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Abstract: This paper investigates that the excess investmeFteasury Bills & Treasury Bonds in 2013 in Baamgsh
was more profitable than other investment suclbasd & advances for Banks (Conventional CommeRzailks) & other
Financial Institutions (FIs). In 2013, country'dipcal situation was fully disfavor of real sectmvestment and Banks did
not increase their loans & advances to increase phefitability but Banks had to bear the costimigdeposit. So Banks &

other Fls suffered from excess liquidity problem. dontrol the situation Bangladesh Bank (BB) solorenT-Bills & T-

Bonds to control the excess liquidity position.
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1. Introduction

Banks & other Financial Institutions (FIs) wantdarn
and increase their profitability (short term objege} as
well as try to sustain in the market (loan termeahije)?
At the political unrest situation in 2013 in Bardggsh,
Banks & other Fls were under threat to do theirutag
business activities to generate the profit. Deotinreal
sector investment growth impacted on the growtltoahs
& advances of the Banks & other Fls. On the otleandh
Banks & other FIs counted the interest on dep&stthat
they went to safer investment in T-Bills & T-Bonds
decrease the costing of cost of deposit and easoatk
profit®. This topic is selected to present the real sinabf
investment in T-Bills & T-Bonds in 2013 by Banksather
Fls as well as why they went to this type of inuessht
more.

The investment in Treasury Bills and Treasury Boisds
much safer than other investment because the owher
these T-bills & T-bonds is the government of theioréd.
Generally the default risk of the government is@stzerd
(e.g.Greece is exceptiofpl Financial institutions such as
banks, finance companies as well as insurance auaga
and individuals are the investors of these seedfiti
Primarily T-Bills & T-Bonds are sold by BangladeBank
(Central Bank of Bangladesh) on behalf of the goxent

of Bangladesh to Banks, Finance Companies (FCs}

insurance companies. Buying and selling of T-b&llsT-

bonds by Bangladesh Bank (Central Bank) is the
mechanism of open market operation which is on¢éhef
important tools of controlling money supply to stale the
economy as well as increase the employfhent

T-bill is the short-term debt obligation backed the
Bangladesh government with a maturity of less tbam
year. T-bills are sold in multiple of BDT1,00,000 and
commonly have maturities of 91 Days, 182 Days & 364
Days® T-bills are issued through a competitive online
bidding process at a discount from par, which methas
rather than paying fixed interest payments like
conventional bonds, the appreciation of the bitbyiles
the return to the holdEr After the auction, the bills can be
sold in the interbank market.

T-bond is fixed-interest bearing debt security wih
maturity of more than one year such as 02 yearye@ss,

10 years, 15 years and 20 yéargreasury bonds make
interest payments semi-annually and the income that
holders receive is tax fr& A competitive online bid states
the rate that the bidder is willing to accept; itll vibe
accepted depending on how it compares to the setofa
the bond. After the auction, the bonds can be golthe
interbank market.

The collection of money from the money market by
government is increasing gradually over the year. T
control the inflation and the development of theremmy
re the main objectives of collecting money frone th
money markéf. It is an important tool of monetary policy
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but question is that why our government's borrowisg 3. Bond Market History of Bangladesh
increasing? Or Is it the indicator of controllingflation?
Or Is it the indicator of decreasing credit or athes or
investment opportunities at private sector? Or tighe
technique to reduce the costing of the cost of di¢pmr
cost of fund of the banks? Or Is it the technitpugenerate
some profit at that unrest political situation?

Before our independence, the use of bonds as asneéan
resource mobilization was virtually non-existent in
Bangladesh. Immediately after liberation, the goweent
of Bangladesh reissued long-term bonds acceptirg th
liabilities of the Income Tax Bonds and the Defense
Bond$® of the Pakistan government held by Bangladeshi
. . . nationals and institutions. The government alsoedsa 5%

2. Structure of the Financial Market in non-negotiable bond to Bangladeshi shareholders of
Bangladesh nationalized industries. In addition, savings bondsre
also issued to pay for the value of demonetizedd9m4.

