of appeal when a regulated entity has been fined or sanctioned by the SEC, or in the 
event that the regulator has prescribed unreasonable conditions in giving its consent to a public 
offering of securities. Such a tribunal could also adjudicate cases whereby a regulated entity or 
issuer believes that the SEC has exceeded its rule-making power.  
 

The Government reduced the corporate tax rate for listed financial institutions in 2000 in 
compliance with the CMDP, but subsequently reversed this reduction in 2002 and 2004. The 
income tax regime in Bangladesh has an inherent anticorporate bias. While the minimum 
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income tax rate for companies is 30%, the highest individual tax rate is only 25%. Therefore, 
many firms prefer to remain proprietary or partnership concerns. The corporate tax regime is 
also biased in favor of dividends declared by a firm. In such a situation, reinvestment of profits 
by a firm is discouraged.  
 

To establish a market-friendly regulatory framework, an oversight institution should 
consider both benefits and costs associated with market rules and regulations, based on broad 
and in-depth consultation with stakeholders. The size, depth, and liquidity of the market; 
capacity of market intermediaries; quality of financial statements; and soundness of corporate 
governance practices as well as other countries' experiences may constitute key elements for 
consideration.  
 
 To effectively support a government’s long-term effort in reform through a policy-based 
loan, ADB needs to prioritize reform measures and set realistic timelines, considering the 
institutional capacity of implementing agencies. The number of program measures should be 
limited so that ADB can monitor compliance with them throughout the program. Flexibility in 
adjusting agreed reform measures during implementation is also needed. It takes many years of 
concerted effort to develop a well-regulated capital market that can mobilize funds to support 
the development of a country. There will be unforeseen risks and uncertainties encountered. For 
this type of support, a cluster program, rather than a conventional program, would be a more 
appropriate modality.  
  
 Despite the substantial support from ADB since 1993, effective institutional frameworks to 
govern insurance and pension reforms are not yet in place in Bangladesh. This reflects the weak 
Government commitment to these reforms. Considering this track record, ADB's future assistance 
in these areas should be conditional upon major progress in reforms rather than an ex ante 
agreement.  
 
 It is recommended that the Government finalize the following as envisaged under the 
CMDP: (i) consolidation of the SEC-related legislation (by end-2006); (ii) privatization 
regulations (by end-June 2006); and (iii) transfer of the Investment Corporation of Bangladesh 
assets to its subsidiaries (by end-June 2006). It is also recommended that the SEC (i) reactivate 
the Advisory Committee (inactive since late 1999), and discuss the solution to expedite the 
approval process of initial public offerings in the Committee (by end-2005); and (ii) fully apply 
SEC Rules 2001 to the mutual funds managed by state-owned companies (by end-June 2006) 
 
 The ADB country strategy and program in Bangladesh of 2003 included a follow-on 
program to the CMDP, namely a Financial Market Governance Program, as a pipeline loan for 
2004. However, the country strategy and program of 2004 deferred this loan to 2005 while 
changing its modality from a program loan to a TA loan and reducing the loan amount from 
$100 million to $5 million. This reflects ADB's prudent approach, consistent with the Country 
Assistance Program Evaluation finding, given the slow progress of the financial market reforms 
in Bangladesh. The OEM supported this approach. ADB should continue to monitor the 
progress of financial market governance in conjunction with the proposed TA loan from 2005, 
and should maintain the policy dialogue with the Government in considering larger-scale 
support in this area, possibly through a cluster program when the conditions are right. 

 
 
Bruce Murray 
Director General 
Operations Evaluation Department 



  

I. BACKGROUND 
 
A. Rationale 
 
1. At the time of independence, the Bangladesh Government nationalized all financial 
institutions except branches of foreign banks. More than three decades later, the financial sector 
policy environment began to change, from the early 1980s, as the Government realized that an 
efficient financial system was necessary for economic growth. Accordingly, it constituted a 
National Commission on Money, Banking and Credit in the mid-1980s and the Capital Market 
Development Committee in the late-1980s to pursue comprehensive financial sector reform. In 
line with its operational strategies in Bangladesh of 1989 and 1993,1 the Asian Development 
Bank (ADB) was to focus on the capital market component of financial sector reform. This was 
premised on the International Monetary Fund2 and the World Bank3 actively supporting banking 
sector reform.  
 
2. The Report and Recommendation of the President (RRP) gave the following rationale for 
the Capital Market Development Program (CMDP)4: “The low savings and investment rates in 
Bangladesh are major constraints to economic growth. The CMDP seeks to address these 
constraints by broadening the scope for resource mobilization and developing alternative fund 
sources to augment the limited funds available through the banking system. The Program will 
create the policy environment and promote the establishment of the institutional infrastructure 
necessary for the orderly growth and development of the domestic capital market.” 
 
B. Formulation 
 
3. In 1988, ADB approved a technical assistance (TA) grant to study the capital market in 
selected developing member countries, including Bangladesh.5 Following the TA’s findings and 
recommendations, the 1989 country programming mission identified the scope for assisting a 
capital market development program. The following year, ADB approved a program preparatory 
TA6 that laid the groundwork for a program loan.7 Program processing missions fielded in 1992 
broadly agreed with the Government on the program measures and the terms of reference for 
proposed associated TA grants. However, ADB postponed the loan negotiation initially 
scheduled in October 1992, considering the slow progress in some of the policy actions8 that 
were to be taken prior to the ADB Board presentation. ADB's internal documents suggest that 

                                                 
1 ADB. 1989. The Bank's Operational Strategy in Bangladesh. Manila; and ADB. 1993. The Bank's Operational 

Strategy in Bangladesh. Manila. 
2 Enhanced Structural Adjustment Facility, for SDR258.75 million, approved on 10 August 1990. 
3 Financial Sector Adjustment Credit, for $175 million equivalent, approved on 5 June 1990.  
4 ADB. 1997. Capital Market Development Program. Manila (Loan 1580-BAN[SF], for $80 million equivalent, 

approved on 20 November 1997).  
5 ADB. 1988. Technical Assistance for the Second Round Capital Market Study in Selected DMCs. Manila (TA 

5303-REG, for $430,000, approved on 22 July 1988). 
6 ADB. 1990. Technical Assistance to Bangladesh for the Capital Market Development Project. Manila (TA 1351-

BAN, for $100,000, approved on 9 August 1990).  
7 The consultant report of this TA highlighted the need for (i) detailed review of the Investment Corporation of 

Bangladesh (ICB), (ii) establishment of the Securities and Exchange Commission (SEC), (iii) improved incentive 
structure for issuers, (iv) divestment of Government shares in state-owned companies, and (v) development of 
contractual savings institutions.  

8 These prior actions concerned (i) a draft Securities Commission Ordinance, (ii) reduction of corporate tax on listed 
companies, (iii) auctioning of treasury bills, and (iv) the Government’s borrowing program and debt management 
strategy. 
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the underperformance of two other ongoing programs9 in Bangladesh at that time was another 
reason for ADB's reluctance to approve the CMDP.  
 
4. With little prospect of the Government immediately taking the required prior actions, ADB 
approved, on a stand-alone basis, the three TAs10 that were originally planned to accompany the 
CMDP. Subsequently, ADB decided to reformulate the CMDP based on the recommendations 
of these three TAs, which were to be completed by mid-1990s. Linking the CMDP with the 
World Bank’s planned follow-on operation to support banking reform was also considered at a 
later stage.  
 
5. During the latter half of 1996, Bangladesh’s stock market experienced a major bull run. 
Market capitalization rose by 265%, average daily turnover increased by over 1,000%, and the 
share price index jumped by over 260%. Subsequently, stock prices started falling sharply. The 
Securities and Exchange Commission (SEC) described this market crash as follows: “Recent 
unusual and abnormal price fluctuation in the Dhaka Stock Exchange and Chittagong Stock 
Exchange led to strong reactions among the public and particularly among the investors in the 
capital markets. There has been general allegation by investors that there were some fraudulent 
acts and insider trading which may have contributed to the abnormal fluctuation in the [share] 
prices.”11 An ADB internal document elaborated on the situation as follows: “Due to the inability 
of the existing stock exchanges to service the requirements of small retail investors who jumped 
on the bandwagon, a huge unofficial kerb market in shares developed. From a mere handful, it 
is estimated that small investors at kerb market reached well over 25,000. Stock market prices 
today [end-April 1997] have dropped by close to 70% from their peaks in November 1996.”12 
 
6. Recognizing the need to restore investor confidence in the aftermath of the market crash, 
the Government requested ADB to accelerate processing of the CMDP and delink it from the 
planned World Bank operation. An approval date before the end of 1997 was targeted. In 
response, ADB fielded processing missions between January and July 1997 to reformulate the 
CMDP.  
 
C. Purpose and Outputs 
 
7. The CMDP objective, as stated in the RRP, was “to broaden market capacity and 
develop a fair, transparent, and efficient domestic capital market to attract larger amounts of 
investment capital that can augment capital resources being provided through the banking 
system.” The CMDP was to achieve this objective by (i) strengthening market regulation and 
supervision, (ii) developing the capital market infrastructure, (iii) modernizing capital market 
support facilities, (iv) increasing the limited supply of securities in the market, (v) developing 

                                                 
9 ADB 1990. Food Crops Development Program in Bangladesh. Manila (Loan 1045-BAN[SF], for $130.7 million 

equivalent, approved on 6 November 1990); and ADB. 1991. Second Industrial Program. Manila (Loan 1147-
BAN[SF]: for $125 million equivalent, approved on 17 December 1991). 

10 ADB. 1993. Institutional Strengthening of the Securities and Exchange Commission. Manila (TA 1943-BAN, 
approved on 30 August 1993 for $588,500); ADB. 1993. Study in the Insurance Industry and Pension and 
Provident Fund Operations in Bangladesh. Manila (TA 2033-BAN, approved on 27 December 1993 for $577,000), 
and ADB. 1993. Audit, Valuation and Study of Restructuring Options for the Investment Corporation of 
Bangladesh. Manila (TA 2045-BAN, approved on 29 December 1993 for $479,000). 

11 Enquiry Committee. 1997. Enquiry Report on Share Market. Dhaka. 
12 The back-to-office report of the fact-finding mission of the Capital Market Development Program (CMDP) dated 28 

April 1997. This report also noted that the Government ordered the arrest of 36 people including the Chairman of 
the Dhaka Stock Exchange and Managing Director of the Dhaka branch of a Hong Kong, China-based 
international investment bank for the alleged fraudulent acts.  
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institutional sources of demand for securities in the market, and (vi) improving policy 
coordination.  
 
8. The policy matrix of the CMDP included 123 actions. They included 28 actions already 
taken, based on the program as proposed in 1992. Additional 95 program measures consisted 
of 52 to be implemented prior to the first tranche release (of which 38 were tranche conditions), 
and 43 measures to be implemented prior to the second tranche release (of which 23 were 
tranche conditions).  
 
D. Cost, Financing, and Executing Arrangements 
 
9. On 20 November 1997, ADB approved the CMDP for the People’s Republic of 
Bangladesh for $80 million equivalent from its Special Funds resources. The loan had a maturity 
of 40 years, including a grace period of 10 years, with a service charge of 1%. The Ministry of 
Finance (MOF) was the Executing Agency, and the proceeds of the loan were to be used to 
finance eligible imports procured under ADB guidelines, except those included in a negative list.  
 
10. The CMDP was to be implemented over a period of 3 years from the date of loan 
effectiveness. The loan was to be disbursed in two equal tranches of $40 million, the first to be 
available upon loan effectiveness and the second about 1.5 years from the first disbursement. 
However, neither the policy matrix nor the Loan Agreement indicated the timeline for the second 
tranche program measures nor did they specify any further measures expected after that 
disbursement but within the 3-year program period.13 
 
11. The Loan Agreement stipulated that loan proceeds were to be utilized by 31 December 
2000, implicitly allowing for a second tranche release as much as 18 months later than expected 
in the RRP. No discussion of the rationale for this discrepancy was evident. 
 
12. Three TA grants were attached to CMDP, aimed at (i) capacity building of the SEC and 
the stock exchanges, 14  (ii) institutional strengthening of the Privatization Board, 15  and 
(iii) insurance industry and pension and provident fund reforms.16 
  
E. Completion and Self-Evaluation 
 
13. The first tranche was released in February 1998; the second tranche was disbursed on 
20 December 2000, 1.5 years later than initially expected. The loan closed on 22 December 2000, 
6 months before the originally scheduled date. A program completion report (PCR) was circulated 
to the Board in August 2003.  
 
14. The PCR rated the CMDP partly successful based on the following: first, the objective of 
the CMDP was highly relevant to the country’s development strategy; second, the CMDP 
contributed to strengthening SEC’s capacity to be an independent and effective regulator and to 
developing the capital market’s infrastructure and support facilities; third, the CMDP achieved 
limited success in enhancing the supply of securities and developing institutional sources of 

                                                 
13 The Loan Agreement did not specify a program period. 
14 ADB. 1997. Capacity Building of Securities and Exchange Commission and Stock Exchanges. Manila (TA 2913-

BAN, for $1,100,000, approved on 20 November 1997). 
15 ADB. 1997. Institutional Strengthening of the Privatization Board. Manila (TA 2914-BAN, for $440,000, approved 

on 20 November 1997). 
16 ADB. 1997. Insurance Industry and Pension and Provident Fund Reforms. Manila (TA 2915-BAN, for $500,000, 

approved on 20 November 1997). 
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demand for securities, due mainly to lack of Government commitment; fourth, the lackluster 
trading sentiment during 2000–2002 reflected lack of recovery in investor confidence; and fifth, 
not all the positive outcomes in SEC capacity building could be sustained (several SEC officers 
trained under the attached TA had left SEC due to unattractive salaries).  
 
15. The PCR noted little progress in the three second tranche conditions17  deemed 
substantially complied with at second tranche release.18 Moreover, the PCR also noted that the 
Government did not actively pursue two other second tranche conditions, which were deemed 
fully complied with at second tranche release. These concerned (i) composition of SEC board 
members, and (ii) investment regulations for insurance companies and pension and provident 
funds. As to the 20 non-tranche release conditions, the PCR noted that five19 were partly 
complied with; five20 were substantially complied with; and the rest were fully complied with. 
These assessments remained the same as the ones at the second tranche release. 
 
16. The PCR pointed out that the CMDP did not give balanced support to some key 
elements in establishing a regulatory system based on full and fair disclosure. These elements 
were (i) an SEC not only strong and independent but also market sensitive; (ii) strong market 
intermediaries, especially merchant banks; (iii) proactive exchanges willing and capable of self-
regulation; (iv) the implementation of accounting and auditing systems to produce financial 
reports conforming to international standards; and (v) good corporate governance practice. 
Moreover, the PCR considered the lack of specificity in some program measures as a flaw in 
program design. In particular, the PCR was of the opinion that the program measures on the 
divestment of the Government’s shares should have specified the minimum number of public 
and private limited companies to be divested, and identified some of them.  
 
17. The Operations Evaluation Mission (OEM) found that the PCR objectively assessed 
issues in program design as well as the performance indicators. However, the PCR did not 
(i) update the status of the first tranche conditions; (ii) elaborate on the 10 non-tranche release 
conditions, which were deemed not fully complied with; and (iii) discuss the appropriateness of 
ADB's decision on the second tranche release.  
 
18. TA completion reports rated each of the three attached TAs as partly successful. 21 The 
reports’ findings can be summarized as follows. TA 2913-BAN contributed to the capacity 
building of the SEC, although some defects were found in its automation system, which was one 
of the key outputs of this TA. TA 2914-BAN produced quality outputs. However, the pace of 
privatization was slow, as the Privatization Commission remained weak. TA 2915-BAN had 
deficiencies in design, and its outputs were not fully utilized by the Government.  
                                                 
17 At the second tranche release, ADB determined all but three second tranche conditions were deemed fully 

complied with. The three “substantial compliance” measures concerned (i) separation of securities brokerage and 
dealership, (ii) divestment of the Government’s shares in state-owned enterprises (SOEs), and (iii) unbundling of 
ICB.  

18 ADB. 2000. Capital Market Development Program Loan Progress Report: Release of Second Tranche. Manila 
(Loan 1580-BAN[SF], submitted to the Board on 5 December 2000). 

19 These concerned (i) qualification standards for stock exchange membership, (ii) divestment of government shares 
in private companies, (iii) institutional strengthening of the Privatization Commission, (iv) insurance as well as 
pension and provident funds regulations, and (v) institutional strengthening of the Department of Insurance (DOI).  

20 These concerned (i) establishment of a special court to cope with investors’ grievances, (ii) adoption of 
international accounting standards and international standards of auditing, (iii) conversion of private companies to 
public limited companies, (iv) autonomy of the Privatization Commission, and (v) reorganization of DOI. 

21 ADB. 2003. Technical Assistance Completion Report on Capacity Building of Securities and Exchange 
Commission and Stock Exchanges. Manila; ADB. 2003. Technical Assistance Completion Report on Institutional 
Strengthening of the Privatization Board, Manila; and ADB. 2003. Technical Assistance Completion Report on 
Insurance Industry and Pension and Provident Fund Reforms. Manila. 



 5

 
F. Operations Evaluation 
 
19. An OEM to evaluate the CMDP, including TA 2913-BAN and TA 2914-BAN, was 
undertaken from 30 May to 13 June 2004. The OEM met with representatives of MOF; 
Bangladesh Bank; key stakeholders, including SEC, Dhaka Stock Exchange (DSE), Chittagong 
Stock Exchange (CSE), Department of Insurance (DOI), Privatization Commission, Investment 
Corporation of Bangladesh (ICB), Institute of Chartered Accountants of Bangladesh (ICAB), and 
other financial institutions and market observers. This program performance audit report (PPAR) 
incorporates OEM findings, observations of concerned ADB staff, and review of reports and 
documents related to the CMDP. The draft PPAR was circulated to the Government and within 
ADB. Comments received were considered in finalizing the PPAR. 
 
20. The OEM also took into consideration the findings of the Country Assistance Program 
Evaluation for Bangladesh, 22  especially its conclusion that “ADB's [capital market] sector 
program designed around a program loan was inappropriate and lacked practical relevance to 
the objective of achieving meaningful capital market reform, particularly in conditions of weak 
commitment by both the Government and the private sector to the principles of regulation and 
transparency.” The OEM also took account of the TA performance audit’s unsuccessful rating23 
of TA 2915-BAN, pointing to little progress in insurance and pension fund reforms.  
 

II. PLANNING AND IMPLEMENTATION PERFORMANCE 
 

A. Formulation and Design 
 
21. The diagnostic study for the CMDP relied largely on the outputs of TA 1351-BAN, TA 
1943-BAN, TA 2033-BAN, and TA 2045-BAN, supplemented by additional information obtained 
from processing missions. On this basis, the RRP presented an analysis of institutional 
constraints faced by the SEC; operational issues in the stock exchanges and their inefficient 
trading, clearing, and settlement systems; anticompetitive effects of ICB; and constrained 
investment activities of the insurance industry. The OEM viewed the analysis as appropriate.  
 
22. However, the RRP did not thoroughly assess issues related to accounting and auditing 
standards, corporate governance, pension and provident funds, and privatization. As to 
accounting and auditing standards, the RRP highlighted their nonconformity with international 
norms without mentioning the scarcity of qualified accountants and auditors as well as unsound 
corporate governance practices. As regards pension and provident funds, the RRP did not 
highlight the critical issue that there was no specific regulator or legislation.24 With regard to 
privatization, the RRP noted that the “the primary factors delaying the privatization process are 
the lack of enabling legislation and the weak capacity of Privatization Board.” However, it did not 
elaborate on possible resistance from key stakeholders and the lack of political commitment as 
risk factors.25 Another issue was that the RRP did not estimate the impact of the proposed 
privatization program on market capitalization and liquidity in the market. Perhaps these 

                                                 
22 ADB. 2003. Country Assistance Program Evaluation for Bangladesh. Manila. 
23 ADB. 2003. Technical Assistance Performance Audit Report on the Reform of Pension and Provident Funds in 

Selected Developing Countries. Manila. 
24 ADB. 1993. Study in the Insurance Industry and Pension and Provident Fund Operations in Bangladesh. Manila 

(TA 2033-BAN, for $577,000, approved on 27 December 1993). 
25 The program framework attached to the Report and Recommendation of the President (RRP) indicated the delay 

in implementation of the privatization program as a risk without specifying the reasons, and did not discuss any 
particular risk-mitigating measure.  
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oversights reflected the effect of a lack of a preceding TA to lay the foundations linking 
privatization to capital market development.  
 
23. The OEM recognized ADB’s prompt response to the Government’s request for 
accelerating CMDP processing in the aftermath of the stock market crash. However, this does 
not justify the inadequate consultation with stakeholders, such as capital market intermediaries 
and investors, during program formulation. The OEM felt that more in-depth and broader 
participation could have resulted in a more balanced and market-friendly regulatory environment. 
Weak Government ownership of program measures was another drawback of the CMDP.26 The 
excessively large number of program conditions may not have been conducive to enhancing the 
ownership of reforms.27  
 
24. The objective of the CMDP was consistent with the country’s development strategy. The 
OEM supported the comprehensive scope of the CMDP, but believed that such a 
comprehensive program could have been feasible only if it had been an integral part of a 
Government-owned long-term development strategy, or road map, linking the reforms of all the 
concerned subsectors over time. Moreover, the OEM felt that non-tranche release conditions 
could have been more meaningful if they had been identified in the context of such a road map.  
 
25. The OEM fully supported the PCR’s assessment of the CMDP’s design (para. 16). 
Moreover, the OEM considered the following program measure to be ambiguous: “eliminate 
SEC practice of fixing the price of new issue once merchant banks become operational.” 
Whether merchant banks are operational or not is highly judgmental. The OEM had reservations 
on some program measures including (i) composition of the SEC’s board members; 
(ii) separation of dealership from brokerage operations; and (iii) segregation of merchant 
banking, portfolio management, and stock brokerage operations. Also, some of the second 
tranche release conditions in the Loan Agreement were not identically worded with those in the 
policy matrix.28 Such discrepancies could have caused confusion when their compliance status 
was to be confirmed.  
 
B. Achievement of Program Measures 
 
26. The OEM confirmed full compliance of 38 out of 52 CMDP conditions,29 which were to 
be met before the first tranche release. Of the remaining 14 conditions, five were partly 
complied with and five were not complied with. The compliance status of the remaining four 
could not be verified (Appendix 1).  
 
