

















Analysts and investors should consider rational level of
perpetual growth rate with utmost professional care
and due diligence as sensitivity to valuation is very high.

Md Sajib Hossain, CFA

1. Introduction to the Stock Market in Bangladesh

Bangladesh is one of the fastest-growing economies in the
world. In the last decade, the economy of Bangladesh has
experienced a GDP growth rate of close to 7% with stable and
moderate inflation, a low level of public debt, a sustained inflow
of remittances and export earnings, political stability, and
adequate foreign reserves. Before the COVID-19 pandemic hit
the world economy by storm in 2020, Bangladesh recorded a
GDP growth rate of 8.19% (World Bank Report).

Unfortunately, the stock market could not keep pace with the
growth of the real economy as the stock market went through a
bubble-burstin 2010-2011 followed by a prolonged downward
trend in the stock market. From January 2011 to May 2020,
DSEX, the benchmark index to measure the movement of
overall stock prices, recorded a monthly annualized return of
-5.07% against 12%-14% nominal GDP growth.

In fact, unlike other countries, Bangladesh's stock market does
not reasonably represent the overall economy as many of the
best-performing local conglomerates and export-oriented
industries are not listed with the stock exchange. For example,
RMG contributes more than 80% of the exports of Bangladesh
but most of the profitable and big companies in the RMG
sectors are still private. In June 2019, the ratio of market
capitalization to GDP stood at only 14% in Bangladesh.
However, from May 2020, with the new leadership of the
Bangladesh Securities and Exchange Commission (BSEC)
taking charge and investors’ optimism therein, the stock
market gradually started regaining momentum. From 31st May
2020 to June 30, 2021, DSEX increased from 4040 points to
6150 points, registering a growth of more than 50% with a
market capitalization to GDP ratio crossing 20%. In June 2021,
HSBC published a report on the stock market of Bangladesh
where the HSBC labeled the stock market in Bangladesh as
‘hidden gems’ for investors”. Historical Performance of Capital
Market in Bangladesh Dhaka Stock Exchange, the premier stock
exchange in Bangladesh, started documenting market data of

DSEX Index ( 1987-June, 2021)**
**DSEX reconstructed backword from 2001 to 2013 July based on DGEN
return and from 1987 to 2000 based on DSE All Share price Index return

Iiiiﬁliliiliiiiiillll
bubble

9000

8000
June, 30, 2021
7000
6000
5000

Peak of 1996
bubble

4000

3000
2000

1000
® ¥ B8 FT I aJ IR HFTEETSII3IZTETSeEEILIDTE ST RN

Figure 1: DSE Index Performance from 1987 to June 2021
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stock price and volume in 1987. It is very natural to ask what

the average annual return and risk of the stock market of

Bangladesh was from 1987 to 2021 over the last 35 years. The

performance of the stock market in Bangladesh can be

summarized as follows:

1. The average annual return of the Bangladesh Stock Market
in the last 35 years (1987-June 2021) is 16.94% (a price
gain of 13.64% plus an average annual dividend yield of
3.3%) against a risk of 32% (monthly annualized standard
deviation).

2. During the same period, the average annual return in the
Indian stock market was around 19-20% whereas the
average annual return of the US market (S&P 500) was
around 10% against the risk of approximately 20% in the
last 100 years (from 1920 to 2020).

3. In terms of risk, the stock market in BD is way more volatile
and riskier. If you look at the return generating process of
the Bangladesh stock market, most of the returns were
generated only in few years (1996 (June-December), 2004,
2007,2009,2010, 2016-2017, 2020-2021).

3.1 Historical Statistics: Number of Listed
Companies, Average Turnover, and Market Cap

It is interesting to see that turnover to market cap (sum of the
daily turnover during the year divided by market cap at the end
of the year) reached 114% in 2010 ( see figure 2). This
indicates that trading in shares significantly outpaced the
market value of all the listed securities. Apparently, demand for
securities outpaced the supply of available securities that
ultimately lead to the stock market bubble in 2010. The ratio of
turnover to market cap in neighboring countries was much
lower: less than 60%. From 2020, after a long downward
trend, market cap, turnover, and turnover to market cap ratio
have significantly increased compared to the number of
securities listed. This might be an indication that BSEC might
need to increase the number of quality securities in the market.