The financial sector of Bangladesh is dominated bivost of these bonds are held by Bangladesh Bark fifst
commercial banks. The main stream of funds flovesnfr effort to mobilize savings for use of development
general public as deposits to corporate and govenbras expenditure was the issue of Wage Earners Developme
credit. After the independence of Bangladesh, bapki Bond$* in 1981 to be sold to Bangladeshi wage earners
industry started its journey with only six natiomad abroad. Later, a two-year special treasury bond issased
commercial banks, two state owned specialized bankls in 1984 to be sold to individuals, public and ptéesaector
three foreign banks and after 1980's banking imglust organizations including banks.

achieved significant expansion with the entrancerofate During the implementation period of the financiattor
banks. Now, banks in Bangladesh are primarily ob twreform program that took effect from 1990, natidered
types: commercial banks, specialized banks and development

= Scheduled Banks: The banks which get license tfinancial institutions had to make considerablevimions
operate under Bank Company Act, 189(Amended for huge classified loafs As a result, the capital bd&ef
in 2013°% are termed as Scheduled Banks such adose banks and financial institutions eroded ssyeand
Sonali Bank Limited’ & Dhaka bank Limitetf etc. their viability was seriously threatened. In thisiation, the
= Non-Scheduled Banks: The banks which ar%overnment issued a series of bonds to restruchuee
established for special and definite objective andapital base of these banks and financial institstias well

operate under the acts that are enacted for meefing 55 o assume the liabilities of the bad IGamsade to a
those objectives, are termed as Non-Scheduled Banksmper of public sector organizations.

such as_Grammen BatikThese banks cannot perform Some bonds were also issued to mobilize funds for a
all functions of scheduled banks.

There are 56 scheduled banks in Bangladesh whi
operate under full control and supervision of Baxgish
Bank which is empowered to do so through Banglade
Bank Order, 1972 and Bank Company Act, 1991
(Amended in 2013). Scheduled Banks are classifigd i
several categories which are explained below:

umber of public sector organizations like Bangside

marf®. Following is the list of bonds issued by the

overnment on various occasions: 15 years treasomng
S(éilksued in 1990), 3 years Jatiya Biniyog Bond @skin
1985), interest-free treasury bond (issued in 1988asury
bond to specialized banks (issued in 1993), 3 y&&®

. ond (issued in 1993), 3 years special treasurg fissued
There are 4 State Owned Commercial Banks (SOCB 1993), 15 years treasury bond (issued in 19BB)ears

which are fully owned by the Government of Bangktte treasury bond (issued in 1993), 3 years treasunydbo

Fourbl.sphecdialized bar?]l:s argl now oplt_ekrating .WLr;iCh Wer&ssued in 1994), interest free treasury bond édsn 1994)
gsta IShed for specific: o jectives like agriclsuror o4 5 years treasury bond (issued in 1995), 3 yE&ms
mdgstnal development. These banks are also folly bond (issued in 1994), 3 years treasury bond (issne
majorly owned by the Government of Bangladesh. éherlg%), 3 years T & T bond (issued in 1995), 3 yeats

are 39 private.commer_c.ial banks which are. majorlBfreasury bond (issued in 1995), 25 years treasanydb
owned by the private entities. Private Commerciahig (issued in 1994), 5 years Biman treasury bond ¢igsin

(PCBs) can be categorized into two groups such a13395),3yearsjute treasury bond (issued in 195 )years

conventional PCBS (31) and Islami Shariah basedjute treasury bond (issued in 1995), 15 years aijie

2 . . .
PCBS .(8) are now operating n the |n<_justr¥. treasury bond (issued in 1996), 3 years T&T bosdugd
Conventional PCBs perform the banking functions i, 1996), 3 years treasury bond (issued in 199 Ajedrs
conventional fashion i.e interest based operatitsiami Biman tréasury bond (issued in 1997), 3 years T Bofid
Shariah_baseq PCBs execute banking acti_vities d".'@r (issued in 1999), 10 years jute treaéury bond éidsim
to Islami Shariah based principles i.e. Profit-L&waring .1995), 5 years Biman treasury bond (issued in 1998)
(PLS) mo_de. On the other hand, t_herg are 9 Fore'g%ars Biman treasury bond (issued in 1998), 10syB&C
Commercial Banks (FCBs) are operating in Bangladesh treasury bond (issued in 1998), 10 years jute trgasond
the branches of the banks which are incorporated i(?ssued in 1995), 3 years T&T bond (issued in 1999) 3
abroad. years treasury bond (issued in 2000).
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Marketability of bonds issued in the country wasyve opportunity cost of money which is still lacking.