27. The OEM confirmed full compliance of 18 out of 23 second tranche release conditions. 
Of the remaining five conditions, three were partly complied with; one was not complied with; 
and another one was not applicable (Appendix 2). Of the 20 other policy conditions not tied with 
the tranche release, the OEM confirmed full compliance of six, partial compliance of 11, and 
noncompliance of the remaining three (Appendix 3). 
                                                 
26 Quite a number of those interviewed by the Operations Evaluation Mission (OEM) remember the program 

measures under the CMDP as “ADB requirements” distinguishing them from other reform measures. Many of 
them had the impression that ADB “imposed” these measures. 

27 Collier, Paul. 1997. The Failure of Conditionality. In Perspectives on Aid and Development, edited by C. Gwin and 
J. Nelson. Washington, DC.: Overseas Development Council; Quibria, M.G. 2005. Rethinking Development 
Effectiveness. World Economics. Vol. 6 No. 1. January–March.  

28 For instance, “require separate entities to undertake banking, portfolio management, and stock brokerage” in the 
policy matrix was reworded as “segregate merchant banking, mutual fund, and stock brokerage” in the Loan 
Agreement.  

29 Of the 52 conditions, 38 were actually conditions for the first tranche release according to the policy matrix. 
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1. Strengthening the Securities and Exchange Commission  

 
28. Enactment of the SEC (Amendment) Act 2000, a major achievement under the CMDP, 
enhanced the regulatory and supervisory role of the SEC. Under the Act, the SEC was vested 
with authority (i) to make rules without Government approval, by notification in the Official 
Gazette, for carrying out the purpose of the Act; (ii) over the contents of the prospectus; and 
(iii) over the clearing, settlement, and depository functions. In compliance with the CMDP, under 
this Act, the SEC no longer has the power to fix the prices of new issues. 
 
29. In 2000, the SEC amended the Securities and Exchange Ordinance 1969. Section 2CC 
of the amended ordinance virtually assumes unlimited overriding powers of SEC rules over any 
other relevant laws. 30  The SEC explained that Section 2CC complements the remaining 
inconsistency between the SEC (Amendment) Act 2000 and Company Act 1944, which has not 
incorporated SEC’s full authority over the content of a company’s prospectus. 
 
30. The SEC drafted a consolidated SEC Act incorporating all existing legislation, and 
forwarded the draft Act to MOF and the Ministry of Law for consideration at the end of 2001. 
However, the amended Act has not yet been adopted as of OEM. Passing the SEC Act has 
become more imperative in view of the web of rules, regulations, guidelines, and notifications 
introduced by the SEC under powers derived from Section 2CC of the ordinance.  
 
31. SEC replaced two part-time board members with full-time members to fulfill the condition 
of the CMDP. However, no private sector representative has been inducted into the SEC. 
During the early phase of CMDP implementation, the SEC steadily increased the number of 
staff based on the reorganization plan adopted in September 1997. The professional staff posts 
have been further raised from 25 to 34 and the total staff strength from 72 to 88 since 2000. 
However, only 71 of the 88 posts are currently filled. The 17 vacant positions include one 
executive director, six deputy directors, five newly created positions of assistant director, and 
one audit and accounts officer. The SEC does not have enough qualified accountants, financial 
analysts, and legal experts to exercise its oversight authority. Employee turnover in the SEC is 
quite high, attributed to the noncompetitive pay structure. The recommendation of TA 1943-BAN, 
which explores ways to augment compensation of SEC staff to attract competent personnel, has 
not been implemented. 
 
32. The SEC formed an Advisory Committee in 1997 with representatives from the private 
sector, in compliance with the CMDP. However, the committee has been inactive since late 
1999. Another CMDP condition was the appointment of a special court to hear security cases. 
This condition has not been complied with. The SEC does not consider it necessary, pointing 
out that the number of such cases is likely to be too few to justify establishing such a court. The 
SEC also noted that there is a separate bench at the High Court to deal with company-related 
matters. However, the share scam cases lodged by the SEC after the 1996 market manipulation 
remain unresolved. These cases need to be pursued and resolved. 
 
33. The SEC developed the SEC Automation System, a market surveillance system, and 
introduced the associated surveillance procedures supported under TA 2913-BAN. 

                                                 
30 Although not explicitly stated in any of the CMDP measures, some stakeholders seem to believe that the 

amendment introducing section 2CC granting very broad rule-making powers to the SEC was an ADB tranche 
condition. The Loan Agreement merely states that the Government shall “have enabled SEC to adopt rules and 
regulations consistent with the SEC Act and any other statute in force without prior government approval.” 
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Notwithstanding the need for upgrading the software with the passage of time, this system 
significantly contributed to the upgrading of SEC’s surveillance capacity. 

 
2. Regulating Brokers, Dealers, Merchant Banks, and Other Market 

Participants  
 

34. In compliance with the CMDP, both stock exchanges have set a minimum capital 
requirement of Tk2.5 million.31 In December 1999, the SEC additionally adopted the risk-based 
capital adequacy norms. Reportedly, however, these norms have not been strictly enforced. 
 
35. In June 1999, the SEC amended SEC Rules 1987, requiring the separation of the broker’s 
customer accounts from those of the firm acting in the capacity of dealer. It amended SEC 
Regulations (Stock Brokers, Stock Dealer, and Authorized Representatives) 1994, allowing a time 
span of 5 years within which stock exchange members were mandated to create separate entities 
for undertaking brokerage and dealership.32 This 5-year period will end in November 2005. Some 
brokers have responded to this requirement by dropping the function of dealer.  
 
36. Under the amended SEC Regulations (Merchant Banks and Portfolio Managers) 1996, 
there are three categories of merchant banking activities recognized under licenses granted by 
the SEC, namely, (i) merchant banker and portfolio manager; (ii) issue manager and underwriter; 
and (iii) only issue manager, depending on the paid-up capital requirement. The CMDP condition 
in this regard has been complied with. Several market intermediaries have responded to this 
regulation either by unbundling themselves or by dropping some of their functions.  
 

3. Enhancing Accountability and Improving Operations of Stock Exchanges 
 

37. CSE and DSE currently have boards of governors with half of the representation from non-
brokers. CSE has complied with this requirement independently from CMDP by virtue of its 
articles of incorporation, calling for a balanced board structure.33 In contrast, DSE had to change 
its article for compliance.34  
 
38. The SEC conducted audit and inspection of DSE and CSE, and initiated the examination 
program of their member brokers. Since mid-1999, however, the SEC has suspended regular 
examinations because of a shortage of staff, instead, inspecting member brokers on a sample 
basis. As guided by the CMDP, both DSE and CSE established customer protection funds to 
protect investors in the event that member brokers cannot meet their obligations. 
 
39. The current SEC chairman has constituted a consultative committee with the chief 
executive officers of DSE and CSE in order to review different trading practices and rules and 
regulations. Reportedly some recommendations of the committee have already been 

                                                 
31 The consultant’s report for TA 2913-BAN confirmed that all the 128 members of the Chittagong Stock Exchange 

(CSE) and all active members of the Dhaka Stock Exchange (DSE) were actually in compliance with this 
requirement by March 2000. 

32 An ADB review mission in March 1999 suggested that the Government reassess the feasibility of this program 
measure and to propose an alternative measure, if needed. Provision of the 5-year grace period was the outcome.  

33 CSE was incorporated in April 1995 as a public limited company. It is a self-regulated nonprofit company with a 
board of directors comprising 24 members, of whom 12 are elected from among the member-brokers and 12 are 
nominated by the SEC from among nonmembers. Executive power resides in the chief executive officer who is 
appointed by the board of directors with the consent of the SEC.  

34 DSE is a public limited company incorporated originally in 1954 under the name East Pakistan Stock Exchange. 
Currently, DSE's board of governors consists of 16 members, of whom eight are non-brokers.  
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implemented with a positive impact on the market. The OEM considered that this would be a key 
step toward harmonizing the operations of the two stock exchanges.  
 
40.  CSE and DSE introduced automated trading in June 1998 and August 1998, respectively. 
Both exchanges included basic surveillance tools in their trading systems. Innovation has 
continued with the recent introduction of Internet trading through broker members of CSE. CSE 
also began second-tier, or over-the-counter, market trading in July 2004. 
 
41. The Central Depository of Bangladesh Limited (CDBL) was formed in June 1999 and 
started operations in January 2004. 35  As of 17 November 2004, 40 listed companies were 
included in the CDBL. It is expected that within the next 2 years all listed companies will have 
joined the system. Aside from the CMDP, ADB offered TAs36 to support this initiative and has 
taken an equity position37 in the CDBL.38 The OEM considered this as the noteworthy case in 
which ADB’s public sector and private sector operations effectively complemented each other in 
catalyzing private sector investment. 
 
 4. Upgrading Accounting and Auditing Standards 
 
42. The SEC has adopted corporate disclosure policies as the basis for the protection of 
investors in listed securities as set forth in the Public Issue Rules of 1998. The Rules include 
specific requirements for the audited financial statements that must be included in the prospectus 
in accordance with international accounting standards (IAS) as adopted by ICAB. The SEC also 
amended the Securities and Exchange Rules of 1987, making it compulsory for listed companies 
to follow the IAS as adopted in Bangladesh. ICAB adopted 26 out of 32 IAS (out of 34, 1 IAS was 
not applicable to Bangladesh and another was withdrawn) as Bangladesh Accounting Standards 
as of May 2004. The adoption of four more was in progress. Out of 57 international standards of 
auditing, two were withdrawn and ICAB adopted 21 as the Bangladesh Standard of Auditing out of 
the remaining 55 as of May 2004. The OEM considered that the program condition related to the 
IAS and international standards of auditing was only partly complied with. 
 
 5. Reducing Corporate Tax for Listed Financial Institutions 
 
43. As per the tranche condition under the CMDP, the Government reduced the corporate 
tax rate for all listed banks, insurance companies, financial institutions, and nonresident 
companies to 35% under the Finance Act 2000. However, the Government experienced fiscal 
difficulties and as a consequence revised the tax system aimed at generating greater revenues. 
Under the Finance Act 2002, the Government raised the tax rate to 40% for all financial 
institutions and introduced an excess profit tax. The tax rates for listed and nonlisted industrial 

                                                 
35 Commencement of the operations was delayed mainly because of operational, funding, and regulatory issues. The 

SEC issued the Depository User Regulations in April 2003 and approved the Central Depository of Bangladesh 
Limited (CDBL) By-Law in July 2003. 

36 ADB. 1997. Establishment of an Automated Depository System. Manila (TA 2830-BAN, for $100,000, approved on 
23 July 1997); and ADB. 2001. Central Depository Capacity Building. Manila (TA 3787-BAN, for $150,000, 
approved on 6 December 2001). In addition, uncommitted funding under TA 2913-BAN was allocated to engage 
an international central depository advisor for 2 person-months. 

37 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Equity 
Investment in Central Depository Bangladesh Limited in the People’s Republic of Bangladesh for the Central 
Depository Project. Manila (INV. 7177-BAN, for $526,000, approved on 15 August 2002).  

38 The shareholders of the CDBL comprised 85 institutions; ADB is the single largest shareholder. Other 
shareholders include the state-owned commercial banks and development financial institutions, foreign and local 
private banks, state-owned and private insurance companies, some listed companies, nonbank financial 
institutions, merchant banks, as well as the stock exchanges.  
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companies were set at 30% and 35%, respectively. In FY2004, the corporate tax rate for 
financial institutions (listed and nonlisted) was increased to 45%. In this regard, the program 
condition related to the corporate tax rate has not been complied with and the tax system 
continues to include an anti-corporate bias. The issue here is not so much the level of corporate 
tax but the relative tax rates of corporations and individuals. 
 

6. Divesting Government Shares in State-Owned Enterprises 
 

44. As agreed under the CMDP, the Government identified 17 state-owned enterprises 
(SOEs)39 (nine of which were unlisted private limited companies40) to be divested during loan 
negotiations. Later, the Government withdrew three, then added another eight, bringing the final 
list of SOEs to 22. Of the 22, only 10 were listed companies and most had minimal Government 
shareholdings. By the time the OEM was fielded, the Privatization Commission had divested 12 
SOEs out of the 22; efforts to privatize four of the SOEs had been discontinued. It was 
unfortunate that the Government withdrew the first three SOEs and discontinued the 
privatization of the other four because they could have been easily divested through the stock 
exchanges at market prices, while significantly contributing to market capitalization. Based on 
these observations, the concerned program condition is deemed partly complied with (Appendix 
4). 
 
45. The Privatization Act 2000 urged (i) conversion of SOEs that were private companies to 
public companies in preparation for divestment, and (ii) mandatory listing of companies with a 
paid-up capital of Tk100 million. However, these policies have not been vigorously pursued. To 
substantiate the Privatization Act, the Privatization Commission drafted the privatization 
regulations supported under TA 2914-BAN. However, the relevant cabinet committee turned down 
the proposed regulations in December 2003. Consequently, the regulatory framework to govern 
privatization has not been put in place.41  
 
46. Under the Privatization Act, the Privatization Board was transformed into the 
Privatization Commission, which can independently finalize the sale of SOEs of up to 
Tk250 million. In practice, however, the Government exercises the authority to withdraw SOEs 
from the privatization list. Further, in some cases the process has been kept pending, because 
the concerned ministries requested the Privatization Commission not to sell the Government- 
owned shares of the companies. There is no legal basis for the Privatization Commission to 
select privatization candidates on its own. Consequently, therefore, the Privatization 
Commission has not become a driving force in privatization. 

 

                                                 
39 There is no specific definition of SOEs under any statute in Bangladesh. However, any enterprise being a 

corporation or limited liability company that is at least partly owned by the Government or a government agency or 
enterprise and where the management (and employees) enjoys the status of government or semi-government 
employees are generally considered to be SOEs.  

40 Private companies are those that have more than two and fewer than 50 shareholders and will not offer shares for 
public subscription. Public companies should have more than seven shareholders and may offer shares for public 
subscription. When public companies offer shares to the general public, they have to be listed on a stock 
exchange and are a “listed company”. This term means that it is a public company that has shareholders other 
than the sponsoring entrepreneurs, and that the shares are freely transferable. 

41  Subsequent to the OEM, the Privatization Commission commented that “recently, the Cabinet Committee on 
Economic Affairs has taken a decision that the line ministries would take necessary decisions to dispose of loss 
making SOEs under their respective jurisdiction considering the realities. The SOEs, which have loans and 
liabilities but do not have any operational cost including the remuneration of the workers/employees, will come 
under the purview of this decision. The ministries concerned would take steps, in consultation with the 
Privatization Commission if necessary, to either sell or deal with them through other means.” 
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7. Strengthening the Insurance Industry, Pension and Provident Funds, and 
Mutual Funds 

 
47. In compliance with the CMDP conditions, the Government relaxed the investment 
guidelines for insurance companies and pension and provident funds based on the Insurance 
(Amendment) Act and Trust (Amendment) Act 2000, respectively. 
 
48. TA 2915-BAN, attached to the CMDP, aimed to reform the insurance industry and 
pension and provident funds. At TA inception, however, the Government determined that the 
insurance-related reforms, including the reorganization of DOI as recommended under TA 
2033-BAN,42 would be excluded from the agenda of TA 2915-BAN.43 Accordingly, the TA was 
restructured to reallocate most resources to pension issues while the Ministry of Commerce 
(MOC) and DOI remained as the executing and implementing agencies, respectively.44 The 
consultants proposed new regulations concerning the provision of retirement, superannuation, 
gratuity, and provident fund benefits; estimates of future Government pension liabilities to 
Government employees; and an estimate of the cost of shifting to a fully funded system. They 
also proposed and designed the central provident fund for the formal private sector, with 
possible application to the public sector. However, MOC and DOI have not responded to most 
of these recommendations, as they had no authority over these matters.  
 
49. The SEC (Mutual Funds) Regulation 1997 was first introduced to regulate the mutual fund 
industry and open the sector to private initiatives, and then this regulation was replaced with the 
SEC Rules 2001. One private mutual fund has been floated under the regulation.45 The SEC 
Rules have not been applied to the existing mutual funds of the state-owned ICB and Bangladesh 
Shilpa Rin Sangstha (BSRS). Therefore, those funds can borrow without limit; there are no 
quantitative restrictions on investments of these funds in a particular company, group, or sector 
like the private funds; and they do not publish their net asset values or submit any report to the 
SEC or pay any fees to the SEC. A level playing field has not materialized in the mutual fund 
industry.  
 

8. Unbundling and Restructuring of the Investment Corporation of 
Bangladesh 

 
50. Section 21A of the ICB (Amendment) Act 2000 that was passed under the CMDP 
stipulates that (i) only one of the three established subsidiaries will carry out merchant banking, 
mutual fund operations, and stock brokerage; (ii) the companies must be registered under the 
Companies Act, licensed by the SEC to undertake their business, and notified by the Official 
Gazette to make the subsidiary operational; and (iii) once notified, ICB will not undertake any new 
business in these areas. The three subsidiaries—ICB Securities Trading Company, ICB Asset 

                                                 
42 Under TA 2033-BAN, amendments to the Insurance Act of 1938, the Insurance Rules of 1958, and the Insurance 

Corporation Act of 1973 were drafted. In addition, under the TA, a diagnostic review of DOI's organization 
structure, staffing, training and equipment needs, and operations was conducted, and modest practical 
improvements were proposed. 

43 In this connection, Technical Assistance Project Audit Report on Insurance Industry and Pension and Provident 
Fund Reforms in Bangladesh (footnote 23) noted “the most pressing issue facing the Government is not the need 
to liberalize and deregulate the insurance and pension fund industries or to strengthen the regulatory capabilities 
of the oversight ministries. The most pressing issue is the challenge of coping with large and mounting pension 
payment liabilities.” 

44 There is no specific regulator or legislation for pension and provident funds in Bangladesh. They are regulated 
under the Company Act 1994, Trust Act 1882, and other tax-related legislation. 

45 The draft prospectus on the second private mutual fund was submitted to SEC for consent on public float in March 
2005.  
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Management Company, and ICB Capital Management Company—were registered under the 
Companies Act 1994 and granted licenses from the SEC on 11 August 2002, 14 October 2001, 
and 16 October 2001, respectively. To date, however, the parent ICB has not completed the 
transfer of assets to the three subsidiaries.  
 
51. At the time of the second tranche release, the finance secretary gave a written 
commitment to restructure ICB and outlined the two-stage capitalization plan of ICB subsidiaries. 
Based on this assurance and incorporation of three new subsidiaries with their first stage capital, 
ADB considered the second tranche condition regarding the unbundling and restructuring of ICB 
to have been substantially complied with. However, ICB management subsequently claimed that 
they had not been consulted in the preparation of the letter of the former finance secretary. In their 
view, the ICB unbundling was carried out and they were not required to complete the second 
stage capital transfer to its subsidiaries.46 During the OEM, ICB management reiterated their view 
on the program requirement. In view of the assurance of the Government on ICB restructuring as 
the basis for second tranche release, the OEM found that the concerned program condition had 
only been partly complied with.  
 
C. Cost and Scheduling 
 
52. The program loan of SDR58.6 million ($80 million equivalent at loan approval) became 
effective on 27 January 1998. The first tranche of $39.4 million was disbursed on 13 February 
1998. The second tranche of the remaining balance was disbursed on 20 December 2000, 
1.5 years later than initially planned due to slow program implementation. The delayed 
program measures (as second tranche release conditions) concerned (i) enactment of the SEC 
(Amendment) Act 2000, Insurance (Amendment) Act 2000, Trust (Amendment) Act 2000, and 
ICB (Amendment) Act 2000; (ii) amendment to the Securities and Exchange Ordinance 1969; 
and (iii) divestment of Government shares in SOEs.  
 
53. Counterpart funds generated out of the loan were to be used by the Government to meet 
the adjustment costs in conjunction with the CMDP and other costs related to capital market 
reforms. The total adjustment cost of the program was estimated at around $130 million, 
including (i) restructuring of ICB; (ii) reduction of the tax rate for listed financial institutions; 
(iii) removal of preferential pricing on Government borrowing; (iv) institutional strengthening of the 
SEC, the Privatization Board, and DOI; (v) operationalization of the central depository system; 
and (vi) integration of the stock exchanges. The OEM could not verify how the counterpart funds 
generated out of the loan was used, as the Government did not earmark the loan for any 
particular purpose. Consequently, these agencies could not relate to the CMDP as 
beneficiaries. Some of the stakeholders felt that there was no accountability in the use of the 
counterpart funds of the loan.  
 
54. ADB expected the Government to implement 43 program measures in 1.5 years from 
the date of loan effectiveness.47 This prospect was overly optimistic considering that it was to 
take time to fulfill some of the program measures requiring legislative action. In most countries it 
takes considerable time to adopt new legislation. There are risks of delays and uncertainties 
related to tranche conditions involving legislation. From this perspective, the 43 measures could 
have been divided into two groups: those to be implemented in 1.5 years, and those to be 

                                                 
46 During the program completion mission, ADB reiterated to ICB and the Government that the intention of ICB 

restructuring was for ICB to cease carrying out merchant banking, mutual fund operations, and stock brokerage 
activities after a transition period.  

47 The Loan Agreement was less specific on this point compared with the RRP (para. 10). 
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implemented in 3 years. Perhaps, a third tranche could have been considered corresponding to 
the latter program conditions.  
 
D. Organization and Management 
 
55. SEC, DSE, and CSE played their expected roles under the CMDP, and their activities 
were closely linked with each other. In contrast, the Privatization Board, DOI, and MOC do not 
appear to have been in support of the program objective, and their activities were not 
coordinated with those of other implementing agencies of the CMDP. In this regard, the 
interagency committee organized under the CMDP was not fully functional.48  
 
56. ADB devoted considerable resources to supervising the loan and related TAs. It fielded 
14 program review missions and undertook a PCR mission in September 2002. Over the 
program period, ADB maintained adequate policy dialogue with implementing agencies covering 
key CMDP-related subjects, except privatization. ADB should have discussed more closely with 
the Privatization Board and other concerned agencies the list of 17 (later revised to 22) SOEs to 
be privatized, based on their estimated impacts on the capital market.  
 
57. One of the critical issues in the CMDP was that the policy matrix and the Loan 
Agreement did not indicate the timeline for the second tranche release. As a consequence, the 
Government did not put in the full effort necessary to implement the concerned 43 program 
measures in 1.5 years as envisaged in the RRP. The Government may have been rather 
conscious of the program period of 3 years and the less onerous time frame indicated in the 
Loan Agreement. Had the time management in program implementation been made more 
explicit, the Government might have pursued some of the program measures more 
expeditiously. 
  