Market Cap
(BDT in Mn)
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Figure 2: Historical Statistics: Number of Listed Companies,
Average Turnover and Market Cap (2001 to 2021)




| Insights continued |

3.2 Historical Valuation Level of Stock Market in
Bangladesh: Market P/E

Often, we want to assess the valuation level of the overall market,

i.e., whether the market is overvalued, fairly valued, or

undervalued. One way to assess the overall valuation level of the

market is to look at the P/E ratio of the overall market. Historically,

if you adjust the risk and find the Sharpe ratio (excess return over
risk-free rate divided by standard deviation), you will see that
only pharmaceuticals, Foods, and Allied outperformed the
market on a risk-adjusted basis with general insurance
sectors almost at per with the market.
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Figure 3: Historical P/E Ratio of Capital market in Bangladesh (2004-June, 2021)

Another way to assess the overall market price level or valuation
level is to look at the market dividend yield. The dividend yield is
calculated as cash dividend/market price. For the overall market,
the dividend yield is the average dividend yield of all the
companies. The average dividend yield of the capital market in
Bangladesh is around 3.3% with a current dividend yield of 3.54%
as of June 2021 (See Figure 5).
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Figure 4: Historical Dividend Yield of Capital market in Bangladesh (2005-June 2021)

4. Historical Performance of Major Industries in DSE:
Return, Risk and Sharpe Ratio
When investors consider investing in different industry
stocks in the capital market of Bangladesh, it is quite natural
to ask which industry performed best or worst in the last 20
years or so in Bangladesh. Figure 6 shows the compounded
annual return (only capital gain or price appreciation) in
different industries from 2001 to 2020.
* Until 2008, Financial Institutions (NBFIs) were included in the Banking
Industry. Telecommunication Industry was launched in November, 2009 with
the listing of Grameen Phone.
**Miscellaneous includes IT-Sector, Tannery, Ceramic, Travel & Corporate bond.
In terms of return generation, Food and Allied, Fuel and Power,
Pharmaceuticals, and General Insurance sectors outperformed
the broad market during the period from 2001 to 2020. However,

Figure 5: Historical Performance of Major Industries in DSE: Return, Risk and
Sharpe Ratio (2001-2020)

To put the industry performance into perspective, figure 7 shows
the ending value of a 100-BDT investment in major industries in
DSE during the period from 2001 to May 2021. For example, if
someone invests 100 BDT in Food and Allied industries at the
beginning of 2001, with the appreciation of price, that 100 BDT
would have been around 4,500 BDT at the end of May 2021. The
same would have been around 2,200 in case overall market and
3,400 in the case of investment in the pharmaceutical industry
during the period from 2001 to May 2021.
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Figure 6: Major Industry Performance in DSE-Ending Value of 100 as of
30 May 2021, which was invested in January 2001

5. Conclusion

Although the capital market of Bangladesh has great potentials to
stimulate the economic growth of the country, the market is still
dominated by high volatility, excessive trading by retail investors,
lack of corporate governance among the listed companies, and
lack of confidence from many large perspectives institutional
investors. The stock exchanges need to diversify their products
especially fixed income products and ETFs, improve IT
infrastructure, update their market surveillance system and
encourage big and profitable local conglomerates to get listed with
the exchanges. The new leadership at BSEC has already started
working on the above issues and the expectation is that soon we
would be able to develop a capital market as a stable source of
long-term financing in the days to come.
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Disclaimer: This report is solely for informational purpose. The information published in this report does not constitute any kind of investment advice. Readers
are advised to use this report at their own discretion and BICM does not take any liability for outcomes arising from the use of the information published in this
report. For any inconsistency or data error you notice, please write to us at fmr@bicm.ac.bd.