limited up to 2005 as there was no secondary nfarfat
trading of these instruments. The banks, majoritwloich

4. Secondary Market Trading

were government owned, held these bonds. There were

provisions for holding of these bonds by the indials
and non-bank financial institutions also but reggofrom

Participant Banks holding T-bills & T-bonds may Isel
their holdings to other Banks, institutions or thelients.

them was minimum due mainly to maturity profile andThe terms of the secondary market transaction isatiy

non-flexibility in the rate
instruments. These were held by the banks due ¢o

return offered on thoseagreed upon by the buying and selling parties using

timode of communication agreeable to both partieg.,(e.

government allocation system, as well as to maintaiphone, fax or in person). This is called over-tbester

Statutory Liquidity Requirements (SLR).

In October, 2004 Islamic Investment Boffd¢slamic
Bonds) in accordance with Islamic Shariah was tioed
for investments by the Bangladeshi
individuals and non- resident Bangladeshis, whonalteng
to share profit or loss. These Bonds are of 6 MgnthYear

(OTCP** trading, i.e., as opposed to trading on an

organized exchange. The Central Depository Bangtade
Limited (CDBL)*® system has facility to allow participants

Institutions andlo enter direct transfer or deliver and receiverutdions

online which the system will match in the latteseaThe
system will record debits and credits correspondiag

and 2 Year maturities and are quite attractive e t matched deliver and receive instructions on thecifpd
investors due to short maturity profile and flegribl settlement date if there is sufficient balance e t

attractive return.

delivering participant's securities account. Withist

To mobilize long-term fund from domestic sources foinfrastructure, transfers of ownership in the Tsbi& T-
financing government expenditure program Bangladedhonds electronic registry will be undertaken digedhto
Government Treasury Bonds (BGTB), bearing half jyear the investor's account.

coupon interest, with tenors of 5 years, 10 yeHbsyears
and 20 years have been introduced. These bondssaexl

Individual and institutions resident in Bangladesie
eligible to purchase T-bills & T-bonds.

Non-resitlen

at par through vyield based multiple price auctionindividual and institutions also are eligible torghase
mechanism held in Bangladesh Bank with effect fronthese with foreign currency but are not allowedstde
2007.Recently 2 years treasury bond has been intestin ~ within one year of purchase. In accordance with
the market which also bears half yearly couporraste government fund raising program, T-bills & T-bondse
The most important event in the history of Bondke& issued by the Bangladesh Bank through online awctio
in Bangladesh is that from January 10, 2005 Bonds asystem at cut-off prices. Auctions are held as question
being traded in the secondary market. A total®Bbnds calendar prepared and announced prior to eachciimlan
were listed in Dhaka Stock Exchange for tradingthe year on the basis of government debt managemextegyr
market. It may be noted that Bangladesh Bank apgwdin The Primary Dealers act as the underwriters andkebar
primary dealers to facilitate development of boratket in  makers with commitments to bid in auctions. Theolohs
the country and till today (August, 2010) 15 Prignar portion of the bond in any particular auction ivaleed to
Dealers comprising of banks and non-bank financiahe banks and other financial institutions. The dmon
institutions are engaged in freely sale /purchadsbomds (Primary Issues) are issued by Bangladesh Bardqugion
issued through auction mechanism. Primary dealsosgeet  rates, which are determined at the auction datelsaae
necessary support from Bangladesh Bank in case fuméyable at six monthly intervals from the date sduke.
shortages. Since government is the single borrowéine Banks and financial institutions maintaining cutren
bond market, the rates offered in other governmsanings account with Bangladesh Bank including the PDs, may
instrument basically determine the yield structaféoond submit bids on own account and on behalf of otters
market. Given the nature and duration of maturitgsids face value amount in multiples of BDT 1,00,000.00.
had been relatively low for the bonds issued inrttegket Separate bids for will be submitted for bonds dfedént
as compared to the government savings instrum&his.is maturities. Bangladesh Bank also participates imdbo
clearly against the traditional rule of high risigin return  market (both primary and secondary) for maintaining
and vice versa which significantly impeded the girowf desired yield curve on residual amount not accgginthe
bond market in the country. Recently a declinirentt in  market participants. Allowing market first, Bangtesth
interest rate is being observed in the bond markeBank assumes position for market development ak asgel
generating a relatively flat yield curve at the doend macroeconomic stability of the country.
which desirable in anchoring inflation. Despite tikse Until 2003, there was no secondary market for T8l
development, the overall situation of bond market iT-bonds transaction in Bangladesh. Government had
Bangladesh is not satisfactory due to absence miocate decided to introduce the secondary T-bills & T-bend
bonds. The presence of a vibrant corporate bondlehhas market with a vision of broadening the government