58. ADB's assessment of the compliance status of the second tranche and non-tranche 
conditions at the second tranche release was appropriate except those related to (i) divestment 
of the Government's shares in SOEs, or privatization (second tranche condition); and (ii) a 
special court that was supposed to deal with securities cases (non-tranche condition). ADB 
assessed these conditions as substantially complied with. However, OEM found that (i) the first 
program requirement should have been considered as partial compliance in view of the 
marginal accomplishment, and (ii) the second program requirement should have been 
considered as noncompliance given that the Government decided not to pursue this policy 
measure.  
 
59. Including the two conditions above, ADB felt that 13 program conditions (i.e., three second 
tranche and 10 non-tranche conditions) had not been fully complied with at second tranche 
release. The OEM was of the opinion that ADB should have clarified with the Government the 
treatment of these outstanding program measures as well as the status of the first tranche 
conditions before the second tranche release. On the basis of this clarification, the second tranche 
release should have been conditional on (i) a Government assurance on follow-on actions on 
unfulfilled yet important program items such as privatization and insurance and pension reforms 
(in addition to unbundling of ICB), and (ii) ADB approval of a waiver of questionable outstanding 
program measures such as separation of dealership from brokerage operations. In this way, the 
policy enhancement role of the CMDP could have been maximized. 
 

                                                 
48 Committee meetings were held regularly only in the early stage of CMDP implementation.  
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60. By and large, the SEC appropriately managed TA 2913-BAN. However, coordination 
with DSE and CSE was inadequate (Appendix 5). Consequently, the exchanges did not identify 
themselves as the beneficiaries of this TA. The Privatization Board/Commission could not fully 
commit to and cooperate in implementing TA 2914-BAN (Appendix 6) and its recommendations. 
The inadequate and inconsistent Government commitment to the institutional strengthening of 
the Privatization Board/Commission was the primary reason for this discouraging result. The 
absence of an effective executing or implementing agency for pension policy was crucial to the 
management of TA 2915-BAN. Weak Government commitment to the pension reform added 
substantially to this difficulty. 
 

III. ACHIEVEMENT OF PROGRAM PURPOSE 
 
A. Performance Indicators 

 
61. Table 1 contains the key capital market indicators49 extracted from Appendix 7. The 
indicators suggest that (i) the pace of primary market development has been fluctuating during 
the post-CMDP period, and the market’s contribution to resource mobilization of the economy 
remains below its potential; and (ii) the secondary market remained stagnant during 1997–2003 
but it showed signs of recovery in 2004. Overall, investor confidence has not yet fully recovered. 
The ensuing paragraphs further assess these indicators and supplementary information relevant 
to the CMDP objective.  

 
Table 1: Key Capital Market Indicators 

 
Performance Indicatorsa 1993–1996 1997–2000 2001–2003 2004
  
Annual Increase in Number of 
 Listed Companies 

3–26 6–16 6–11 (11)

Number of Initial Public Offerings 3–27 5–16 9–14 3
Foreign Investment in Equity 
 Securities ($ million) 

(117.0)–105.9 (9.9)–1.2 (3.5)–1.4b —

Market Capitalization/GDP (%) 1.4–10.1 2.0–4.0 2.5–3.3 6.8
Trading Volume (Tk million) 579–30,137 17,404–40,365 17,152–40,869 53,181
Trading Volume/Market 
 Capitalization (%) 

3.2–17.9 34.4–87.0 19.6–64.1 23.6

  
Memorandum Items  
DSE Index 392–2,300 488–757 818–968 1,971
Capital Mobilized During the Year 
 (Tk million) 

984–3,477 460–5,530 2,299–8,082 878

  
— = not available, ( ) = negative.  
a In addition, the Report and Recommendation of the President identified “number and diversity at financial 

intermediaries operating in the capital market” as a performance indicator. However, the Operations Evaluation 
Mission could not obtain this data. 

b 2001–2002. The data for 2003 are not available. 
Source: Appendix 7, Table A7.1. 
 
62. The annual increase in the number of companies listed in DSE were in the range of 6–
11 during 2001–2003 compared with 3–26 during 1993–1996 and 6–16 during 1997–2000. In 
2004, however, the number decreased for the first time since 1993 as some nonperforming 
                                                 
49 In addition, the RRP identified “number of listed companies” also as a performance indicator. However, the OEM 

could not obtain these data.  
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companies were delisted. The number of initial public offerings (IPOs) was in the range of 9–14 
during 2000–2003 compared with 2–26 during 1993–1996 and 6–16 during 1997–2000, and 
there were only three IPOs in 2004. As a result, total capital mobilized through DSE in 2004 was 
the lowest recorded since 2000.  
  
63. Market capitalization (as a share of gross domestic product [GDP]) was around 2.5–
3.3% during 2001–2003 compared with 1.4–10.1% during 1993–1996 and 2.0–4.0% during 
1997–2000. In 2004, market capitalization reached 6.8%, reflecting the rise in the DSE Index 
from 968 at end-2003 to 1,971 at end-2004.50 Trading volume was significantly inflated by day 
trading, 51  which was banned in 2003, as a result of which the turnover ratio (trading 
volume/market capitalization) was reduced to 19.6% in 2003 from 49.1% in 2002, and increased 
to 23.6% in 2003. There were significant foreign investment inflows into equities in 1994 
amounting to $106 million. By the middle of 1997, however, most of the foreign portfolio 
investors had divested holdings and have not since returned.  
 
64. Since 1992, the Bangladesh economy has grown by 4–6% annually. There has also 
been financial deepening with steady growth of M2 as a share of GDP from 23.9% in 1992 to 
29.7% in 1997 and to 40.3% in 2003. 52 However, the capital market lagged behind and its 
contribution to the economy remains below its potential. Evidently, a lot of work is still needed to 
develop Bangladesh’s capital market. 
 
65. Under the CMDP, the capital market trading system was automated in 1998 and a 
central depository started operations in 2004, providing a clear audit trail on market 
transactions. These were the major outputs of the CMDP, contributing to reduction of fraudulent 
market activities as confirmed by the SEC. However, it will take some time for these 
achievements to result in the recovery of investor confidence.  
 
B. Program Outcomes  
 

1. Perception of Program Measures and Consequences 
 
66. Most stakeholders interviewed by the OEM felt that the rule-making power of the SEC 
under 2CC of the Securities and Exchange Ordinance is excessive and that the SEC does not 
have sufficient expertise in crucial areas, i.e., legal, finance, and accounting, to properly 
exercise its power to create a market-friendly regulatory environment. For instance, the 
management of DSE felt that broker dealer margin rules, market maker rules, and mutual fund 
rules are inappropriate, hindering market development.53  
 
67. The enactment of the SEC (Amendment) Act 2000 was to be the key milestone in the 
transition to a system based on full and fair disclosure from merit regulation. It was expected that 
this transition would expedite the IPO process. However, several stakeholders interviewed by the 
OEM claimed that the SEC often failed to meet deadlines on granting consent on prospectuses. 

                                                 
50 The DSE Index rose in the second half of 2004 (after the OEM). Reportedly, this stemmed partly from a recovery 

in the share prices of major recapitalized banks, offering attractive stock dividends.  
51 A reputable market participant that the OEM talked with noted that it was generally believed that the total turnover 

had been inflated by 80% due to day trading.  
52 International Monetary Fund. 2004. International Financial Statistics Yearbook. Washington, D.C.  
53 In the Market Maker Rules, the requirement for high fees to the SEC and statutory publication of quotes in the 

press makes it cost ineffective, hindering emergence of market makers in recent years. The key issue in the 
Mutual Fund Rules is their nonapplicability to the existing mutual funds of the state-owned ICB and the 
Bangladesh Shilpa Rin Sangstha, causing the unlevel playing field (para. 49). 



 16 

They also claimed that in many cases, IPOs in the pipeline were released all at the same time 
when the validity of audited accounts was about to expire. Refuting such claims, the SEC 
commented that “the allegations of not maintaining deadlines by SEC in granting consent to 
prospectus and IPO are totally unfounded. The issuers and the issue managers, among others, 
fail to timely file proper information and documents with SEC.54 On its part, SEC follows the 
deadlines prescribed under relevant rules.” The OEM could not ascertain the reason for the 
contrasting perceptions between the SEC and the stakeholders cited. However, what is clear is 
that a disclosure-based system is not fully functional as yet. The OEM considered that more 
enhanced and transparent communications between regulators and market participants would be 
necessary for the disclosure-based system to function more effectively. 
 
68. Under Section 2A of the SEC (Amendment) Act 2000, the SEC no longer has the power 
to fix the prices of new issues. However, most merchant banks are reportedly not capable of 
performing some expected functions, including the pricing of shares and the use of firm 
commitment underwriting. On its part, the SEC does not allow issues at a discount,55 and 
requires proof of asset backing to approve issues at a premium. In this way, the SEC continues 
to affect the pricing of shares at IPO. In the circumstance, both a green-field company with no 
track record and a mature company could be priced (and reportedly are being priced) at par. 
Stakeholders met by the OEM commented that this pricing practice discouraged quality 
companies with a good earning history from going public.  
 
69. The current level of compensation is insufficient to attract competent private sector 
professionals as full-time SEC board members. Some stakeholders suggested that the SEC 
should revert to the old scheme, with two part-time independent members, making it easier to 
recruit members from the private sector on a contractual basis. The OEM felt that inclusion of 
one or two external part-time members in the SEC board would deserve consideration.  
 
70. There are opinions from capital market practitioners that the strict segregation among 
brokers, dealers, and merchant bankers is impeding capital formation and reducing market 
liquidity. They feel that such segregation hinders market intermediaries from developing their 
capacity in offering firm commitment underwriting, due diligence, and proper advice in the 
pricing of issues. Strict segmentation is not possible without a critical mass of business to 
support the provision of such services. Also, if a broker-dealer must choose one function, given 
the characteristics of the Bangladesh market, firms have chosen to withdraw from the dealer 
business. This negatively affects the depth and liquidity of the capital market. In the past, 
brokers performed the function of underwriter and that valuable capacity has been lost due to 
segregation. The market practitioners' view is supported by the fact that the segmentation has 
not induced a sufficient number of entrants in the securities industry. The current leadership at 
the SEC also appears to be inclined to this view. 
 
71. The SEC eliminated the rule requiring compulsory dual listing in compliance with the 
CMDP, as this rule was considered anticompetitive and costly to issuers. However, the withdrawal 
is viewed by CSE as a business loss for them as most issuers avoid strict adherence to rules and 

                                                 
54 The OEM noted that the SEC has a draft internal checklist for prospectus approval but that has not been made 

public nor has it been provided to issuers and issue managers for compliance. On this matter, the SEC 
commented to the OEM in July 2004 that “the Public Issue Rules and the Merchant Bankers Rules contain in 
detail the requirements, which SEC has consolidated in the form of an internal checklist. The checklist is being 
distributed to all merchant bankers.”  

55 A company cannot issue shares at a discount. To do so would be a violation of Section 153 of the Company Act 
1994, which requires (i) a resolution of a general meeting and a sanctioning of the same by the court, and (ii) a 
maximum rate of discount not exceeding 10% in any case in which shares are to be issued.  
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regulations by CSE. The strict continuous listing compliance of CSE encourages issuers to shop 
around and bargain. Therefore, CSE views that instead of creating competition, this CMDP 
condition has compromised quality. The OEM believed that the SEC should ensure that 
standardized rules be properly implemented to avoid any regulatory arbitrage between two 
exchanges. This issue should have been discussed at the advisory committee during CMDP 
implementation.56  
 
72. Despite the progress in adopting IAS, stakeholders interviewed by the OEM did not 
notice any particular improvement in investors’ confidence in listed companies’ financial 
statements. They pointed out that most listed companies did not have a qualified chief financial 
officer, or other officers with a qualification in chartered accountancy. Accordingly, the entire 
burden of IAS compliance falls on external accountants and/or independent auditing firms. A 
dearth of quality accountants and auditors that are fully capable of understanding and enforcing 
standards contributes to questionable financial statements of many listed companies. Other 
contributing factors include weak corporate governance and fraudulent business practices. 
 
 2. Strengthen Market Regulation and Supervision 
 
73. The main focus of this component was to improve the regulatory and supervisory 
function of the SEC. This was to be achieved through (i) SEC’s empowerment (by strengthening 
its legal status as an independent and autonomous regulatory institution); (ii) the introduction of 
a surveillance system; and (iii) governance and management reforms, and organizational 
expansion. The achievements of the first and second items have been noteworthy. The SEC 
chairman has confirmed that the SEC has been strengthened to the point that market failure 
such as the one that occurred in 1996 could be avoided. However, progress in the third item has 
been rather slow. The SEC continues to (i) be highly constrained by the inadequate number of 
qualified accountants and legal experts, (ii) be lacking in private sector representation on its 
board, and (iii) have an inactive Advisory Committee. Overall, the achievement of this 
component was partly satisfactory. 
 
 3. Develop Capital Market Infrastructure  
 
74. The key elements of this component were to (i) enhance the accountability of DSE 
and CSE; (ii) regulate brokers, dealers, merchant banks, and other market participants; and 
(iii) upgrade the accounting and auditing standards. The first item was significantly achieved 
through (i) inclusion of external directors on the board, (ii) strengthening of the SEC's audit 
and inspection, and (iii) establishment of the investor protection fund. The achievement of 
the second item has been mixed as many rules adopted under the CMDP have been kept in 
abeyance or not strictly enforced. Moreover, the envisaged segregation of dealers, brokers, 
and merchant banks has not been conducive to market development. Notwithstanding the 
progress in adopting IAS as well as the tightened disclosure requirements for listed 
companies, market confidence in financial statements remains low, partly due to the lack of 
qualified accountants and auditors. Accordingly, the achievement of the third agenda is 
considered marginal. Overall, the OEM assessed the achievement of this component as 
partly satisfactory. 
  

                                                 
56 South Asia Department, Governance, Finance, and Trade Division commented that integration of the two 

exchanges subsequent to their demutualization would be a subject under ADB. 2003. Technical Assistance to the 
Financial Markets Governance Program in Bangladesh. Manila (TA 4246-BAN, for $550,000, approved on 12 
December 2003).  
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 4. Modernize Capital Market Support Facilities 
  
75. The key elements of this component, i.e., a central depository system and automated 
trading systems in DSE and CSE, were successfully implemented. An automated central 
depository system is important for preventing or reducing the potential for systemic risk and 
facilitating the efficient transfer of ownership in securities. The eventual elimination of share 
certificates will reduce transaction costs to securities market intermediaries and increase 
protection to investors, provided that proper safeguards are in place such as reserve funds and 
proper audit and internal controls to provide fail-safe accounting for the transfer and record of 
ownership of scripless securities. Also, the stock exchanges largely absorbed trading previously 
conducted through the kerb market by automating the systems. Overall, the OEM assessed the 
accomplishment of this component as satisfactory. 
 
 5. Increase Limited Supply of Securities in the Capital Market 
 
76. The key elements of this component were the (i) reduction of the corporate tax rate for 
listed financial institutions; (ii) transition from merit regulation to a system based on full and fair 
disclosure, and introduction of market-based pricing of shares at IPOs; and (iii) divestment of 
Government shares in SOEs. The first item was not achieved as the concerned program 
measure was subsequently reversed. The second item was not fully achieved due to the 
remaining deficiencies in financial statements and corporate governance practice as well as the 
weak capacity of merchant banks. The third item too was not achieved due to the slow progress 
in implementing the concerned program measures. Overall, the achievement of this component 
was unsatisfactory.  
 

6. Develop Institutional Sources of Medium- to Long-Term Funds to Raise 
Demand for Securities 

 
77. The key elements of this component were to (i) strengthen the insurance industry, and 
pension and provident funds; (ii) develop private sector mutual funds; and (iii) unbundle and 
restructure ICB. Very little was done on the first item. The limited achievements in the second 
and third items are closely linked, hindering the development of a level playing field as 
envisaged under the CMDP. Overall, the achievement of this component was unsatisfactory. 
 
C. Sustainability 
 
78. As discussed above, key accomplishments of the CMDP include (i) enhanced SEC 
oversight of stock exchanges and their members, (ii) introduction of SEC Automation System, 
(iii) enhanced accountability and safeguard devices in the stock exchanges, (iv) introduction of 
automated trading system in the stock exchanges, and (v) establishment of the CDBL. These 
achievements can be considered generally irreversible. They contribute to the improved market 
surveillance and governance and have reduced the possibility of any irregular activities on the 
scale witnessed in 1996.  
 
79. Notwithstanding these achievements, the OEM has reservations on the sustainability of 
the program outcome in the area of capital market regulation and supervision. Stakeholders, 
including stock exchanges, generally feel that the SEC does not have sufficient expertise to 
exercise broad rule-making power to create a market-friendly regulatory environment. The SEC 
can respond to this criticism in two ways. First, it can more vigorously consult with investors, 
security market intermediaries, the stock exchanges, as well as professionals with expertise in 
the field of law, accounting, and finance when making new rules. Second, it can pursue greater 
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budget autonomy including full self-funding to attract highly qualified staff either on a full-time or 
part-time basis. In these ways, the SEC could secure stakeholders’ support on the CMDP 
outcomes in the regulatory domain.  
 
D. Technical Assistance 
 
80. TA 2913-BAN assisted the SEC in implementing the program measures, and contributed 
to its capacity building. However, its contribution to the stock exchanges and other market 
intermediaries was marginal. Thus the OEM rated TA 2913-BAN partly successful (Appendix 5). 
TA 2914-BAN assisted the Privatization Commission in complying with program conditions and 
delivered quality outputs. However, the Privatization Commission failed to utilize the large part 
of the TA outputs and thus was not strengthened. Accordingly, the OEM rated TA 2914-BAN 
unsuccessful (Appendix 6). TA 2915-BAN contributed little to the CMDP for the following 
reasons. First, the Government decided to exclude insurance-related reforms from the TA 
agenda in the early stage of implementation. Second, there was (and is) no specific agency 
responsible for pension and provident funds, so hindering the implementation of TA 
recommendations. Based on these observations, the OEM confirmed the TA performance audit 
report’s unsuccessful rating (footnote 23). 
 

IV. ACHIEVEMENT OF OTHER DEVELOPMENT IMPACTS 
 
A. Organizational Impact 
 
81. The CMDP, in conjunction with TA 2913-BAN, contributed to building the capacity of the 
SEC especially in the areas of (i) market surveillance, and (ii) audit and inspection of stock 
exchanges and their member brokers. The CMDP also urged DSE to (i) invite non-brokers to its 
board, (ii) introduce the automated trading system, and (iii) establish its investor protection fund. 
CSE did these rather independently from the CMDP. Neither DSE nor CSE acknowledges the 
contributions of the CMDP and TA 2913-BAN to their capacity building. The OEM found the 
CMDP, in conjunction with TA 2914-BAN and TA 2915-BAN, to have fallen short of expected 
outputs on account of its marginal contributions to the organizational development of the 
Privatization Commission and DOI. 
 
B. Socioeconomic Impact 
 
82. Due to insufficient participation of stakeholders in program formulation, quite a number 
of those interviewed by the OEM remembered the CMDP measures as “ADB requirements,” 
distinguishing them from other reform measures. The excessively large number of program 
conditions might not be conducive to enhancing the ownership of reforms. Given the lackluster 
performance of the stock markets since 1996, the CMDP’s contribution to job creation in capital 
market-related businesses was marginal. Like many other countries, privatization has been a 
socially sensitive issue in Bangladesh because of concerns over job losses. Reportedly, there 
was no mass retrenchment associated with the Government’s divestiture of 12 SOEs under the 
CMDP. However, all things considered, there was little progress in this area under the CMDP.  
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V. OVERALL ASSESSMENT 
 
A. Relevance 
 
83. The OEM assessed the CMDP as partly relevant. The program objective was consistent 
with the Government’s strategy over the years, and its comprehensiveness in scope can be 
justified. Yet such a comprehensive program was feasible only if it was an integral part of a 
Government-owned long-term development strategy, or road map, linking reforms of the 
relevant subsectors, such as insurance and pension reforms and privatization. The program 
implementing agencies relevant to these subsectors, namely DOI and the Privatization 
Board/Commission, did not actively support the program objective. The CMDP’s emphasis on 
regulation, surveillance, and inspection is understandable considering the Government’s desire 
to restore investor confidence in the aftermath of the stock market crash of 1996. However, this 
does not justify the inadequate consultation with stakeholders during program formulation. 
Weaknesses of the policy matrix concerning accounting and auditing as well as privatization 
were partly attributed to inappropriate diagnosis at appraisal. The excessive number of program 
conditions was not conducive to stakeholder ownership of reforms.  
 
B. Efficacy 
 
84. The OEM assessed the CMDP as partly efficacious. The weak prioritization as well as 
the lack of timelines for the second tranche release reflected deficiencies in program design. 
The OEM had some reservations on the program measures related to (i) composition of the 
SEC’s board members; (ii) separation of dealership from brokerage operations; and 
(iii) segregation of merchant banking, portfolio management, and stock brokerage operations. 
The program implementation performance was partly satisfactory considering that the OEM 
confirmed full compliance of 62 of the total 95 CMDP policy conditions. The OEM did not fully 
support ADB's interpretation of progress that led to the decision on the second tranche release. 
The commitment of the Government as well as the capacity of the concerned implementing 
agencies were weak for the components to Increase Limited Supply of Securities and Develop 
Institutional Sources of Medium- to Long-Term Funds. 
 
85. The OEM assessed the achievements of the key program components as follows: 
(i) Strengthen Market Regulation and Supervision, and Develop Capital Market Infrastructure 
components were partly satisfactory; (ii) the Modernize Capital Market Support Facilities 
component was satisfactory; and (iii) the Increase Limited Supply of Securities, and Develop 
Institutional Sources of Medium- to Long-Term Funds components were unsatisfactory. The 
third item precluded the capital market from fully benefiting from the other two. The performance 
indicators suggest marginal achievement in the program objective, and the role that the capital 
market plays in the financial market remains below potential. Effective transition from merit 
regulation to a system based on full disclosure remains a far-reaching element in establishing a 
fair and transparent primary market. Notwithstanding the progress in adopting IAS as well as 
the tightened disclosure requirements for listed companies, market confidence in financial 
statements remains low, partly due to the lack of qualified accountants and auditors. 

 
C. Efficiency 
 
86. As the CDBL started operations in 2004, secondary market transactions are expected to 
become more efficient. Moreover, the automated trading and surveillance systems introduced 
under the CMDP have been providing a clear audit trail on market transactions, contributing to 
reducing fraudulent market activities. Overall, however, the OEM assessed the CMDP as less 
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efficient because: (i) the activities of the Privatization Board, DOI, and MOC were not 
coordinated with the SEC and the stock exchanges, hence complementarity between program 
components was less than expected; and (ii) the performance measures indicate that the capital 
market has not developed as expected.  
 
D. Sustainability 
 
87. The OEM assessed sustainability of the CMDP as likely on the basis of the assessment 
presented in para. 78. 
 
E. Institutional Development and Other Impacts  
 
88. The OEM assessed the overall impact57 of the CMDP as moderate given that its impact 
on the SEC was significant, and its impact on DSE, CSE, Privatization Board, and DOI was less 
than expected.  
 
F. Overall Program Rating58 
 
89. On the basis of the above, the overall rating of the CMDP is partly successful.59  
 
G. Assessment of ADB and Borrower Performance  
 
90. The SEC, DSE, and CSE performed their expected roles under the CMDP, and their 
activities were closely linked with each other. In contrast, the Privatization Board, DOI, and 
MOC did not actively support the program, and their activities were not adequately coordinated 
with MOF and the implementing agencies of the CMDP. The interagency committee organized 
under the CMDP was not fully functional. Subsequent to program completion, the Government 
(i) reversed the program measure on corporate tax rates for listed financial institutions, (ii) has 
not finalized the consolidated SEC Act, (iii) has not approved the Privatization Regulations 
drafted by the Privatization Commission, (iv) suspended the divestment of its shares in SOEs in 
the agreed list, and (v) did not pursue its commitment on ICB asset transfer to subsidiaries. 
Therefore, the OEM assessed the performance of the borrower as less than satisfactory. The 
lack of actions in the foregoing areas was a major constraint faced by the CMDP. 
 
91. ADB’s performance in CMDP formulation and implementation was generally appropriate. 
Significant effort was made to supervise the implementation of the CMDP. However, ADB’s 
performance fell short of expectations with respect to the three important matters: (i) the 
monitoring of the first tranche program measures was not effective, (ii) the disbursement 
decision of the second tranche was questionable, and (iii) the treatment of some of the 
unfulfilled program measures at second tranche release was inappropriate (para. 59). For these 
reasons, the OEM assessed ADB’s performance as partly satisfactory. 
 
                                                 
57 Given that the institutional development was the key thrust of the CMDP, the assessment was narrowly based on 

its organizational impact. 
58 The rating in this PPAR draws on the material included in the “Addendum: Good Practices for the Evaluation of 

Policy-Based Lending” (December 2004) prepared by the Multilateral Development Bank Evaluation Cooperation 
Group.   

59 The Country Assistance Program Evaluation (CAPE) found the CMDP irrelevant and its design inappropriate. The 
OEM did not fully support this finding on the basis of its positive assessments of the (i) program objective and 
scope, including the emphasis on market regulation and surveillance; and (ii) significance of most program 
measures as well as the achievement of the Capital Market Support Facility component. The CDBL, one of the key 
program outputs, became functional after the circulation of the CAPE.  
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VI. ISSUES, LESSONS, AND FOLLOW-UP ACTIONS 
 
A. Key Issues for the Future 
 
92. The foundation for any regulatory regime relying on the principle of full and fair 
disclosure to investors rests on the quality of financial statements and the reliability of 
independent audit. Such requirements will only be effective if they are complemented by sound 
corporate governance practices and proper oversight of the accounting and audit profession. In 
Bangladesh, deficiencies remain in these areas. Under the CMDP, the SEC made it mandatory 
for all financial statements filed with the SEC to be in accordance with the applicable IAS as 
implemented by ICAB. However, the SEC believes that for full compliance it will be necessary 
for ICAB to provide extensive training to its members. ICAB believes that it will also be 
necessary to revise the fee structure for auditors to improve the quality of the audits of public 
companies. The OEM identified the need to strengthen the oversight function of the accounting 
and audit profession. With the support of the World Bank, a plan is under consideration to 
establish an Accounting Standards and Audit Oversight Board. The OEM supported this 
initiative. 
 
93. To avoid conflicts of interest, some countries have required that functions of broker, 
dealer, and underwriter be separated, while others have allowed universal banking or financial 
conglomerates to provide a wide array of banking, capital market, and other financial services. 
The choice of market structure for securities market intermediaries should reflect both the needs 
of the capital market and the ability of securities market intermediaries to manage and control 
risk. In the case of Bangladesh, market practitioners and the regulator feel that the size of the 
market and capacity to provide the functions of broker, dealer, and underwriter are too small to 
require the separation of these important economic functions. In the past, brokers performed the 
function of underwriter. Valuable capacity has been lost in requiring that merchant banks not act 
in the capacity of brokers and that brokers not act in the capacity of underwriter. From this 
standpoint, the costs and benefits of regulation requiring strict segregation of market 
intermediaries need to be reexamined. 
 
94. One possible solution to the perceived excessive powers granted to the SEC under 
Section 2CC would be to provide for a Regulatory Appeals Tribunal, independent of the SEC. Its 
main function would be to hear cases of appeal when a regulated entity has been fined or 
sanctioned by the SEC, or in the event that the regulator has prescribed unreasonable 
conditions in giving its consent to a public offering of securities under Section 2CC. Such a 
tribunal could also adjudicate cases when a regulated entity or issuer believes that the SEC has 
exceeded its rule-making power. The findings of the tribunal would be final with only limited right 
of appeal to the regular courts. Such a regulatory tribunal might be patterned after the one 
established in the United Kingdom under the Financial Services and Markets Act 2000, or the 
Administrative Law Judges attached to the United States Securities and Exchange Commission. 
This tribunal would be consistent with the concept of a “special court,” which was intended but 
not implemented under the CMDP.  
 
95. The income tax regime in Bangladesh has an inherent anticorporate bias. While the 
minimum income tax rate for companies is 30%, the highest individual tax rate is 25%. 
Therefore, many trade, business, and industrial enterprises prefer to remain proprietary or 
partnership concerns. The corporate tax regime is also biased in favor of dividends declared by 
a company. In such a situation, reinvestment of profits by a company is being discouraged. This 
bias needs to be addressed in a way that does not unduly reduce Government revenues. 
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B. Lessons Identified 
 
96. To establish a market-friendly regulatory framework, the oversight institution (as well as 
ADB) should consider both benefits and costs associated with market rules and regulations, 
based on broad and in-depth consultation with stakeholders. The mandatory segregation of 
financial intermediaries pursued under the CMDP reaffirmed the importance of consultation as a 
consideration in formulating recommendations. The size, depth, and liquidity of the market; 
capacity of market intermediaries; quality of financial statements; and soundness of corporate 
governance practices as well as other countries' experiences may constitute key elements for 
consideration.  
 
97. The OEM considered that a comprehensive reform program, such as the CMDP, could  
be feasible only if it were an integral part of a government-owned long-term development 
strategy, or road map, linking the reforms of all concerned subsectors over time. To support 
such a long-term effort of a government, ADB needs to realistically prioritize reform measures 
and set their timelines while considering the capacity of implementing agencies. The number of 
program measures should be limited so that ADB can monitor compliance with them throughout 
the program. Flexibility during implementation in adjusting agreed reform measures, on the 
basis of immediate program outputs and outcomes as well as external factors, would be also 
needed. For this type of support, a program cluster approach,60 rather than a conventional 
program loan, may be a more appropriate modality.  
 
98. The counterpart funds of the CMDP were not earmarked in the Loan Agreement. ADB, 
for its part, did not closely monitor the actual program cost and did not pay sufficient attention to 
funding constraints that the implementing agencies faced. Consequently, some of the 
stakeholders felt that there was no accountability in the use of the counterpart funds of the loan. 
When a reform is associated with a definite and significant amount of investment, a sector 
development program may be more appropriate than a program loan. To support institutional 
capacity building, a TA or TA loan in some cases could be just as appropriate as a program 
lending intervention.  
 
99. Despite the substantial support from ADB since 1993, the effective institutional 
frameworks to govern insurance and pension reforms are not yet in place in Bangladesh. This 
reflects the challenging nature of the task, its long-term nature, and a weak commitment to some 
of these reforms by the Government. Considering this track record, ADB's future assistance in 
these areas should be conditional upon major progress in reforms rather than an ex ante 
agreement.  
 
C. Follow-Up Actions 
 
100. It is recommended that the Government finalize the following as envisaged under the 
CMDP: (i) consolidation of the SEC-related legislation (by end-2006); (ii) privatization 
regulations (by end-June 2006); and (iii) transfer of ICB assets to its subsidiaries (by end-June 
2006). It is also recommended that the SEC (i) reactivate the Advisory Committee, and discuss 
the solution to expedite the approval process of initial public offerings in the Committee (by end-

                                                 
60 ADB introduced the program cluster approach effective 1 January 2000, as an extension of the program lending 

modality to enhance flexibility and extend the time frame (4–7 years) for program implementation (Corrigendum 
to Document R210-99: Review of ADB’s Program Lending Policies, submitted on 2 December 1999 for Board 
consideration). 
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2005), and (ii) fully apply SEC rules 2001 to the mutual funds managed by ICB and BSRS (by 
end-June 2006).  
 
101. The ADB country strategy and program in Bangladesh of 200361 included a follow-on 
program to the CMDP, namely a Financial Market Governance Program, as a pipeline loan for 
2004. However, the country strategy and program of 200462 deferred this loan to 2005 while 
changing its modality from a program loan to a TA loan and reducing the loan amount from 
$100 million to $5 million. This reflects ADB's prudent approach, consistent with the Country 
Assistance Program Evaluation finding, given the slow progress of the financial market reforms 
in Bangladesh. The OEM supported this approach. ADB should continue to monitor the 
progress of financial market governance in conjunction with the proposed TA loan from 2005, 
and should maintain the policy dialogue with the Government in considering larger-scale 
support in this area, possibly through a cluster program when the conditions are right.  
 

                                                 
61 ADB. 2003. Country Strategy and Program Update (2004–2006): Bangladesh. Manila.  
62 ADB. 2004. Country Strategy and Program Update (2005–2006): Bangladesh. Manila 
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STATUS OF PROGRAM MEASURES TO BE TAKEN  
PRIOR TO FIRST TRANCHE RELEASE 

LOAN 1580-BAN(SF): CAPITAL MARKET DEVELOPMENT PROGRAM 
 

Policy Actions Per Operations Evaluation Mission 
    
A. Strengthen market regulation and supervision 

 A.1 Government to approve proposed expanded 
SEC organization plan.a 

Complied with. 

 A.2 SEC to fill up key positions, particularly those 
pertaining to market monitoring and surveillance 
with the requisite legal, accounting, and audit 
background.a 

Partly complied with. Currently, 71 of the 88 
professional posts are filled. SEC does not have 
enough accountants, financial analysts, and legal 
experts. 

 A.3 Explore ways to augment compensation of the 
SEC staff to attract competent personnel; report 
to be prepared and submitted to ADB. 

Complied with. Report prepared by consultant but 
recommendation not implemented. 

 A.4 Activate Advisory Committee with adequate 
representatives from the private sector with the 
relevant background and reputation.a  

Not complied with. Advisory Committee formed 
initially but has been inactive since late 1999. The 
immediate past chairman never called a meeting 
during the past 3 years of his tenure. 

 A.5 SEC to establish Complaints Desk to deal 
directly with investors’ grievances.a 

 

Complied with. SEC has a complaint box. The 
complaining is attended to immediately by the 
concerned department. There is also a separate 
department at SEC that deals with the complaint in 
addition to the monitoring and supervision of 
markets and intermediaries. 

 A.6 SEC to reimpose license renewal requirement 
for all brokers and dealers.a  

Complied with. 

 A.7 SEC to adopt Sanction Guidelines.a Complied with. 

 A.8 SEC to exercise authority over the content of 
prospectuses.a 

Complied with. 

 A.9 SEC to adopt regulation stipulating that 
purchases and sale of securities or assets 
between an underwriter or lead manager where 
the lead manager owns more than 25% of the 
asset management company managing the 
mutual fund or the mutual fund itself or has 
interlocking management, will be subject to the 
prior written approval of a majority of the fund 
holders of each fund concerned.a 

Partly complied with. It is not applicable for state-
owned enterprises like ICB and BSRS managing 
mutual funds and also underwriting issues by 
themselves or by their wholly owned subsidiaries. 

 A.10 Empower SEC to impose monetary fines and 
other appropriate sanctions for various forms of 
misconduct in addition to the authority to 
suspend and cancel the certificates of 
registration of erring parties engaged in 
securities business and establish appropriate 
levels of fines and penalties.a 

Complied with. 

B. Develop capital market infrastructure 

 B.11 Require all listed companies to comply with 
International Accounting Standards, as adopted 
by the Institute of Chartered Accountants of 
Bangladesh.a  

Complied with. 
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Policy Actions Per Operations Evaluation Mission 
    
 B.12 SEC to accredit accounting firms allowed to 

certify financial statements of listed companies 
on the basis of clear and transparent criteria.a 

Partly complied with. SEC has not accredited 
accounting firms. However, SEC prepared 
objective standards for audit of listed companies. 
SEC has made it mandatory for audit firms for 
listed companies to be partnerships with a 
minimum of 7 years of experience. Some ICAB 
members challenged this in court but the court 
verdict was in favor of SEC.  

 B.13 SEC to adopt Corporate Disclosure Policy and 
Guidelines.a 

Complied with. 

 B.14 Review capital base of member-brokers of the 
stock exchanges with a view to introducing 
capital adequacy norms; report o be submitted 
to ADB.a  

Complied with. 

 B.15 Increase membership of the stock exchanges.a OEM could not verify the basis for ADB’s 
acknowledgement that this program condition was 
met at the first tranche release. Reportedly, the 
total number of DSE and CSE active members has 
not increased since the approval of the CMDP.     

 B.16 SEC to require stock exchanges to adopt 
Continuing Listing Rules.  

Complied with. 

 B.17 SEC to adopt and implement Guidelines for 
Brokers, Dealers and Sub-Brokers Inspections.a 

Complied with. 

 B.18 Recruit a full-time chief executive officer who is 
not a member-broker with adequate authority to 
run exchange operations.a 

Complied with. 

 B.19 Require stock exchanges to adopt Business 
Conduct Regulations.a 

Complied with. 

 B.20 SEC to require stock exchanges form an 
Arbitration and Disciplinary Committee to hear 
complaints against their members, and to 
impose appropriate sanctions, composed of a 
majority of non-brokers.a 

Complied with. 

 B.21 Require all persons authorized to deal in 
securities to disclose on a regular basis all 
personal transactions in securities to an 
appointed compliance officer within each 
institution who will be held accountable for 
ensuring that proper records are kept for review 
by the authorities.a 

Partly complied with. Provision introduced but laxity 
remains. 

 B.22 SEC to commence audit and inspection of the 
stock exchanges and members-brokers of the 
stock exchanges.a 

Complied with. 

 B.23 Take steps to organize the Investors Protection 
Fund to be implemented by the stock 
exchanges. 

Complied with. 

 B.24 SEC to discourage share transactions in listed 
securities outside the stock exchange by 
requiring prior registration of all securities 
dealers, brokers, sub-brokers, salesmen, etc, or 
any person engaging in any form of 
intermediation concerning sales and distribution, 
with appropriate sanctions.a 

Complied with. 
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Policy Actions Per Operations Evaluation Mission 
    
 B.25 Adopt regulation that stipulates that minimum 

margins must be kept for all accounts at all 
times based on automatic margin calls for 
accounts whose margin cover falls below the 
required minimum.a 

Complied with. 

 B.26 

 

Require that all orders to buy and sell are time-
stamped at the time of receipt and immediately 
after execution with copies of the time-stamped 
contracts to be kept by each concerned 
stockbroker on file and by the exchange 
available for inspection by the authorities with 
appropriate penalties for noncompliance.a 

Complied with. 

 B.27 SEC to regulate block or bulk offers of securities 
for sale.a 

Complied with. 

 B.28 SEC and stock exchanges to conduct 
educational and promotional campaigns to raise 
awareness and interest of investors, highlight 
risks in dealing in unauthorized markets and 
with unlicensed securities brokers/dealers, and 
help increase listing on the formal exchange. 

Complied with. 

 B.29 

 

Conduct study on integration of operations of 
the existing stock exchanges to improve 
institutional efficiency and define requirements 
of a role-model exchange that best meets 
national requirements. 

OEM could not verify if the study had been 
conducted. 

C. Modernize capital market support facilities 

 C.30 Activate CDS Committee. Complied with. 

 C.31 Commence implementation of technical 
assistance to prepare feasibility study of for the 
CDS. 

Complied with. 

D. Increase limited supply of securities in the capital market 

 D.32 Reduce corporate tax rate of 45% applicable to 
listed banks, insurance companies, financial 
institutions and nonresident companies to 40%.a 

Not complied with. Initially, the tax rate for banks, 
insurance companies, and financial institutions was 
reduced to comply with the tranche condition, but it 
was subsequently reversed. 

 D.33 Require the public offering of securities to be 
underwritten or managed by accredited and 
licensed merchant banks and other institutions 
which may be permitted to engage in these 
activities.a 

Complied with. 

 

 D.34 Adopt Guidelines on Sanction of Capital.a Complied with. 

 D.35 Adopt Guidelines on Approval of Prospectus.a Complied with. 

 D.36 SEC to specify and adhere strictly to a deadline 
for vetting of prospectuses of new issues.a 

 

OEM could not ascertain if this condition had been 
met. Some stakeholders interviewed by OEM 
claimed that SEC often failed to meet deadlines on 
granting consent on prospectus. In contrast, SEC 
argued that issuers and issue managers often 
failed to file proper information and documents with 
SEC on time, causing the delay in the approval 
process on prospectuses.   
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Policy Actions Per Operations Evaluation Mission 
    
 D.37 Except for 10% allocated to overseas 

Bangladeshis, remove allocation quotas for 
initial public offerings including preemptive rights 
of mutual funds managed by ICB.a 

Complied with. 

 

 D.38 Conduct study on the establishment of discount 
houses or a network of primary dealers to 
develop the secondary market Government 
securities. 

OEM could not verify if this study had been 
conducted. 

E. Develop institutional sources of capital to improve demand for securities 

 E.39 Strengthen DOI to regulate and supervise 
operation of insurance industry. 

 

Not complied with.  The Government has not 
finalized the reorganization plan of DOI as yet.  
OEM could not verify the basis for ADB’s 
acknowledgement that this condition had been 
met.  

 E.40 Redefine objectives of DOI to meet the 
requirements of a private sector-oriented 
environment and to reflect changes necessary 
in its functions. 

Not complied with. DOI's objective has not been 
redefined. OEM could not verify the basis for 
ADB’s acknowledgement that this condition had 
been met. 

 E.41 Prepare organizational plan for DOI based on 
redefined objectives. 

Complied with. 

 E.42 Prepare operational plan for DOI. Complied with. 

 E.43 Promulgate Mutual Fund Regulations allowing 
entry by private sector institutions into domestic 
mutual fund operations.a 

Complied with. 

 E.44 Obtain National Board of Revenue approval in 
principle that income from regular operations of 
mutual funds will not be subjected to double 
taxation. 

Complied with. 

 E.45 Grant licenses to operate to private merchant 
banks.a 

Complied with. 

 E.46 ICB’s securities operations to be brought within 
the ambit of SEC regulations. 

Partly complied with. The operations of the newly 
created wholly owned subsidiaries of ICB have 
been brought under SEC regulations but the 
securities and capital market operation of the 
parent company, including management of mutual 
and unit funds has not been brought within the 
ambit of SEC regulations. 

 E.47 Eliminate ICB access to concessional loans and 
guarantees and ICB to pay market rates of 
interest on its loans.a 

Complied with. 

 

 E.48 Terminate all Government lending and 
guarantees to ICB; no renewal of any existing 
Government loan or guarantee will be made.a 

Complied with. 

 E.49 Conduct full external audit and prepare financial 
statements of ICB in accordance with 
consultants’ recommendations under TA 2045-
BAN: Audit, Valuation and Study of 
Restructuring Options for ICB. 

Complied with. 

 E.50 Remove tax exemption privileges of ICB, 
including from the corporate income tax.a 

Complied with. 
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Policy Actions Per Operations Evaluation Mission 
    
 E.51 Discontinue practice of bridge financing in 

advance of public issues; such bridge financing 
to be treated as loans and appropriate 
provisions made.a 

Complied with. 

F. Strengthen policy coordination over matters affecting or likely to affect the capital market 

 F.52 Set up Committee composed of the Secretary of 
the Ministry of Finance, Governor of Bangladesh 
Bank, and Chairman of the SEC and Chairman 
of the National Board of Revenue, which will 
meet on a regular basis to discuss and 
coordinate monetary and fiscal policy matters 
that impact on the capital market and that can 
take immediate and well coordinated action for 
dealing with market exigencies.a 

Not complied with. The committee was formed at 
program implementation but no longer exists. 

ADB = Asian Development Bank, BSRS = Bangladesh Shilpa Rin Sangstha, CSE = Chittagong Stock Exchange, 
DSE = Dhaka Stock Exchange, DOI = Department of Insurance, ICAB = Institute of Chartered Account of 
Bangladesh, ICB = Investment Corporation of Bangladesh, OEM = Operations Evaluation Mission, SEC = Securities 
and Exchange Commission.  
a First tranche release conditions. 
Source: Operations Evaluation Mission. 
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STATUS OF SECOND TRANCHE RELEASE CONDITIONS 
LOAN 1580-BAN(SF): CAPITAL MARKET DEVELOPMENT PROGRAM  

 
Policy Actions Per Program Completion Report Per Operations Evaluation Mission 

 
A. Strengthen market regulation and supervision 

A.1 Replace part-time Government members 
of SEC from the Government with full-
time members, priority to be given to 
candidates from the private sector, with 
at least one legal expert and one 
chartered accountant.  

Complied with. Sections 5 (1) and 5 (2) of the SEC 
(Amendment) Act 2000 specify that the board 
should be composed of a chairman and four full-
time members, with one member coming from the 
private sector. The part-time members have been 
withdrawn. Appointment of a new chairman is 
pending. The three full-time members are former 
Government employees (a member of the National 
Board of Revenue, an additional secretary of the 
Ministry of Industries, and a district judge). SEC 
has not recruited a fourth member. 

 

Complied with. Part-time members withdrawn 
and provision for four full-time members made. 
But no private sector representative has ever 
been inducted in SEC under the provision. A 
public sector university teacher was appointed 
for a short time, and later resigned. Since the 
provision of part-time members has been 
withdrawn it is quite unlikely that competent 
private sector professionals will be willing to join 
SEC as full-time members at the current level of 
emoluments. The chairman and members of 
SEC were/are retired Government officials 
(except the two founding members). There is a 
newly appointed chairman and three members 
now at SEC. None of the current members is 
from the private sector. 

A.2 Vest SEC with authority to make rules 
and regulations consistent with the SEC 
Act without need for Government 
approval.  

Complied with. Under Section 24 of the SEC 
(Amendment) Act 2000, SEC can, by notification in 
the Official Gazette, make rules for carrying out the 
purpose of the Act without Government approval. 

Complied with. 

 

A.3 Transfer the related authorities over the 
content of prospectuses presently vested 
in the Registrar of Companies to SEC.  

Complied with. Under Section 2B of the Securities 
and Exchange (Amendment) Act 2000, SEC has 
been vested with authority over the contents of the 
prospectuses. 

Complied with  

 

A.4 Provide SEC specific and direct authority 
over the clearing, settlement, and 
depository functions.  

Complied with. With Parliament’s passing of the 
Depositories Act 1999 and the Securities and 
Exchange (Amendment) Act 2000, along with the 
removal of Section 25 of the 1993 SEC Act and the 
powers under sections 33 and 34 (2) (xi) and (xiv) 
of the Securities and Exchange Ordinance 1969, 
SEC now has specific and direct authority over 
clearing, settlement, and depository functions. 

Complied with. 
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Policy Actions Per Program Completion Report Per Operations Evaluation Mission 
 
B. Develop capital market infrastructure 

B.5 Require the composition of the 
Council/Board of Directors of the stock 
exchanges to be at least 50% non-
brokers with adequate representation 
from issuers and investors.  

Complied with. The amended Memorandum of 
Articles of Association of both stock exchanges 
now each provide for the inclusion of non-brokers 
(50%). The stock exchanges have implemented 
this condition. 

Complied with.  

B.6 Raise minimum capital requirement for 
brokers to encourage corporatization.  

Complied with. Both stock exchanges have set a 
minimum capital requirement of Tk2.5 million. In 
accordance with SEC’s Notification, dated 4 June 
2002, a broker must maintain a net worth of at least 
50% of the minimum capital required (i.e., Tk1.25 
million). Brokers that are members of both 
exchanges must maintain capital of at least Tk5 
million, which is twice the amount of minimum 
capital required. Brokers must comply with these 
capital and net worth requirements by 31 
December 2003. 

Complied with. 

 

B.7 Introduce risk-based capital adequacy 
norms for all member-brokers of the 
stock exchanges.  

Complied with. With the amendment to the 
Securities and Exchange Rules 1987 (dated 15 
December 1999), a new rule (15) has been 
introduced, which stipulates that a broker-member 
will, for the purposes of his or her business, 
maintain a ratio of 1:20 between net capital and 
aggregate liabilities. 

Complied with, though the provision is not 
strictly enforced. 

 

 

B.8 Eliminate requirement for dual listing at 
the stock exchanges for listed securities.  

Complied with. This condition is met by the 
introduction of clause 13 in SEC Public Issue Rules 
1998 (dated 3 January 1999). 

Complied with. 

B.9 Separate dealership from brokerage 
operations by requiring separate entities, 
organizations and books of account for 
carrying out dealership and brokerage 
functions. 

Substantially complied with. SEC has amended 
Rule 8 of SEC Rules 1987 (dated 3 June 1999), 
which makes it mandatory for members to maintain 
separate ledgers (or comparable accounts) for 
brokerage and securities dealership. However, due 
to the depressed state of the market, stock 
exchange members are unable to create separate 
organizations for undertaking dealership and 
brokerage functions. The Government  

Partly complied with. The regulation is kept in 
abeyance. 
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Policy Actions Per Program Completion Report Per Operations Evaluation Mission 
   
  appreciates the importance of this condition and is 

of the view that complete compliance will take time. 
Consequently, Sections 2 and 3 of SEC (Stock 
Broker, Stock Dealer, and Authorized 
Representative) Regulations 1994 have been 
amended, to allow a time span of 5 years within 
which stock exchange members are mandated to 
create separate entities, with separate 
organizations, for broking and dealing. This 5-year 
period will end on 28 November 2005. 

 

B.10 Stock exchanges to establish an Investor 
Protection Fund for the protection of 
Investors against special risks such as 
insolvency or dishonesty of broker, 
funded out of contributions of registered 
members of the securities industry, such 
as securities dealers, brokers and sub-
brokers.  

Complied with. Both stock exchanges have created 
separate investor protection funds (under Investor 
Protection Fund Regulations 1999) governed by 
uniform rules and regulations. 

 

Complied with. 

C. Modernize capital market support facilities 

C.11 Establish automated depository, clearing 
and settlement system with adequate 
representation from users of the system 
based on the appropriate legal and 
regulatory framework.  

Complied with. With Parliament’s approval of the 
Depositories Act, in June 1999, a private company 
called CDBL has been formed. The company has 
been incorporated under the Companies Act and 
received the certificate for commencement of 
business on 20 August 2000. CDBL has already 
installed hardware and is in the process of testing 
software. Approval by SEC of the Depository 
Regulations is expected in the third quarter of 
2003. Due to operational and funding problems, 
CDS is expected to be functional in the fourth 
quarter of 2003, about 1 year after the original 
target date of the end of November 2002. 

Complied with. The CDS commenced 
operations in January 2004 with representation 
from users of the system. ADB has taken equity 
in CDBL. 
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Policy Actions Per Program Completion Report Per Operations Evaluation Mission 
   
C.12 Introduce automated trading systems 

and extend access by investors to 
listed securities on a nationwide basis.  

Complied with. DSE (since 10 August 1998) and 
CSE (since 2 June 1998) are trading on-line. Both 
stock exchanges have included basic surveillance 
tools in these trading systems. CSE’s automated 
wide area network system currently links three 
major cities—Dhaka, Chittagong, and Sylhet. CSE 
is also attempting to bring the northern region 
under its on-line trading network, by opening an 
outlet at Bogra. In the next phase of expansion, 
CSE will try to launch on-line trading operations in 
Khulna and Rajshahi. DSE also plans to expand 
the network nationwide and increase the number of 
workstations to 5,000, from 600. 

Complied with. Nationwide service has been 
extended only by CSE partially. But no 
substantial progress could be made by DSE in 
this regard. CSE in the meantime introduced 
Internet trading on 30 May 2004. 

 

D. Increase limited supply of securities in the capital market 

D.13 Introduce legislation to reduce 
corporate tax rate for all listed banks, 
insurance companies, financial 
institutions and nonresident companies 
to 35% to make the rate uniform with 
the rate applicable to all listed industrial 
companies.  

Complied with. In the Finance Act 2000, the 
applicable rate of tax on total income of publicly 
traded companies, which have registered offices in 
Bangladesh, was 35%, in compliance with the 
second tranche release condition. This tax rate was 
maintained in FY2001. In the Finance Act 2002, 
because of the need to raise revenues, the 
Government returned the tax rate to 40% for all 
financial institutions, whether listed or not. The 
Finance Act 2002 also introduced an excess profit 
tax. The tax rate for listed and nonlisted industrial 
companies was set at 30% and 35%, respectively. 
In FY2004, the tax rate for listed companies was 
kept at 30% while the rate for nonlisted companies 
was raised to 37.5% and the rate for financial 
institutions (listed and nonlisted) was increased to 
45%. 

Not complied with. Initially, the tax rate for 
banks, insurance companies, and financial 
institutions were reduced to comply with the 
tranche condition, but it was subsequently 
reversed. 
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D.14 Amend Banking Companies Act and 

Financial Institutions Act and related 
regulations to vest exclusive authority 
over merchant banking functions with 
SEC.  

Complied with. Under Section 8 of the Securities 
and Exchange (Amendment) Act 2000, SEC has 
the authority to register and regulate merchant 
banks. To remove the competing control of BB on 
the operation of merchant banks, BB (in 
consultation with the Government) has issued two 
notifications in exercise of the powers vested under 
Section 48 of the Financial Institutions Act 1993 
and Section 121 of the Banking Companies Act 
1991, exempting merchant banks that do not take 
deposits from the public from the purview of the 
two acts.  

MOF has permitted commercial banks to operate 
as merchant banks, through a separate wing, 
without forming subsidiary companies and issued 
notification, dated 19 October 2000, exempting the 
merchant banking units of commercial banks from 
the jurisdiction of the Banking Companies Act 
1991, effective from 23 October 2000. 

Complied with. SEC, in deviation from the 
original spirit of the legislation, has since 
permitted commercial banks to operate as 
merchant banks, through a separate wing, 
without forming subsidiary companies and 
issued notification, dated 19 October 2000, 
exempting the merchant banking 
wings/departments of commercial banks from 
the jurisdiction of the Banking Companies Act 
1991, effective 23 October 2000. 

 

D.15 Eliminate SEC practice of fixing the price 
of new issues once merchant banks 
become operational.  

Complied with. Under Section 2A of the Securities 
and Exchange (Amendment) Act 2000, SEC no 
longer has the power to fix the prices of new 
issues. 

This condition is not applicable as merchant 
banks have not become fully operational in 
pricing of shares at IPO and offering firm 
commitment underwriting. 

Under Section 2A of the Securities and 
Exchange (Amendment) Act 2000, SEC no 
longer has the power to fix the prices of new 
issues; however, since there is no book-building 
process of the underwriters in setting issue 
prices, in effect the prices of securities are still 
set at par or at a premium with approval from 
SEC. SEC does not allow issues at a discount 
and any premium has to be justified with asset 
backings to receive SEC consent. Therefore, a 
greenfield company with no track record and a 
mature company could both be priced (and in 
effect are being priced) at the same level, i.e., at 
par. 
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D.16 Divest shareholdings of Government and 

Government-owned and controlled 
entities, such as ICB and insurance 
companies, in public national and 
multinational companies through 
secondary offerings in the stock market.  

Substantially complied with. The Loan Agreement 
did not specify the number of public (national and 
multinational) companies in which the Government 
was expected to divest its shareholdings. During 
loan negotiations, the Government suggested a list 
of 17 enterprises. Subsequently, during the 
implementation phase, the Government suggested 
to ADB a revision of the list, in view of the 
difficulties it was experiencing, due to (i) the 
depressed state of the stock market, (ii) acceptable 
valuation of its equity in nonlisted companies, and 
(iii) rapid deterioration of the financial position of 
some of the companies suggested earlier for 
divestment. ADB agreed to the Government’s 
request. The updated list comprises 22 SOEs 
(including eight substitute and additional 
companies and three withdrawn from the original 
list). The Government has been able to divest all or 
almost all of its shares in 10 companies, i.e., 60% 
of the original target. These include five public 
companies (which were sold in the stock market 
through ICB) and five private companies (which 
were sold to the other existing shareholders). For 
the remaining 12 companies, ICB is in the process 
of off-loading shares in four public listed 
companies. It will off-load its shares in another 
listed company, pending the split up of share 
certificates by the Ministry of Industries. The 
remaining seven private companies are in the 
process of revaluation or negotiation with 
prospective buyers. SEC recommended, and the 
PC agreed, that in the future at least 3 brokers 
(which may include ICB) would be appointed to sell 
Government-owned shares. 

Partly complied with. The CMDP had conditions 
for privatization of 17 SOEs. The list contained 
nine unlisted private limited companies (out of 
17). Later the list was revised and the 
Government withdrew three profit-making listed 
public limited companies. In lieu, the 
Government added another eight SOEs on the 
list. Therefore, the final list had 22 SOEs. Of 
them only 10 were listed public limited 
companies. From the final list of the 22, the PC 
could divest only 12 SOEs. The privatization 
process of four among the remaining 10 was 
stopped by the Government. The remaining six 
SOEs could not be privatized. Therefore, the 
process remains incomplete and the objectives 
of divestment of holdings of the Government 
and Government-owned enterprises in SOEs 
have not been achieved. Moreover, a 
substantial amount of Government shares that 
were divested at the stock exchanges ended up 
on the books of ICB and funds under its 
management. The state-owned financial 
institutions continue to hold substantial shares 
in those listed companies from where the 
Government divested its own holdings. The PC 
planned to use stockbrokers other than ICB in 
the divestment of listed companies but has not 
as yet implemented the plan. The Government, 
ICB, and the state-owned banks and insurance 
companies held substantial shares in public 
national and multinational listed companies 
(e.g., Reckitt Benckiser 44%, Padma Oil 75%, 
Eastern Lubricants 94%, Atlas Bangladesh 
65%, National Tea Company 53%, and Eastern 
Cables 51%, as of end-2003). 
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D.17 Issue Government securities with a 

maturity of not less than 2 years on a 
regular basis through the auction 
system evidenced by ownership 
certificates to establish a benchmark 
rate for medium-to long-term securities. 

Complied with. BB has been holding weekly 
auctions of 28-day and 2-year treasury bills (T-
bills), since September 1998. More recently, 91-
day, 182-day, 364-day, and 5-year T-bills have 
been auctioned weekly. Auction is through multiple 
pricing, where BB progressively accepts bids at 
higher yields until the auction quota (which is not 
known in advance) is satisfied. All T-bill maturities 
are offered at the weekly auction, but the 
Government, through the auction committee, has 
complete discretion concerning the acceptance or 
rejection of bids. These securities have been 
purchased mainly by commercial banks. 
Repurchase agreements are available for 28-day 
T-ills and overnight and one- week periods. 
Repurchase agreements auctions are held every 
working day, with BB having the discretion to 
accept or reject bids in part or in full. There is as 
yet no secondary market for these debt securities. 

Complied with. The creation of a secondary 
market is now under process by the Bangladesh 
Bank. The National Saving Certificates are still 
being issued in the earlier form (over the 
counter) and are not transferable. However, 
some of the instruments have been 
discontinued. The ongoing World Bank–IMF 
program supports the progress.  
 

E. Develop institutional sources of medium- to long-term funds to raise demand for securities. 

E.18 Restrict mandatory investments by 
insurance companies in Government 
securities, Government-approved 
securities, and Government-approved 
investments, as defined in section 27 of 
the Insurance Act 1973 to 30% of total 
investible funds and correspondingly 
increase market investments by 
insurance companies subject to 
prudential investment guidelines by DOI. 

Complied with. Section 27 of the Insurance 
(Amendment) Act 2000 states that at least 30% of 
investible (insurance) funds shall be invested in 
Government securities and that the balance can be 
used for any other investments, including capital 
market investments. DOI issued its Notification, 
dated July 28, 2002, specifying the list of 
investments for the balance assets (other than 
Government securities).  

Complied with. The Insurance (Amendment) Act 
2000 provides that at least 30% of investible 
(insurance) funds shall be invested in 
Government securities and that the balance can 
be used for any other approved investments, 
including capital market investments. DOI 
issued a draft notification on July 28, 2002, 
specifying the list of investments for the balance 
of assets (other than Government securities) but 
that appeared a shadow of the previous 
guidelines and was commented likewise by 
stakeholders and ADB. It is understood that a 
final draft is now being prepared with the 
comments and suggestion received on the draft. 
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E.19 Introduce legislation allowing at least 

25% of private provident and pension 
funds, which are currently fully invested 
in Government securities, to be invested 
in the capital market.  

Complied with. Section 20B of the Trusts 
(Amendment) Act 2000 allows up to 25% of private 
pension and provident funds to be invested in any 
security listed with the stock exchanges of 
Bangladesh. 

Complied with. By amendment to the Trust Act 
1882 (Section 20). 

E.20 Grant licenses to operate to private 
sector sponsored mutual funds.  

Complied with. SEC registered the first private 
sector mutual fund (AIMS First Guaranteed Mutual 
Fund) on 27 January 2000. The second private 
mutual fund (Grameen Mutual Fund I) was 
registered with SEC in August 2001, and the asset 
management company is in the process of 
reviewing the implication of the new Mutual Fund 
Rules on their planned investment scheme. 

Complied with. Disparity exists between the 
existing state-owned ICB and BSRS managed 
and the private mutual funds. Therefore, it has 
stunted the growth of private mutual funds in 
absence of a level playing field and only one 
has been floated in the last 7 years since it was 
opened for the private sector. ICB and BSRS 
mutual funds are not regulated under the SEC 
Rules. There has been no private initiative from 
other than the only private asset management 
company. 

E.21 Require separate entities to undertake 
merchant banking, portfolio 
management, and stock brokerage.  

Complied with. SEC has passed a regulation 
amending SEC (Merchant Bankers and Portfolio 
Manager) Regulations 1996 [Section 5 (2)], SEC 
(Mutual Fund) Regulations 1997 (Section 2), and 
SEC (Stock Broker, Stock Dealer, and Authorized 
Representative) Regulations 1994 [Section 4 (1) 
(b)], which requires separate entities to undertake 
merchant banking, portfolio management, and 
stock brokerage functions. 

Complied with. 

E.22 Require merchant banks, mutual funds, 
and stock brokerage firms to (i) have no 
interlocking officership, and 
management, and (ii) have no more than 
50% of their boards composed of 
directors of affiliates or persons 
associated in any manner with the 
sponsors.  

Complied with. Necessary amendments to SEC 
(Merchant Banker and Portfolio Manager) 
Regulations 1996 (15A), and SEC (Mutual Fund) 
Regulations 1997 (section 12A) have been made.  

Necessary amendments to SEC (Merchant Banker 
and Portfolio Manager) Regulations 1996 (Section 
6A) and SEC (Mutual Fund) Regulations 1997 
(Section 12A) have been made. 

Complied with. However, these requirements 
have not been fully enforced in case of ICB 
subsidiaries.  
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E.23 Unbundle and restructure ICB and 

create three separate corporate entities 
under the Companies Act (1994), as 
amended to carry out the Merchant 
Banking, mutual fund operations and 
stock brokerage activities respectively of 
ICB, in accordance with a plan 
acceptable to the ADB.  

Substantially complied with. Section 21A of ICB 
(Amendment) Act 2000 stipulates that (a) only one 
of the three established subsidiaries will carry out, 
respectively, merchant banking, mutual fund 
operations, and stock brokerage; (b) the companies 
must be registered under the Companies Act, 
licensed by SEC to undertake their business, and 
notified by the Official Gazette to make the 
subsidiary operational; and (c), once notified, ICB 
will not undertake any new business in these areas. 
The three subsidiaries—ICB Trading Company, 
ICB Asset Management Company, and ICB Capital 
Management Company—were registered under the 
Companies Act 1994 and granted licenses from 
SEC on 11 August 2002, 14 October 2001, and 16 
October 2001, respectively. ICB Trading Company 
became a member of both stock exchanges. ICB 
Asset Management Company has been granted 
approval by SEC to set up one open-end fund (ICB 
AMCL Unit Fund) and one closed-end fund (ICB 
AMCL First Mutual Fund). ICB Capital Management 
sent an application to SEC for its first securities 
offering transaction for Mutual Trust Bank. 

 

Partly complied with. ICB still continues asset 
management function of the existing mutual 
funds, which has not been valued and 
transferred to the newly created subsidiary. 
These funds and the other managed by state-
owned BSRS do not come under the SEC 
Rules, creating an uneven playing field for 
private funds. These funds can borrow 
unlimitedly and there are no quantitative 
restrictions on investments and they do not 
publish the NAVs or submit reports to SEC. The 
Mutual Fund Rules were apparently amended to 
accommodate the newly created ICB subsidiary 
in floating mutual funds by having the sponsor, 
trustee, custodian, and asset management 
company all within the family of ICB and its 
wholly owned subsidiaries. ICB argues that it 
would require special resolution from the unit 
holders seeking approval to subject the funds 
under the SEC Rules or transfer those to the 
subsidiary. However, it appears reluctant to 
exercise the option or provide the unit holders 
with the choice of winding up the funds. This 
has not only created a dichotomy in prudential 
and regulatory standards but in fact ICB is 
continuing to be in competition with its own 
wholly owned subsidiary. The unbundling of ICB 
has not been successfully concluded and 
remains unfinished and the commitment from 
the Government or SEC appears not to be firm 
in this regard.  

ADB = Asian Development Bank, BB = Bangladesh Bank, BSRS = Bangladesh Shilpa Rin Sangstha, CDBL = Central Depository Bangladesh Limited, CDS = Central 
Depository System, CMDP = Capital Market Development Program, CSE = Chittagong Stock Exchange, DOI = Department of Insurance, DSE = Dhaka Stock Exchange, ICB = 
Investment Corporation of Bangladesh, IMF = International Monetary Fund, IPO = initial public offering, MOF = Ministry of Finance, NAV = net asset value, OEM = Operations 
Evaluation Mission, PC = Privatization Commission, SEC = Securities and Exchange Commission, SOE = state=owned enterprise, T-bills = treasury bills.  
Source: Operations Evaluation Mission. 
 



    
  

STATUS OF NON-TRANCHE RELEASE CONDITIONS 
LOAN 1580-BAN(SF): CAPITAL MARKET DEVELOPMENT PROGRAM 

 
Policy Actions Program Completion Report Operations Evaluation Mission 

 
A. Strengthen market regulation and supervision 
 
A.1 SEC to complete staffing in 

accordance with approved 
expanded organization plan.  

Complied with. Since the revision of SEC’s 
organogram, in September 1997, all 75 regular 
staff posts have been filled. SEC received approval 
from the Ministry of Establishment for additional 
positions (four directors and seven assistant 
directors). Further approval by the MOF and its 
Monitoring Cell has been pending for more than 3 
months. 

Partly complied with. Currently, 71 of the 88 
professional posts are filled. The employee 
turnover in SEC is quite high, attributed to a 
noncompetitive pay structure. Quite a number of 
positions remain vacant.  

 

A.2 Amend SEC Act to incorporate all 
existing legislation concerning 
securities.  

Complied with. Parliament has passed relevant 
amendments to the SEC Act 1993 and SEC 
Ordinance 1969, for meeting the second tranche 
condition. A consolidated SEC Act, incorporating 
all existing legislation, has been finalized and 
vetted by the Ministry of Law. The draft Act was 
sent to MOF, for its consideration, at the end of 
2001. 

Partly complied with. To date Parliament has 
not passed the consolidated SEC Act.  

 

A.3 Appoint special court(s) to hear 
and deal with securities cases 
and investors’ grievances.  

Substantially complied with. Government did not 
consider it necessary to appoint special courts to 
hear securities cases and investors’ grievances, 
because (i) the number and frequency of such 
cases were likely to be too few and sporadic to 
justify special courts, and (ii) the sessions judge 
has the jurisdiction to try security-related offenses, 
under the existing legal framework of SEC 
Ordinance 1969 and SEC Act 1993. Further, SEC 
has established a designated complaint desk to 
handle investors’ complaints. The stock exchanges 
have also established mechanisms to deal with 
complaints against stock brokers/dealers. While 
complaints related to securities laws are directly 
dealt with by SEC, those related to trade/business 
are dealt with by the stock exchanges. DSE has 
appointed a panel of retired district judges to hear  

Not complied with. The Government did not 
consider it necessary to appoint special courts 
to hear securities cases and investors' 
grievances for reasons presented at PCR. The 
original intention of this measure was to 
expedite the resolution of securities cases. 
Considering that the scam cases lodged by the 
SEC after the 1996 market manipulation still 
remain unsolved, OEM did not support the 
PCR’s “substantially complied with” assessment 
on this measure. 
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 and pass judgment on complaints, while CSE has 

formed a complaint subcommittee, composed of 
exchange members. 

 

A.4 SEC to implement TA on capacity 
building which will cover 
monitoring and surveillance, audit, 
and inspection and MIS 
development.  

Complied with. TA 2913a was completed in June 
2000. Several important recommendations from 
the TA have been implemented, and others are in 
the process of being implemented. A follow-on TA 
3533b focused on promoting corporate governance 
in listed companies and market intermediaries, 
strengthening the quality of financial reporting and 
implementation of the SEC automation system. 

Complied with. 

B. Develop capital market infrastructure 

B.5 ICAB to adopt IAS and ISA for all 
listed companies (continuous 
monitoring).  

Substantially complied with. With the issuance of 
the Public Issue Rules 1998 and Amendments to 
Securities and Exchange Rules 1987, SEC has 
made it mandatory that all financial statements filed 
with the commission must be in accordance with 
the applicable IAS and audited according to all 
applicable ISA. ICAB has so far adopted 8 out of 
34 IAS and 14 out of 39 ISA. SEC is pursuing, with 
ICAB, the possibility of implementing the remaining 
standards. To ensure full compliance, ICAB would 
need to impart intensive training to its members. 
Under the follow-on TA 3533-BAN, ADB will use 
training materials prepared under a recently 
completed World Bank-financed ICAB project. 

Partly complied with. ICAB has so far adopted 
26 IAS (out of 34, one IAS was not applicable 
for Bangladesh and another one was 
withdrawn) as BSA up to April 2004. Adoption of 
another four is in process. Out of 57 ISA, two 
have been withdrawn and Bangladesh has so 
far adopted 21 as BSA out of the remaining 55. 

 

B.6 Eliminate membership limitation 
at the stock exchanges except in 
clear justifiable cases as 
overcrowding.  

Complied with. Both exchanges now permit 
membership up to 500. Under amended Clause 4 
(b) of CSE’s Memorandum of Articles of 
Association and under Clause 7 of the 
Memorandum of Articles of Association of DSE, the 
two exchanges have raised membership to 500 
each. However, due to the depressed state of the 
stock market, current membership is considerably 
lower. At present, there are 162 and 85 active DSE 
and CSE members, respectively. 

Partly complied with. The provision has been 
kept in abeyance by the exchanges. (Both CSE 
and DSE sold membership to raise funds 
subsequent to CMDP implementation.)  
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B.7 Remove inactive members from 

the stock exchanges.  
Complied with. Necessary amendments to SEC 
(Stock Broker, Stock Dealer, and Authorized 
Representative) Regulations 1994 have been 
introduced. 

Partly complied with. Regulation introduced but 
laxity remains.  
 

   
B.8 Raise qualification standards for 

membership at the stock 
exchanges, specifying minimum 
services that a member-broker 
must provide and prescribing 
requirement for broker to engage 
in active trading; additionally, floor 
representatives are to be required 
to meet minimum qualifications 
based on educational attainment, 
moral background, and passing of 
written qualifying examinations. 

Partly complied with. Provisions relating to 
minimum required services to be provided by a 
member-broker are embodied in rules 4 to 8 of the 
Securities and Exchange Rules 1987 and 
regulations 10 and 12 of SEC (Stock Dealer, Stock 
Broker, and Authorized Representative) 
Regulations 1994. As per Regulation 4, a floor 
representative (authorized representative) must 
have the equivalent of intermediate academic 
qualifications (12 classes) and certification from an 
institute recognized by SEC or have a certain 
number of years of experience in securities trading, 
prescribed by SEC. Training programs were 
organized by SEC to train approximately 500 floor 
representatives. To date, 424 floor representatives 
have been certificated, and SEC plans to hold 
more training sessions for the approximately 90 
representatives remaining. 

Partly complied with. Qualifying examination 
has been suspended since mid-1991. 

B.9 SEC to complete audit and 
inspection of the stock exchanges 
and member-brokers of the stock 
exchanges (continuous 
monitoring)  

Complied with. SEC has adopted a set of audit and 
inspection methodologies/procedures for carrying 
out audits and inspections of the stock exchanges 
and member-brokers of the stock exchanges. SEC 
has completed the audit and inspection of DSE, 
CSE, and DSE’s member–brokers, and it is in the 
process of auditing and inspecting CSE’s member 
brokers. The exercise will involve continuous 
monitoring. 

Complied with. 
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C. Modernize capital market support facilities 

C.10 Initiate integration of operations of 
stock exchanges based on results 
of the earlier study, including 
introduction of an odd-lot board 
and OTC system. 

Complied with. Steps have been initiated to integrate the 
operations of the stock exchanges, and these steps are 
governed by a uniform set of laws. Moreover, SEC 
formed the Reforms Committee, consisting of senior 
management of DSE and CSE and commission staff. 
Another development is the voluntary formation of two 
trade associations. The Association of Merchant Banks 
(formed toward the end 1998) and the Bangladesh 
Association of Stock Exchange Listed Companies 
(formed in July 1999). Both associations frequently 
interact with SEC to consider proposals for strengthening 
the stock market SEC has also introduced a variant of 
the over-the-counter system, by creating a separate 
category for the shares of companies that (i) have failed 
to hold annual general meetings regularly; (ii) have not 
been in operation for more than 6 months; and (iii) have 
negative accumulated losses, net of reserve, exceeding 
the paid-in capital. The shares of such companies are 
categorized as ”Z,” and transactions in these shares are 
settled directly with the broker/dealer at T+7, with 
intimation to clearing house of the stock exchanges. In 
October 2002, SEC placed 93 securities in DSE and 31 
securities in CSE in the “Z” category. 

Partly complied with. SEC legalized OTC trades 
about 2 years ago. CSE operationalized OTC 
trades effective 6 July 2004. 
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D. Increase limited supply of securities in the capital market 

D.11 Government to take steps to 
convert private companies 
(shares not publicly traded) to 
public limited companies and to 
offer securities of these 
companies to the public.  

 

Partly complied with. The Government sold most of 
its shares in Reckitt and Coleman on DSE, with the 
UK parent company maintaining majority 
ownership and management control. Government 
shares in five private companies were sold to the 
private majority shareholders or foreign partners. 
Divestment in some unlisted companies could not 
proceed because of disagreements between the 
Government and the majority owners on the 
valuation of the shares. 

 

Partly complied with. The Government sold 
most of its shares in Reckitt Benckiser on DSE, 
with the UK parent company maintaining 
majority ownership (55.45%) and management 
control. However, the general public holds only 
10.11% of the shares of this company. The 
state-owned ICB acquired 28.77% of the 
company in its own name and those of its funds. 
The state-owned Sadharan Bima Corporation 
owns 1.67% and the Government still holds 
3.8% of the company (as of December 31, 
2003). The Government still holds substantial 
shares in many listed companies. No private 
limited company (SOE) has been transformed to 
a public limited company for the purpose of 
divestment. 

D.12 Government to sell its 
shareholdings in such private 
companies in accordance with 
existing laws.  

 Partly complied with. Some of the private limited 
companies were sold to existing private sector 
partners through tendering. 

D.13 Accelerate divestment of state-
owned enterprises by 
strengthening the Privatization 
Board and facilitating the 
privatization process.  

 

Partly complied with. With the enactment of the 
Privatization Act 2000, the autonomy of the PC has 
been enhanced in terms of exercising different 
options for privatization. Though the law allows PC 
to independently finalize the sale of enterprises up 
to Tk250 million, in practice the Government 
exercised the authority to withdraw profitable 
companies from the list. Further, some cases are 
pending, because the concerned ministries have 
not yet decided if they will allow sales at prices 
below par values. The divestment process remains 
slow. 

Partly complied with. Recently, the Cabinet did 
not approve the Privatization Rules and there 
has been a reversal of decision in handing over 
SOEs to the ministries for liquidation, virtually 
curtailing the powers of the PC. 
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D.14 Implement TA to establish legal 

framework to govern privatization 
of state-owned enterprises and 
operation of the Privatization 
Board and submit report for ADB 
review and consideration.  

Complied with. TA 2914c was implemented as 
scheduled. The Government also enacted the 
Privatization Act 2000, which provides an enabling 
legal framework for governing the privatization of 
SOEs. The autonomy of PC has been enhanced.  

Complied with. 

D.15 Implement TA to enhance the 
capacity of the Privatization Board 
to undertake the valuation and 
analysis of bids and tenders for 
sale and disposition of state-
owned enterprises and assets.  

Complied with. Under the TA, a valuation manual 
was prepared to help Privatization Commission 
officials supervise the valuation work done by the 
firms doing the valuing, which has helped 
strengthen the commission’s in-house technical 
capabilities. The TA also assisted in preparing the 
Privatization Policy Statement and Privatization 
Regulations. In addition, three seminars/workshops 
were arranged. Government officials, 
representatives of different professional groups, 
journalists, and labor and political leaders 
participated in the seminars/ workshops. A training 
course was also organized on valuations of SOEs 
and legal aspects of privatization. 

Complied with. 

D.16 Enact legislation to govern the 
privatization of state-owned 
enterprises.  

Complied with. The Parliament enacted the 
Privatization Act 2000, which will now govern the 
privatization of SOEs. 

Complied with. The draft Privatization Rules 
have not yet been approved. 

D.17 Enhance autonomy of the 
Chairman and members of the 
Privatization Board by fixing their 
terms of appointment and 
stipulating that they may be 
removed solely for cause.  

Substantially complied with. The Privatization Act 
2000 provides a provision, by fixing the terms of 
reference of the chairman and the members of PC 
(sections 7, 8, and 10 of the Privatization Act 
2000). 

Complied with. 
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E. Develop institutional sources of medium- to long-term funds to raise demand for securities 

E.18 Reorganize and staff Department 
of Insurance (DOI) to meet 
redefined objectives and 
implement operating plan.  

Substantially complied with. To reorganize DOI, a 
six-member committee was set up under the 
chairmanship of Dr. Sohrabuddin, Deputy 
Governor of BB. The committee submitted a report 
recommending 69 DOI posts, consisting of 23 
Class-I, 4 Class- II, 21 Class-III, and 21 Class-IV 
posts. The Ministry of Establishment has 
consented to the creation of a total number of 53 
DOI posts, of which 20 are permanent and the 
remaining 33 are temporary, including the post of 
chief controller of insurance. Out of the said 53 
posts, 14 are Class-I, 4 are Class-II, 22 are Class-
III, and 13 are Class-IV. The ministry has proposed 
to abolish 13 existing posts. No actions have been 
taken based on the recommendations of Dr. 
Sohrabuddin’s committee. Meanwhile the Ministry 
of Commerce has formed another committee, 
chaired by Secretary Soyed Tanveer Hossain, 
Ministry of Textile (former chief controller of 
insurance), to study the reorganization of DOI. 

Not complied with. MOF did not approve the 
recommendations of Dr. Sohrabuddin’s 
committee. The Tanveer Committee also 
submitted the recommended reorganization 
plan of DOI in March 2004 to the Ministry of 
Commerce. However, this recommendation has 
not yet been approved.  

E.19 The Government to revise 
existing insurance and pension 
and provident fund regulations in 
accordance with the 
recommendations of ADB TA 
2033-BAN.d 

Partly complied with. To revise insurance and 
pension and provident fund regulations, Dr. 
Sohrabuddin’s committee has finalized a report 
that has been submitted to the Ministry of 
Commerce. No actions have been taken based on 
the recommendations. 

Not complied with. MOF did not approve the 
recommendations of Dr. Sohrabuddin’s 
committee. The Tanveer Committee submitted a 
proposal on the amendment of the Insurance 
Act to the Ministry of Commerce. This proposal 
has not yet been approved.  

E.20 Implement TA for DOI and 
pension and provident funds:  

 (i) for strengthening DOI to 
regulate and supervise operations 
of insurance industry, in particular 
to undertake its task of amending 
insurance regulations,  

Partly complied with. Under TA 2033 amendments 
to the Insurance Act of 1938, the Insurance Rules 
of 1958, and the Insurance Corporation Act of 1973 
were drafted. In addition, under the TA, a 
diagnostic review of DOI’s organization structure, 
staffing, training and equipment needs, and 
operations was undertaken and modest practical 
improvements were proposed. No actions have  

Partly complied with. During TA inception, the 
Government decided that the insurance-related 
reforms, including the reorganization of DOI, as 
recommended under TA 2033-BAN would not 
be implemented. Consequently, most TA 
resources were allocated to pension issues. 
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 establishing prudential guidelines 

governing the operation of 
insurance companies and for 
capacity building.  

 (ii) for assisting in the 
implementation of 
recommendations made under TA 
2033-BAN and establishing 
prudential norms for pension and 
provident funds. 

been taken based on the recommendations of Dr. 
Sohrabuddin’s committee and revision in 
investment guidelines. In response to TA 
recommendations, the Government revised the 
investment guidelines and approved a modest 
increase in DOI staff. With respect to pension 
reform, TA 2915e proposed new regulations 
concerning the provision of retirement, 
superannuation, gratuity, and provident fund 
benefits; estimates of future Government pension 
liabilities to Government employees; and an 
estimate of Central Provident Fund for the formal 
private sector, with possible application to the 
public sector. The TA’s output included projections 
of funding accumulations the cost of shifting to a 
fully funded system. The TA also proposed and 
designed the Central Provident Fund for the formal 
private sector, with possible application to the 
public sector. The TA’s output included projections 
of funding accumulations and revision in 
investment guidelines. In response to TA 
recommendations, the Government revised the 
investment guidelines and approved a modest 
increase in DOI staff. 

 

ADB = Asian Development Bank, BSA = Bangladesh Standard of Audit, CSE = Chittagong Stock Exchange, DSE = Dhaka Stock Exchange, IAS = 
International Accounting Standards, ICAB = Institute of Chartered Accountants of Bangladesh, ICB = Investment Corporation of Bangladesh, ISA = 
International Standards of Auditing, MIS = management information system, OTC = over-the-counter, PC = Privatization Commission, PCR = project 
completion report, SEC = Securities and Exchange Commission, SOE = state=owned enterprise, TA = technical assistance, UK = United Kingdom. 
a ADB. 1997. Capacity Building of Securities and Exchange Commission and Stock Exchanges. Manila (TA 2913-BAN, for $1,100,000, approved on 20 

November 1997).  
b ADB. 2000. Capacity Building of the Securities and Exchange Commission and Selected Capital Market Institutions. Manila (TA 3533-BAN, for $850,000, 

approved on 9 November 2000). 
c ADB. 1997. Institutional Strengthening of the Privatization Board. Manila (TA 2914-BAN, for $440,000, approved on 20 November 1997). 
d ADB. 1993. Study in the Insurance Industry and Pension and Provident Fund Operations in Bangladesh. Manila (TA 2033-BAN, for $577,000, approved on 27 

December 1993). 
e ADB. 1997. Insurance Industry and Pension and Provident Fund Reforms. Manila (TA 2915-BAN, for $500,000, approved on 20 November 1997). 
Source: Operations Evaluation Mission. 
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UPDATED STATUS OF DIVESTMENT OF STATE-OWNED ENTERPRISES UNDER THE 
CAPITAL MARKET DEVELOPMENT PROGRAM TRANCHE CONDITIONS 

 
Company Name and Profile 
(Type of Company/Product/ 

Government Share) Status/Remarks 
 
A. Original 17 Companies in the Divestment List 

1.  Reckitt Benckiser Ltd, 
Chittagong (Public Ltd [listed/ 
Pharmaceuticals and toiletries/ 
0.29% [6.68% already 
divested]) 

The Government decided to divest 6.97% of its shares, and 6.68% 
have been sold at the average price of Tk176.20 on the stock 
exchange as per project completion report (PCR). ICB acted as 
broker. Reckitt Benckiser, the parent UK company, maintains 
majority ownership (55.45%) and management control. The 
general public holds only 10.11% of the shares of this company. 
The Government-owned ICB which was entrusted with the 
Government sale acquired 28.77% of the company in its own 
name and those of its funds. The state-owned Sadharan Bima 
Corporation owns 1.67% and the Government still holds 3.8% of 
the company (as at 31 December 2003) as per the annual report of 
the company, and contrary to the PCR. 

2.  Metalex Corporation Ltd, Dhaka 
(Public Ltd (listed)/Electric fan/ 
0 [51% already divested]) 

The company has been incurring losses for several years and has 
a huge negative net worth. The Government held 51% of group 
shares and had management control. All shares were sold to 
buyers in the same group at the average price of Tk109.69 (on 
DSE in 2001). ICB acted as broker in the transactions. There was 
no restructuring prior to the sale. 

3.  Berger Paints Bangladesh Ltd, 
Chittagong (Private Ltd/Enamel 
emulsion paints/0 [42.33% 
already divested]) 

The enterprise is profitable and privately managed. All 42.33% of 
state-owned shares were sold out in a block to J&N Investments, 
belonging to the Berger Group, the majority shareholder, in 2000. 

4.  Siemens Bangladesh Ltd, 
Dhaka (Private Ltd/Trading/0 
[31.67% already divested]) 

The enterprise is profitable and privately managed. After a 
valuation study commissioned by the Government was completed, 
all remaining shares were sold to Siemens AG, Germany, in 2000. 

5.  National Iron and Steel Ltd, 
Chittagong (Private Ltd/Bailing 
hooks/0 [17.11% already 
divested]) 

All remaining state-owned shares were sold in a block to the 
existing shareholders in 2001. 

6.  National Tubes Ltd, Tongi, 
Gazipur (Public Ltd [listed]/GI, 
MS and API pipes/51%) 

This profitable company is a subsidiary of Bangladesh Steel 
Engineering Corporation (BSEC). The Government wanted to 
retain management control and keep 25% of its shares. Although 
the Government initially approved sale through the stock 
exchange, the Cabinet Committee on Economic Affairs 
subsequently decided to exclude the company from the divestment 
list. 

7.  Eastern Cables Ltd. Chittagong 
(Public Ltd [listed])/Electric 
Cables/51%) 

This profitable company is a subsidiary of BSEC, which holds 51% 
of the Group A shares. BSEC sold 49% to the public, including 
10% earmarked for the employees. The employees have gone to 
court to claim 15% of the 51%, which BSEC is holding, at par 
value. The Cabinet Committee on Economic Affairs decided to 
remove the company from the divestment list. 
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Company Name and Profile 
(Type of Company/Product/ 

Government Share) Status/Remarks 
  
8.  Atlas Bangladesh Ltd, Tongi, 

Gazipur (Public Ltd [listed]/ 
Motorcycles and Tricycles/51%) 

This profitable company is a subsidiary of BSEC. Management 
control is with BSEC, as holders of Group A shares. The 
Government proposed divestment in small lots through stock 
exchanges. The Cabinet Committee on Economic Affairs decided 
to remove the company from the divestment list.  

9.  Zeal Bangla Sugar Mills Ltd., 
Jamalpur (Public Ltd [listed]/ 
Sugar/53.52%) 

The consultant advised that the company should fold, because of 
heavy losses. The PC delivered shares through ICB for 
subsequent sale, and ICB has sold only 3.8% of the shares 
through the stock exchange, at an average price of Tk14.11. The 
Government has since stopped privatization of the enterprise. 

10. Shaympur Sugar Mills Ltd, 
Rangpur (Public Ltd 
[listed]/Sugar/99.23%) 

The company has been recurring losses of several years and has 
a huge negative net worth. A consultant advised that the company 
should fold up because of heavy losses. PC delivered shares to 
ICB for sale, and ICB has sold only 8.3% of these shares in the 
stock market, at an average price of Tk13.47. The Government 
has since stopped privatization of the enterprise. 

11. Usmania Glass Sheet Factory 
Ltd. Chittagong (Public Ltd 
[listed]/Glass Sheet/51%) 

This profitable company is a subsidiary of Bangladesh Chemical 
Industries Corporation. Management is with the Government, the 
majority shareholder. The Ministry of Industries has to split share 
certificates into market lots for divestment in the stock market. PC 
planed to divest the shares using the top ten brokers. But the 
Government has since stopped privatization of the enterprise. The 
Ministry has not delivered the split-up shares to the PC. 

12. Renwick Janeswar & Co. Ltd., 
Kushtia (Public Ltd [listed]/ 
Agricultural Machinery/60%) 

PC delivered the shares to ICB for sale, and ICB has not yet 
divested these shares in the stock market, because the market 
price is below par as it is a loss-making concern. The Government 
has since stopped privatization of the enterprise. 

13. Acro Industries Ltd., Chittagong 
(Private Ltd/Leather 
Board/11.5%) 

PC appointed a chartered accounting firm to undertake valuation; 
however, the existing shareholder did not accept the share price 
determined by the firm undertaking the valuation. A revaluation 
was undertaken. The sale has not been finalized, due to the price 
disagreement. Has not been privatized yet. 

14. Tiger Ware Products Ltd, 
Narayanganj (Private Ltd/MS 
ware/18.95%) 

PC appointed a chartered accounting firm to undertake valuation; 
however, the existing shareholder did not accept the share price 
determined by the firm undertaking the valuation. A revaluation 
was conducted, but the shareholders did not accept the share 
price calculated in the second valuation. However, the enterprise is 
still in the process of privatization. 

15. S A S Industries, Jessore 
(Private Ltd/Processed finished 
leather/13.63%) 

PC appointed a chartered accounting firm to undertake valuation; 
however, the existing shareholder did not accept the share price. 
The enterprise is yet to be privatized. 
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Company Name and Profile 
(Type of Company/Product/ 

Government Share) Status/Remarks 

16. Dhaka Match Factory Ltd, 
Dhaka (Private Ltd/Matches/ 
30.00%) 

The company has been incurring losses for several years and has 
a huge negative net worth. A valuation study commissioned by the 
Government was completed. The shareholders did not accept the 
share price determined by the firm undertaking the valuation. It is 
difficult to sell the shares to other buyers due to restrictions in the 
Articles of Association. The enterprise is yet to be privatized. 

17. Mirpur Ceramics Ltd, Dhaka 
(Private Ltd/Brick and 
tiles/20.00%)  

This company is profitable and privately managed. Valuation by 
the Government in 1996 was Tk135 per share, which the 
controlling shareholders accepted. The Government commissioned 
another valuation in 1999. The recommended value was over 
Tk1,700 per share for a total of Tk120 million. This valuation 
erroneously created land as freehold land. The company has only 
the right to use the land and does not own the land. The existing 
shareholders did not accept the adjusted share price determined 
by the firm that performed the valuation. State shares are yet to be 
sold. The enterprise is yet to be privatized. 

B. Substitute and Additional Eight Companies in the Divestment List 

1.  Islamic Bank Ltd, Dhaka (Public 
Ltd [listed]/Banking/0 [5.00% 
already divested]) 

Already fully divested in DSE, at the average price of Tk3,892.38 
through ICB in 2001. 

2.  National Bank Ltd, Dhaka 
(Public Ltd [listed]/ Banking/0 
[5.00% already divested]) 

Already fully divested in DSE, at the average price of Tk221.35, 
through ICB in 2001. 

3. Eastern Bank Ltd., Head Office, 
Dhaka (Public Ltd [listed]/ 
Banking/0 [20.00% already 
divested]) 

Already fully divested in DSE, at the average price of Tk109.96, 
through ICB in 2001. 

4.  International interest. Oil Mills, 
Chittagong (Public Ltd/Edible 
Oil/0 [50.00% already 
divested]) 

All state shares were sold to a foreign partner in 2001. 

5.  Van OmeranTank Terminal 
Ltd./ (Public Ltd/Storage of 
Oil/0 [50.00% already 
divested]) 

All state shares were sold to a foreign partner in 2001. 

6.  Monospol Paper Manufacturing 
Co. Ltd (Public Ltd [listed]/ 
Paper/0 [30.00% already 
divested]) 

The Government sent its shares to ICB for sale on the stock 
exchanges, but the shares could not be sold, due to the legal 
restriction preventing sale at a price above face value. However, 
the Government recently decided to sell the shares at the market 
price. It has since been fully privatized. 

7.  Bangladesh Can Ltd (Private 
Ltd/Package/66.66%) 

The company has been incurring losses for several years and has 
a huge negative net worth. PC has invited tenders six times for 
sale of the Government’s shares but did not receive any bids. It 
has not been privatized yet. 
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8. Lira Industrial Enterprise 
(Public Ltd. [not listed]/PVC 
products [e.g. pipe]/0 [62.50% 
already divested]) 

The company has been incurring losses for several years and has 
a huge negative net worth. PC has invited tenders seven times, the 
last time in March 2003. It was fully privatized in 2004. 

BSEC = Bangladesh Steel Engineering Corporation, DSE = Dhaka Stock Exchange, ICB = Investment Corporation of 
Bangladesh, PC = Privatization Commission, PCR = project completion report, PVC = polyvinylchloride, UK = United 
Kingdom. 
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EVALUATION OF TA 2913-BAN: CAPACITY BUILDING OF 
SECURITIES AND EXCHANGE COMMISSION AND STOCK EXCHANGES 

 
A. Background 
 
 1. Rationale 
 
1. The Asian Development Bank’s (ADB) technical assistance (TA) 1943-BAN1 aimed at 
institutional strengthening of the Securities and Exchange Commission (SEC), which was 
established in June 1993. The TA completion report (TCR) circulated in November 1996 
highlighted its contribution in laying down the regulatory foundation of the capital market, and 
recommended a follow-on TA to strengthen the (i) regulatory framework by assisting SEC to 
design and implement its regulatory strategy, and enhance SEC's capacity to conduct market 
surveillance; (ii) self-regulatory role of Dhaka Stock Exchange (DSE) and Chittagong Stock 
Exchange (CSE); and (iii) technical expertise of SEC, DSE, and CSE staff to enable them to 
operate their respective institutions efficiently and effectively. These recommendations formed 
the basis of TA 2913-BAN: Capacity Building of Securities and Exchange Commission and 
Stock Exchanges, for $1,100,000, approved on 20 November 1997.   
 
 2. Purpose and Scope 
 
2. The objectives of TA 2913-BAN were to assist (i) SEC in developing its capacity in 
implementing rules and regulations, and conducting market supervision; (ii) the stock 
exchanges in improving their operational capabilities; and (iii) in implementing policy measures 
under the Capital Market Development Program (CMDP).  
 
3. The scope of the TA included (i) developing the market monitoring and surveillance 
capacity of SEC; (ii) designing and installing an automated management information system 
(MIS) for improved data collection, monitoring and supervision, and ensuring its compatibility 
and connectivity with the automated trading system being installed by DSE and CSE; 
(iii) training in conducting audit and inspection of market intermediaries' operations; 
(iv) establishing a cause investigation program, and providing assistance in conducting 
investigation and preparing securities cases for prosecution; (v) assisting in the 
operationalization of the Central Depository System (CDS); (vi) assisting in the establishment of 
an investor protection fund; and (vii) integrating operations of the two stock exchanges.  
 
4. The training component of the TA embraced the design and conduct of three runs of 
2-week seminars on: (i) strategies and policies for securities market development; (ii) primary 
market operations, including securities issuance and underwriting; (iii) secondary market 
operations, including securities exchanges and securities trading; (iv) management and 
operations of key financial intermediaries in the capital market; and (v) operations of a mix 
of a clearing system and CDS. Each course was to have 30 participants consisting of low- 
and mid-level officers from SEC, Ministry of Finance, stock exchanges, and managers of 
selected local financial intermediaries. In addition, the TA was to provide external training 
for selected staff of the Ministry of Finance, SEC, DSE, and CSE. 
 
 

                                                 
1  ADB. 1993. Technical Assistance to Bangladesh for the Institutional Strengthening of the Securities and Exchange 

Commission in Bangladesh. Manila (TA 1943-BAN, for $588,500, approved on 30 August 1993).  
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 3. Financing Plan and Implementation Arrangement 
 
5. The total cost of the TA was estimated at $1,200,000 equivalent, comprising foreign 
exchange costs of $1,025,650 and $174,350 equivalent in local currency costs. ADB was to 
finance the entire foreign exchange cost and the equivalent of $74,350 in local currency costs. 
The SEC was the Executing Agency. The consulting team was to consist of three international 
consultants: (i) a long-term advisor (18 persons-months), (ii) an enforcement expert (6 person-
months), and (iii) an MIS/automation specialist (3 person-months). The international 
consultants were to be assisted by domestic consultants with expertise in (i) Bangladesh 
securities law (4 person-months), (ii) accounting (6 person-months), and (iii) MIS (3 person-
months). The SEC was the Executing Agency. 
 
 4. Completion and Self-Evaluation 
 
6. TA 2913-BAN was completed in June 2000 upon the submission of the final consultant 
report, 10 months later than initially planned mainly due to the delay in consultant selection. 
ADB disbursed $1,090,550, and closed the TA account in February 2003. The TCR, circulated 
in April 2003, highlighted the TA’s general contribution to capacity building of the SEC, while 
pointing to some defects in the SEC Automation System (SECAS). The TCR rated this TA partly 
successful.   
 
B. Evaluation of Formulation and Design 
 
7. The TA objective was consistent with the Government's priority in capacity building of 
the SEC, DSE, and CSE. The central focus of the TA was on regulation, compliance, 
enforcement, and surveillance. This reflected the Government's keen desire to restore investor 
confidence in the aftermath of the stock market crash of 1996 due to "fraudulent act and 
unethical activities towards market manipulation" (Equity Committee Report, submitted to SEC 
on 27 March 1997). However, the Operations Evaluation Mission (OEM) believed that TA 2913-
BAN could have complemented the CMDP more effectively had it put more emphasis on capital 
market promotion, which was another agenda item of SEC. Alternatively, a separate TA for this 
specific purpose could have complemented TA 2913-BAN. Such assistance should have been 
designed to facilitate the effective transition from a system based on merit regulation to a 
system based on full and fair disclosure, as envisaged under the CMDP.   
 
8. The report and recommendation of the president (RRP) on the CMDP2 briefly analyzed 
the issues in the primary market as follows:  
 

Market participants claim that there is considerable delay in securing approval for 
IPO from SEC. This is caused principally by SEC still applying a system based 
on merit regulation [instead of a system based on full and fair disclosure], 
insisting on fixing the price of new securities issues.  

 
However, the RRP did not elaborate on the fact that trustworthy financial statements, sound 
corporate governance practices, qualified underwriters, and qualified examiners at 
regulatory/self-regulatory bodies formed the bases of proper functioning of a disclosure-based 
regulatory regime. Obviously, Bangladesh is yet to be fully equipped with all these prerequisites. 

                                                 
2  ADB. 1997. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance Grants to the People’s Republic of Bangladesh for Capital Market Development Program. 
Manila. 
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The OEM felt that a more comprehensive analysis of these fundamental issues constraining 
market development should have been done at appraisal of CMDP. 
 
9. In promptly responding to the stock market crash in 1996, the United Nations 
Development Programme (UNDP) offered a TA project to SEC for its institutional strengthening. 
On the basis of the close coordination between UNDP and ADB, this project effectively bridged 
TA 1943-BAN and TA 2913-BAN. 
 
C. Evaluation of Implementation and Outputs 
 
10. During the contract negotiation with the consulting firm in August 1998, it was decided to 
expand the consulting team by five additional international consultants including two corporate 
finance specialists (1.5 and 1.25 person-months, respectively), a registration and licensing 
specialist (2.25 person-months), a CDS implementation specialist (1 person-month), and a 
training specialist (3 person-months).3 Subsequently, a legal/regulatory specialist replaced a 
registration/licensing specialist. The OEM viewed these variations appropriate considering the 
wide scope of this TA.  
 
11. The consulting team spent around 45 person-months implementing this TA. SEC 
officials positively evaluated the performance of the consulting team in general. In contrast, the 
management of DSE and CSE did not appreciate the output of the consultants, claiming that the 
consultants did not adequately incorporate the stock exchanges' views in implementing this TA.4 
Because of their limited association with the consultants and the seeming lack of cooperation 
between them and the SEC, 5  both DSE and CSE failed to regard themselves as the 
beneficiaries of this TA.6 Obviously, this TA contributed little to laying down such a foundation.7           
 
12. The OEM confirmed that the consulting team had delivered the outputs largely in line 
with the terms of reference and within the planned time frame. The key outputs included (i) the 
action plan for development of the surveillance system, namely SECAS; (ii) the procedure 
manuals for stock market surveillance by SEC and the stock exchanges; (iii) technical advice for 
SEC to conduct the broker-dealer examination program; (iv) technical advice for the SEC to 
formulate the Accounting Rules, the Conduct Rules, and the Net Capital Rules on security 
dealers and brokers; (v) technical advice on registration and licensing of market intermediaries; 

                                                 
3  In exchange, the team leader's work duration was reduced by 6 person-months. The work schedule of most 

consultants was slightly adjusted during implementation. The original plan did not include a corporate finance 
specialist in the consulting team, and even the modified one included only 2.75 person-months for this expertise. 
This suggests that this TA put less emphasis on primary market development.    

4  The final consultant report of the TA 2913-BAN notes that “this project, in essence, is a continuation of the UNDP 
project 1998.” From this remark, the OEM suspected that the consulting team put less emphasis on capacity 
building of the DSE and CSE, which had not been part of the agenda of the UNDP-funded project.   

5  The consultant report describes the relationship between the SEC and DSE as follows: “this tension [between 
SEC and DSE] stems partly from the fact that the DSE has been in place for many years, whereas the SEC has 
been in place for only a few years. It is believed that some members of the staff of the DSE have been reluctant to 
accept the SEC as its regulator, partially basing their reluctance on the belief that the SEC staff is inexperienced 
and lack sufficient knowledge of the market to be an effective regulator. In turn, some of the members of staff have 
believed the DSE to be reluctant to accept responsibility to regulate its members, and slow to adopt reform 
measures designed to generate more transparency in market transactions.” The OEM felt that this observation 
held true, if not entirely, at present. 

6  Accordingly, there was no representation from DSE and CSE in the TA inception and wrap-up meetings.  
7  The consultant report notes that “the formation of the Reform Committee, consisting of senior management of 

SEC, CSE, and DSE, helps foster closer cooperation and understanding…[the consulting team] assisted some of 
the meetings.” However, the momentum of such cooperation does not appear to have been sustained toward the 
end of the CMDP.    
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(vi) technical advice on the Pubic Issue Rules; (vii) sample examination of listed companies' 
financial reporting; (viii) technical advice on continuing listing requirements; (ix) technical advice 
in establishing and regulating CDS; and (x) follow-up reviews on the recommendations provided 
under the UNDP project concerning SEC's organizational and management reform, SEC's 
investor complaint desk, SEC's cause investigation program, the investors protection fund 
created in the stock exchanges, SEC's inspection of the stock exchanges, and the proposed 
consolidated securities and exchanges bill. It is noted that scope of actual work conducted by 
the consulting team was wider than what was planned at TA approval. 
 
13. All the above TA outputs were delivered largely to the satisfaction of SEC, except for 
SECAS, which SEC found to be not user-friendly and slow in generating reports. The OEM also 
confirmed the contributions of most TA outputs for capacity building of the SEC with some 
reservations as described below.  
 
14. The consultant report noted the positive contributions of the automated trading system 
introduced by DSE and CSE, confirming that their systems included basic surveillance tools. 
Accordingly, the consultants forwarded the recommended procedural manual on surveillance to 
DSE and CSE for adoption through SEC. The consultants also presented their 
recommendations on market research capabilities of the stock exchanges during the on-site 
assessment. However, management of DSE and CSE do not fully acknowledge the 
contributions of the consultants in these areas.  
 
15. SEC had conducted examination of all broker-dealers based on the program developed 
jointly with the consulting team. However, since mid-1999 SEC had to suspend the regular 
examinations because of a shortage of staff.  
 
16. The consulting team assisted SEC in drafting the Net Capital Rules adopted in 1999, 
and in conducting a seminar for the staff of the SEC, DSE, and CSE on net capital computation. 
Through this seminar, the consultants identified the need for training member brokers of stock 
exchanges, and suggested that SEC and stock exchanges organize a training program. The 
OEM could not verify if the program was organized. Meanwhile, the OEM identified some 
deficiencies in the adopted risk-based capital norms.8 
 
17. The consultant report noted that the enactment of the Public Issues Rules in January 
1999 were definite improvements in the area of corporate finance in Bangladesh. However, the 
report also highlighted the remaining constraints in the area of underwriting, disclosure 
standards, and other related issues, and called for substantial concerted effort of SEC, Institute 
of Chartered Accountants and stock exchanges to remove such constraints. The OEM felt that 
the envisaged disclosure-based regulatory regime cannot be fully functional unless these 
constraints are removed.       
 
18. With respect to the proposed consolidated SEC Act, the consultant report noted that "the 
desk audit was essentially limited to considering the text of the draft SEC Act and the evaluation 
was made without access to other related laws or regulations except that of the Securities and 
Exchange Act 1993, and a schedule of the Public Companies Act 1994 dealing with the content 
of prospectuses." The OEM believed that this desk review should have covered all the relevant 

                                                 
8  The risk measures in the adopted norms were not sufficiently calibrated to provide for appropriate adjustment in 

the computation of “net capital” with respect to proprietary securities held in inventory, undue concentration of 
securities, or with respect to the aging of “fails to deliver” less than 30 days old. 
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laws and regulations including the entire Company Act, which contained provisions of 
importance to the protection of shareholders.    
 
19. Apart from the above key outputs, the consulting team recommended that SEC establish 
an advisory committee to draw on market expertise to deal with issues relating to private mutual 
funds, a relatively new product in Bangladesh. The consultants also recommended that SEC 
take a liberal approach in formulating rules on short selling provided that there are strict 
sanctions in place for non-delivery. However, SEC did not adopt these recommendations. To 
this end, the management of DSE is critical about the manner by which SEC handled these 
matters, claiming that the existing rules on mutual fund as well as short selling are not 
conducive to market development.  
 
20. In place of the initially planned three 2-week training programs, the consulting team 
organized five workshops of 1–3 days as requested by the SEC chairman with the consent of 
ADB. Workshops I–V were (i) Regulating Emerging Capital Markets (7–8 August 1999); 
(ii) Capital Market Formation, Corporate Finance (16 August 1999); (iii) Surveillance and 
Enforcement (18–20 September 1999); (iv) Regulating Emerging Markets: Corporate 
Governance, Role of Government and Increase of Investment (24–26 April 2000); and 
(v) Automated System, SECAS: Present and Future (25 May 2000). Most workshops targeted 
SEC staff except  (i) a 4-hour session on IPO in Workshop II that accommodated 17 market 
practitioners, (ii) 2-day program on self-regulatory organizations in Workshop III that had the 
chief executive officers of DSE and CSE for participants, and (iii) a 1-day program as part of 
Workshop IV for DSE and CSE staff. The feedback sheets suggest that the majority of the 
attendants found Workshops II–IV useful, whereas the management of DSE undervalued their 
contributions.9 The securities industry professionals noted that the modified training plan did not 
offer them the contemplated in-depth training on the operations and conduct of securities 
business.    
 
21. As regards the external training, only limited information is kept in SEC as well as in 
ADB's TA implementation files. The OEM's observation in this regard can be summarized as 
follows: (i) SEC management attended 13 external events10 funded under this TA; (ii) the OEM 
could identify only eight participants, who attended 10 of the 13 events; (iii) of the 10 events, 
seven were attended by persons no longer employed by SEC, including three events attended 
by two former chairmen and three by former members; (iv) of the identified eight participants, 
two are still employed by SEC; (v) one of the two presently with SEC was executive director, 
and the other was director; (vi) the eight identified participants did not include staff members 
below the rank of deputy director; and (vii) no stock exchange officials were selected for 
external training.  
 
22. The above observation suggests that the selection of the participants to external training 
did not adhere to the conditions set out in the RRP of the CMDP.11 Accordingly, several staff at 

                                                 
9  The consultant report attached the evaluation of Workshop II–IV and the lists of attendants of Workshop II. The 

OEM was able to meet only a limited number of attendants to these workshops. 
10 These included three seminars organized by International Organization on Security Commission (in the US and 

Canada), a workshop organized by Georgetown University (in the US), and a study tour to the Philippines.   
11 “It is expected that that around ten midlevel officials will avail of the overseas training. Such training and the 

proposed participants will be subject to prior approval by the ADB. Participants eligible for training will be staff who 
commit themselves to stay with their respective institutions for at least three years after completion of the training.” 
(ADB. 1997. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 
Technical Assistance Grants to the People’s Republic of Bangladesh for Capital Market Development Program. 
Manila [para. 9, Appendix 11]).  



56 Appendix 5  

  

SEC interviewed by the OEM found the method of selection inappropriate. The OEM attributed 
this discouraging result partly to the weakness of ADB's TA supervision.  
 
D. Achievement of Technical Assistance Purpose 
 
23. Based on the findings above, the OEM found that the TA outputs (i) contributed to the 
development of SEC's capacity (though still significantly constrained by its inadequate staffing) 
in implementing rules and regulations, and in conducting market supervision; (ii) did not 
effectively support the upgrading of the stock exchanges' operations; and (iii) complemented the 
implementation of the CMDP in many areas except the capacity building of market 
intermediaries.  
 
E. Overall Assessment 
 
24. The OEM assessed TA 2913-BAN as relevant. The TA’s objective was consistent with 
the Government's keen desire to restore investors' confidence in the capital market by building 
the capacity of SEC and the stock exchanges. However, the OEM felt that the broader 
participation of stakeholders should have been pursued to attain a more desirable outcome.   
 
25. Despite its obvious contribution to capacity building of the SEC, the OEM assessed TA 
2913-BAN as less efficacious mainly for two reasons. First, it was not fully successful in 
supporting the capacity building of the stock exchanges and other market intermediaries. 
Second, the transition from a system based on merit regulation to a system based on full and 
fair disclosure, as envisaged under the CMDP, was not fully accomplished.    
 
26. The OEM assessed TA 2913-BAN as less efficient mainly for two reasons. First, the 
limited achievement in some fundamental areas, i.e., accounting and auditing standards, and 
corporate governance, hindered the stakeholders from fully benefiting from other areas of TA 
achievement. Second, the external training was not cost effective as the majority of the 
participants left SEC within a few years.   
 
27. The OEM assessed sustainability of TA 2913-BAN as likely based on the projection that 
SEC would maintain the current level of human and financial resources to sustain the key TA 
outcomes. Meanwhile, the OEM assessed the contribution of this TA to institutional 
development12 as significant in view of its role in the formulation of capital market rules and 
regulations.  
 
28. Based on the above, the overall rating of TA 2913-BAN is partly successful. 

                                                 
12 Given that the organizational capacity building was the key thrust of this TA, the assessment was made based on 

“nonorganizational” aspects of institutions, such as laws, regulations, and rules. 
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EVALUATION OF TA 2914-BAN: 
INSTITUTIONAL STRENGTHENING OF THE PRIVATIZATION BOARD 

 
A. Background 
 
 1. Rationale 
 
1. The Capital Market Development Program (CMDP) urged enactment of legislation to 
govern the privatization of state-owned enterprises (SOEs) and operations of the Privatization 
Board—later, the Privatization Commission—as one of the policy conditions of the program 
loan. In this regard, the Government requested the Asian Development Bank (ADB) to provide 
technical assistance (TA) to enhance the Privatization Board's capacity to undertake the 
valuation and analysis of bids and tenders for sale and disposition of SOEs and their assets. In 
response to this request, ADB approved TA 2914-BAN: Institutional Strengthening of the 
Privatization Board, for $440,000, on 20 November 1997. 
 
2. The privatization process in Bangladesh progressed very slowly due mainly to the lack of 
clear commitment and comprehensive strategy and policy, lack of personnel with the required 
specialized skills and expertise, inadequate and ineffective legal and regulatory framework, and 
unsystematic operational procedures. Since the establishment of the Privatization Board in 
1993, only 12 out of then 224 candidate SOEs were privatized by the time TA implementation 
started. Therefore, divestment of Government shareholdings in SOEs was made one of the 
second tranche release conditions of the CMDP. In response to this condition, the Government 
identified 17 SOEs to be divested or privatized. This was later amended to 22 enterprises. The 
intent of this policy action was to increase the supply of securities in the domestic capital 
market. To effectively implement the privatization program, strengthening the institutional 
capabilities of the Privatization Board was considered imperative. 
 
 2. Purpose and Scope 
 
3. TA 2914-BAN aimed at improving the effectiveness of the Privatization Board in 
privatizing SOEs. In doing so, the TA was to complement the CMDP. The Privatization Board 
was the Executing Agency of the TA. It was expected to result in increased supply of securities 
in the capital market, complementing the CMDP. The scope of the TA included (i) providing 
technical advice principally on valuation, financial restructuring, tendering, and evaluation of 
bids and offers; (ii) studying legal constraints on the privatization process; (iii) developing a 
reference manual on valuation; (iv) developing a privatization strategy and policy; and (v) 
training of staff. 
 
 3. Financing Plan and Implementation Arrangement 
 
4. The total cost of the TA was estimated at $500,000 equivalent, including foreign 
exchange costs of $372,000 and the equivalent of $128,000 in local currency costs. ADB was to 
finance the entire foreign exchange cost and $68,000 equivalent in local costs. The consulting 
team was to consist of three international consultants: a privatization expert/team leader (4 
person-months), a merchant banker (4 person-months), and a legal expert (2 person-months). 
The international consultants were to be assisted by domestic consultants with expertise in 
company valuation/asset appraisal (4 person-months) and accounting (4 person-months).  
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 4. Completion and Self-Evaluation 
 
5. TA 2913-BAN was completed in December 1999 upon submission of the consultant final 
report, 16 months later than initially planned mainly due to the delay in signing of the TA letter 
agreement and consultant selection. ADB disbursed $402,047 and closed the TA account in 
April 2002. The TA completion report, circulated in April 2003, acknowledged the positive 
contributions of the TA outputs. However, it also highlighted slower-than-expected progress in 
privatization and lack of qualified staff in the Privatization Commission, and rated this TA partly 
successful. 
 
B. Evaluation of Formulation and Design 
 
6. A month after TA approval, the chairman of the Privatization Board requested ADB to 
consider some major changes in TA scope.1 ADB requested further clarification on this request. 
However, without any explanation, the Privatization Board withdrew its request and signed the 
TA agreement on 18 November 1998, almost a year after TA approval. The Operations 
Evaluation Mission (OEM) could not verify the reason for the Privatization Board’s withdrawal of 
its request and the implications of not changing the TA scope.   
 
7. The lack of institutional memory and continuity within the Privatization 
Board/Commission was a serious impediment to the OEM.2 When the new Government was 
installed following the general election in 2001, almost all executives were transferred and 
replaced with a new set of staff, most of whom had no privatization experience. The chairman 
and his personal staff, the two members, all of the five directors, and two of the six deputy 
directors at the Privatization Commission were deputed by the Government and were not 
permanent staff. Several staff interviewed by the OEM noted that most temporary deputed staff 
lacked total commitment and did not desire to take responsibilities that at times required 
conclusive and assertive bold decisions. The findings above suggest the inadequate and 
wavering Government commitment to the institutional strengthening of the Privatization 
Board/Commission.   
 
8. This TA was expected to complement the CMDP. However, it was not designed to 
establish the linkage between the privatization process (and methodology) and the offering of 
SOEs' shares to the public through the stock exchanges as envisaged in the CMDP. 
Accordingly, the terms of reference (TOR) did not specifically task the consulting team to assist 
in the divestment of the Government's (or Government institutions') shares in publicly listed 
SOEs or in the transformation of unlisted SOEs to public companies for eventual listing and 
divestment through the stock exchanges. Rather, it emphasized providing technical advice 
principally on valuation, financial restructuring, tendering, and evaluation of bids and offers. The 
TOR should have tasked the consulting team to examine the Government's divestment plan in 
view of its impact on the stock exchanges, offering the basis for the policy dialogue on the 
privatization component of the CMDP. The OEM believed that the exclusion of this task in the 
TOR had been a design flaw of this TA. 
 

                                                 
1  The Privatization Board indicated that the international legal expert was no longer required as the Privatization 

Board had received assistance in this area from another aid agency. The Privatization Board instead wanted to use 
these funds to recruit a domestic expert for implementing a public awareness campaign. 

2  Consequently, the OEM relied heavily on the consultant report's findings for this evaluation.  
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C. Evaluation of Implementation and Outputs 
 
9. The overall performance of the consultants was satisfactory based on their outputs and 
recommendations as against the TOR. The key outputs from the TA included (i) draft 
privatization policy and strategy which specified privatization objectives and procedures, (ii) draft 
privatization regulations to improve the legal framework and various divestment alternatives, 
(iii) valuation manual that suggested different techniques for different classes of SOEs, 
(iv) computerized database that contained information on the portfolio of privatization 
candidates, (v) seminars on valuation and legal aspects of privatization that attempted to 
explain the inadequacies of the current valuation and tendering procedures, and (vi) an 
overseas study tour. In addition, the Privatization Board procured two desktop computers, two 
printers, one fax machine, and one photocopy machine funded under this TA.  
 
10. The Privatization Board issued the privatization policy, based largely on the draft 
prepared by the consultants, which included statements on the protection of the interest of 
buyers and employees of the privatized SOEs and outlined the privatization procedures. The TA 
output in this regard was put to effective use. In conjunction with the preparation of the draft 
privatization policy, the consultants identified some flaws and omissions in the draft Privatization 
Act. 3  However, the Privatization Board did not recall the draft before its submission to 
Parliament, concerned that such amendment might delay its transformation from the 
Privatization Board to the Commission. The deficiencies in the Act subsequently constrained the 
implementation of key recommendations of the TA, reported the consultants. Meanwhile, the 
Privatization Commission drafted the privatization regulations, also based largely on the draft 
prepared by the consultants. In December 2003, however, the Cabinet Committee turned down 
the proposed regulations.  
 
11. The consultants prepared a valuation manual to help the Privatization Commission 
officials supervise the valuation work conducted by the valuation firms, to strengthen the 
Commission's in-house technical capabilities. The Privatization Commission, however, has not 
utilized the manual. The consultants of the follow-up TA 4104-BAN4 in fact learned about the 
manual accidentally. The Privatization Commission uses the services of designated chartered 
accountant firms in the valuation of privatization candidates. These firms are not required to use 
the valuation manual. The chartered accountant firms are reportedly quite averse to directives in 
this regard. In contrast, the consultant under TA 4104-BAN acknowledged the usefulness of the 
valuation manual prepared under TA 2914-BAN. 
 
12. Some of the consultant activities were not foreseen in the original scope of the project. 
These activities included the establishment of the comprehensive database and investigation of 
share sales status of several SOEs that were listed for privatization under the CMDP. The 
database was prepared in absence of full details and all the required information. The 
Privatization Commission continues to maintain the database.  
 
13. During the contract negotiations for the TA project, it was decided that in the preparatory 
stage of the sale the Privatization Board would select two or three SOEs as pilot cases in 
devising the privatization strategy, rules, and procedures for sale and valuation. Since the 
Privatization Board could not identify any SOE, the consulting team selected two SOEs, Dhaka 
                                                 
3  For its part, the Privatization Board had reviewed the draft Privatization Act at and forwarded the same to the 

Cabinet in February 1999, before the fielding of the consultants (in May 1999). Subsequently, the Government 
passed the Act in 2000.  

4  ADB. 2003. Technical Assistance to the People’s Republic of Bangladesh for Assistance Privatization Commission. 
Manila (TA 4104-BAN, approved on 2 May 2003, for $150,000). 
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Leather Complex and Noakhali Textile Mills. The consultants developed a discounted cash-flow 
model for Dhaka Leather Complex and this valuation exercise contributed to the development of 
the valuation manual that was used in workshops to discuss valuation methodologies. It is 
noted, however, that these two selected enterprises were not from the original list of 17 or the 
revised list of 22 SOEs earmarked for privatization and/or divestment under the CMDP tranche 
release conditions.5 
 
14. The consulting team reportedly reviewed the list of privatization candidates but did not 
comment on the possible updating of the list. In August 1999, the Privatization Board requested 
the consultants to investigate the privatization status of the 17 enterprises originally listed under 
the CMDP for divestment. The consultants recommended that initial steps be taken to privatize 
these enterprises and they proposed specific sale methods. However, the consultants, in their 
final report, mentioned that “the ministries/corporation and the Privatization Board did not take 
any action on the sale of shares of any of these companies and, in the opinion of the 
consultants, without advisory support to the Privatization Board the sale of shares of most 
companies will not be completed.”  
 
15. The consultants recommended that SOEs be classified according to their financial, 
operational, and competitive positions and the selection of a privatization strategy would depend 
on the viability of SOEs.6 The recommendation for the classification of privatization candidates 
as either hopeless case, have potential for healthy operation or should be financially 
restructured prior to sale, as suggested by the consultants was not implemented by the 
Privatization Commission. There is a strong view within the Privatization Commission (and 
reportedly also within the Government and political leadership) that the Government does not 
have the required resources to financially restructure any SOE and therefore, any suggestion to 
this effect is quite out of place. 
 
16. The consultants arranged a number of seminars and workshops for Government 
officials, different professional groups, journalists, and labor and political leaders as well as the 
Privatization Board/Commission staff. The participants found them to be worthwhile. The 
consultants also organized a training course on valuation of SOEs and legal aspects of 
privatization and a study tour to Uzbekistan. 7  However, none of the Privatization Board/ 
Commission staff who took part in the tour is still posted at the Privatization Commission and 
hence could not be interviewed. The participants to the tour were mostly from the Privatization 
Commission and labor leaders. None of the deputy directors of the Privatization Board/ 
Commission, who were to undertake privatization operations, participated in the study tour. 
 
17. The supervision and monitoring of the TA by ADB through review missions and regular 
communication with the consultants and the Privatization Board/Commission were appropriate 
and satisfactory. However, lack of political commitment and understanding and inadequate skills 
by the Privatization Board/Commission staff were major constraints to the implementation of the 
TA. The Privatization Board/Commission could not fully commit and cooperate in expeditiously 

                                                 
5  The Government specified the 17 SOEs during the loan negotiation of the CMDP. The OEM could not verify the 

time and persons involved in determining the original 17 and the revised 22 SOEs. The Government did not 
publicize these lists.  

6 The majority of SOEs in the privatization list of the Privatization Board and some in the divestment list for Loan 
1580-BAN were insolvent or in a depressed condition and needed restructuring. The TOR did not require the 
consultants to engage in such restructuring. The consultants therefore recommended that privatization transactions 
for selected SOEs be carried out under a follow-on TA. 

7  The consulting team chose Uzbekistan as the study tour destination. 
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implementing the TA as described in the above. Therefore, the Privatization 
Board's/Commission’s performance as the Executing Agency was not satisfactory.  
 
D. Achievement of Technical Assistance Purpose 
 
18. Though it has been transformed from a “Board” to a “Commission,” the Privatization 
Commission has not become any more efficient, professional, and committed through required 
restructuring, as was recommended under the TA. The system of deputation of staff from the 
Government is still prevalent. When a new Government comes to power, invariably almost all 
executives are replaced with new staff generally having no experience in the privatization 
process. This has resulted in severe lack of institutional memory that has impeded on the 
establishment and continuation of a successful process. Meanwhile, the Cabinet Committee 
rejected the Privatization Regulations drafted by the Privatization Board, and there has been a 
reversal of decision in handing over SOEs to the ministries for liquidation, virtually curtailing the 
powers of the Privatization Commission. 
 
E. Overall Assessment 
 
19. The OEM assessed TA 2914-BAN as irrelevant in view of the inadequate political 
support and the lack of Government commitment to this TA as well as its weak complementarity 
to the CMDP.  
 
20. The OEM assessed TA 2914-BAN as less efficacious based on the following 
observations. First, the progress in institutional strengthening of the Privatization Commission 
has been slow and marginal. Second, the privatization of the SOEs supported under this TA 
contributed little to capital market development.  
 
21. The OEM assessed TA 2914-BAN as inefficient in view of the significant underutilization 
of TA outputs. The OEM assessed sustainability of TA 2914-BAN as less likely given that the 
Privatization Commission will not likely secure sufficient human and financial resources to 
utilize/maintain few tangible TA outputs such as the valuation manual and the SOE database. 
Meanwhile, the OEM assessed contribution of this TA to institutional development8 as negligible 
considering that (i) the Privatization Board did not incorporate the consultants' recommendations 
in drafting the Privatization Act, and (ii) the Cabinet finally turned down the draft privatization 
regulations.  
  
22. Based on the above, the overall rating of TA 2914-BAN is unsuccessful.     
  
 

                                                 
8  Given that the organizational capacity building was the key thrust of this TA, the assessment was made based on 

“nonorganizational” aspects of institutions, such as laws, regulations, and rules.  



Item 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

No. of Listed Companies 139 143 157 183 186 202 208 213 223 231 242 248 237
Market Capitalization (million)
  In taka 12,299 18,099 41,771 56,518 168,106 71,302 50,254 44,789 62,932 63,777 71,269 97,587 224,923
  In $ 315 455 1,038 1,409 3,960 1,569 1,036 881 1,169 1,119 1,229 1,685 3,709
Market Capitalization (as % of GDP) 1.03 1.44 3.08 3.71 10.11 3.95 2.51 2.04 2.65 2.52 2.61 3.25 6.76
DSE Index (general index)     — 391.77 845.65 834.73 2,300.15 756.78 540.22 487.77 642.68 817.79 848.41 967.88 1,971.31
DSE-20 Index     —     —     —     —     —     —     —     —     —     — 1,075.72 1,228.20 2,158.66
Trading Value (million)
  In taka 438 579 4,288 6,381 30,137 17,404 34,369 38,965 40,365 40,869 34,984 19,152 53,181
  In $ 11.48 14.79 107.20 158.73 721.16 396.55 732.65 793.74 774.01 732.16 604.22 330.78 881.80
Average Daily Trading Value (million)
  In taka 1.50 2.03 15.48 25.12 118.18 65.19 127.76 151.61 145.72 153.64 121.90 66.97 199.18
  In $ 0.04 0.05 0.39 0.62 2.83 1.49 2.72 3.09 2.79 2.75 2.11 1.16 3.30
No. of IPOs During the Year 11 5 18 27 3 16 6 5 10 9 10 14 3
Capital Mobilized During the Year (million)
  In taka 692 984 2,325 3,477 3,195 5,530 656 460 2,686 2,299 2,748 8,082 878
  In $ 18.14 25.14 58.13 86.49 76.45 126.00 13.98 9.37 51.51 41.19 47.46 139.59 14.56
Foreign Investment in Equity Securities    
($ million) 8.70 8.40 105.90 (15.20) (117.00) (9.90) (4.20) (1.10) 1.20 (3.50) (1.40)     —     —
Economic Data
GDP ($ million) 31,335 32,031 33,853 37,940 39,800 41,171 42,673 44,754 45,462 45,422 47,185 51,897 55,148
GDP (taka billion) 1,195 1,254 1,354 1,525 1,663 1,807 2,002 2,197 2,371 2,535 2,732 3,005 3,326
M2 (taka billion) 285 315 364 423 458 507 559 630 748 872 986 1,140 1,298
Gross Domestic Investments (taka 
billion) 207 225 249 292 333 374 433 488 546 585 632 704 784
Gross National Savings (taka billion) 231 225 254 292 336 390 436 490 458 568 640 735 815
Demand and Time Deposits (taka billion) 266 297 339 392 419 466 519 592 603 816 920 1,066 1,213
Change in Consumer Price Index (%) 4.56 2.73 3.28 8.87 6.65 3.96 8.66 7.06 2.79 1.94 2.79 4.38 5.83
Exchange Rate (end of period) 39.00 39.80 40.25 40.10 42.45 45.45 48.50 50.85 53.85 57.00 58.00 57.90 60.64
Exchange Rate (average of period) 38.15 39.14 40.00 40.20 41.79 43.89 46.91 49.09 52.15 55.82 57.90 57.90 60.31

— = not available, ( ) = negative, % = percentage, DSE = Dhaka Stock Exchange, GDP = gross domestic product, IPO = initial public offering, M2 = broad money, No. = number.
Note: Since 22 November 2001, DSE Index popped to 817.62 from the original 615.48 by adding extra 202 points.

Table A7.1: Capital Market Indicators - Dhaka Stock Exchange

STATISTICAL DATA

Sources: Most capital market related data are from Dhaka Stock Exchange. Various years. Monthly Review. Dhaka. Foreign investment in equity securities data are from the
International Monetary Fund. 2004. Financial Statistics Yearbook. Washington, DC. All economic data have been gleaned from Bangladesh Bank. Various years. Economic Trends.
Dhaka.
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Item 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

No. of Listed Companies — — — — 105 128 136 144 151 163 172 182 185
CSE Index (general index) — — — — 1,157.9 333.0 232.8 197.8 — — — — —
CSE All Share Price Index (Base 1,000) — — — — — — — 1,000 1,412 1,837 1,841 1,643 3,598
Market Capitalization (million)
  In taka — — — — 147,043 55,832 41,383 36,542 57,760 56,430 60,468 85,312 215,202
  In $ — — — — 3,464 1,228 853 719 1,073 990 1,043 1,473 3,549
Market Capitalization (as % of GDP) — — — — 8.84 3.09 2.07 1.66 2.44 2.23 2.21 2.84 6.47
Trading Value (million)
  In taka — — — — 6,082 8,544 14,036 11,539 12,934 14,806 13,586 — —
  In $ — — — — 146 195 299 235 248 265 235 — —
Average Daily Trading Value (million)
  In taka — — — — 23.00 32.00 49.00 45.00 47.00 55.00 49.00 — —
  In $ — — — — 0.55 0.73 1.04 0.92 0.90 0.99 0.85 — —
No. of IPOs During the Year 11      5 18 27 3 16 6 5 10 9 10 14 3

— = not available, % = percentage, CSE = Chittagong Stock Exchange, GDP = gross domestic products, IPO = initial public offering, No. = number.
Sources: Chittagong Stock Exchange. Various years. Monthly Review. Chittagong.

Table A7.2: Capital Market Indicators - Chittagong Stock Exchange
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MANAGEMENT RESPONSE ON THE PROGRAM PERFORMANCE AUDIT REPORT 
ON THE CAPITAL MARKET DEVELOPMENT PROGRAM IN BANGLADESH 

(Loan 1580-BAN[SF]) 
 
 
 

On 6 July 2005, the Director General, Operations Evaluation Department, received the 
following response from the Managing Director General on behalf of Management: 

 
 
A. Overall Comments 

 
1. Management appreciates that OED has done the interdepartmental 
review process in ADB, as well as the consultation process with concerned 
government authorities in finalizing the PPAR. Management notes that PPAR’s 
overall rating is largely consistent with that of the Program Completion Report 
(PCR) of this program loan. It is also noted that ADB provided the Capital Market 
Development Program (CMDP) in response to a domestic stock market crises at 
the urgent request of the Government. The PPAR assessed that the CMDP had 
some mixed results in some areas. However, it also assessed that the CMDP 
demonstrated notable success in several key areas including (i) empowering the 
Securities and Exchange Commission (SEC) by strengthening its legal status as 
an independent and autonomous regulatory institution; (ii) the introduction of a 
surveillance system, helping avoid another major market failure; (iii) enhancing 
the accountability of the Dhaka Stock Exchange (DSE) and the Chittagong Stock 
Exchange (CSE) through strengthening governance system and audit and 
inspection, and establishing the investor protection fund; and (iv) modernizing 
capital market support facilities, such as a central depository system and 
automated trading systems in DSE and CSE.  
 
2. Management heeds PPAR’s suggested lessons in ADB’s future similar 
operations. As recommended by the PPAR, ADB will maintain policy dialogue 
with the Government to follow up some remaining measures under the CMDP, 
and will continue to monitor the progress of financial market governance in 
conjunction with the proposed TA loan from 2005.  
 
B. Specific Comments 
 
3. Stakeholder Consultation (6th para. of the Executive Summary,  
paras. 23 and 83). In several paragraphs of the PPAR, it was indicated that there 
was inadequate consultation with stakeholders during program formulation. The 
Operations Evaluation Mission (OEM) suggested that a more balanced and 
market-friendly regulatory environment could have resulted if there had been 
more stakeholder participation. However, it should be noted that ADB missions 
have undergone wide-ranging consultations with Government authorities and 
agencies, development partners, and various stakeholders in preparation of the 
program and during the processing of the program loan. The Government at the 
outset convened a donors meeting to ascertain what support could be provided 
by donors in the wake of the stockmarket crisis besetting the economy. 
Consequently, donors were fully aware with respect to ADB’s program and 
provided support to ADB as the lead agency on capital market reform. While 



ADB was formulating the program to address the stockmarket crisis, the USAID 
provided a small-scale TA to help the Mission. This was followed by a larger TA 
funded by UNDP, but administered by ADB leading to the formulation of reform 
actions. During loan processing, ADB extensively consulted with the Government 
and various market players and stakeholders, as well as the donors.  
 
4. Relevance (Para. 83). The OEM’s assessment of the CMDP as ‘partly 
relevant’ is arguable considering that the program was launched to address a 
very specific urgent need at the request of the Minister of Finance. This 
assessment is also regarded contradictory to the acknowledgement by the OEM 
of the consistency of the program objective with the Government’s strategy over 
the years, and its view that the comprehensiveness of the scope of CMDP was 
justified. In fact, the Report and Recommendation of the President (RRP) for 
CMDP pointed out that financial sector and capital market reforms and 
privatization were among the Government's priorities at that time.  
 
5. Key Issues for the Future (Para. 93–94). The physical separation of 
dealership from brokerage operations (para. 93) was made necessary during the 
1996 scam as the broker-dealers were responsible for preying on the 
unsuspecting public by booking transactions for their own accounts when those 
were favorable to them (acting as dealers) and booking transactions for client 
accounts when prices went adverse (acting as brokers). Since the transactions 
were done manually, it was relatively easy for brokers to cover their tracks and 
there was no way to prove their actions. However, now that the trading system 
has been automated and a central depository has been established, separation 
is no longer required as the automated system provides a clear audit trail. These 
were the precise reasons why automation and the establishment of a central 
depository were recommended. However, the segregation of underwriting from 
portfolio management as well as from the brokerage function should remain in 
place for the following reasons: (i) market governance remains relatively poor,  
(ii) the regulator still has very weak enforcement capacity, and (iii) market still 
lacks the needed discipline to self-regulate. This matter can be revisited under 
the proposed Financial Markets Governance TA for processing in 2005.  
 
6. Justification for an independent Regulatory Appeals Tribunal depends on 
whether there will be a substantial number of cases to be heard, which appears 
unlikely. Furthermore, such a tribunal is not likely to prosper unless it is provided 
an adequate budget. In consultation with the Government and SEC, ADB 
missions have advised that when formulating laws and rules, SEC should ensure 
transparency and adequate consultation with all stakeholders likely to be 
affected, and that a process be established for this, such as providing exposure 
drafts to the public and calling for public meetings and forums where differing 
views may be properly ventilated and discussed.  
 
7. Lessons Identified (Para. 96). We agree with the importance of 
stakeholder consultations. However, the segregation of dealership and brokerage 
operations in the CMDP was recommended because the issue of conflicts of 
interest between dealer and broker were significant under the manual trading 
system during the capital market scam in 1996, and not because stakeholders 
were not consulted. 
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