strong and positive effect in reducing dominancebaihk
lending in private enterprises and to ensure coithget
structure of rate of interest in the economy reifiter

securities market. Citibank N.A. and Prime Bank itéd
had taken part in the first secondary transacti@itibank
N.A. had sold a T-bond of 2 years maturity beamigT
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3,00,00,000.00 of face value to Prime Bank Limitedwas lowest of all patterns of T-bonds.

Bangladesh Bank had taken necessary steps to tsstist _ o

transaction. This was regarded the first secondapnd Table . Total mvestment in T-Bills & T-Bonds (Tenor based) and average
transaction in our country. Bangladesh Bank hadcseti rate of return (BDTin Crore).

eight banks and one non-bank financial institutior Tenor Armourt Aver age Rate of
as primary dealers (PDs) to handle secondary ttéinsa Return
of T-bills and other government bonds.The eightksan Treasy 91 Days 39,150.00 8.67%
were Sonali Bank, Janata Bank, Agrani Bank, PriraekB ry Bills 182 Days 19,550.00 AT
Ltd, Uttara Bank Ltd, South-East Bank Ltd, JamuraniB

Ltd, and NCCBL, and the only NBFI is Internationa 364 Days 19,175.00 10.55%
Leasing and Financial Services Ltd. But now theee k5 2 Years 3,000.00 10.80%
primary .dealer.s where 1_2 commercial banI_<s and &ﬁe Treasu 5 vears 7.700.00 11.71%
companies exist. The inter-bank Repo is one kind ry 10 Years 6,100.00 12.14%
secondary market for T-bills & T-bonds which wa¢ Bonds 15 vears 1,800.00 12.35%
introduced from July 27, 2003. The Bangladesh Bar 20 Years 1,500.00 12.44%

earlier invited applications from all scheduled karand
financial institutions and directed interested jgarto drop d
applications to the Foreign Exchange Reserve aadstiry
Management Department of the central bank latest
August 21, 2003. A total of 18 commercial banks dnd
non-bank financial institution filed their appligats for
receiving PD licenses during the stipulated timeni@al

At the beginning of the year in 2013, rate of retaf 91

ays T-bill was almost 10.00 % but ending of tharyi
pyas decreased to 7.12% which was less than Repo rat
(35.25%). Equally thinking about 182 days T-billsdaB64
days T-bills, rate of return of 182 days T-billssvbl.05%

at the beginning of the year and 8.14% at the gndfrthe
year. Lastly the rate of return of 364 days T-hillss 11.38%

bar_1k garher issued a gu-|dellne for the '?DS withieav to at the beginning of the year and 8.78% at the gndfrthe
activating and streamlining the country's secondzopd
year. But average rate of return on T-Bond was atmo

market. Under the guideline, the PDs will subscrérel
underwrite primary issues and make secondary llyadinSt"’IbIe over the year rather than 2 years T-Bond.
If we consolidated the rate of returns of all Tidodnd T-

dzzliillllvzlatrh Eg:u\évagr?;csvggg tecsérf\ P[a) V\;?]gttSh?tS;% i bonds, Average Rate of Return (AROR) would be 1%.10

P . y , P That means, if we invested BDT100,000.00 in T-billT-

secondary dealings. The PDs won't act as inter-lmmk : .

inter-dealer broker; it was specified in the guidges. In bond, mcome_would be BDT11,100.00 in a year witkee
' ) cost of deposit of the banks was 8.56% (www.bareghd

Bangladesh, Multiple-units Auction Model is follodie :
Two types of bids may be submitted at the auCtiont_)ank.org) & in amount was BDT8,560.00. So that net

Competitive bids, Non-competitive bids CompetitiveIhCome of the banks was 254% & in amount was
AP . ' . y BDT2,540.00).6. Investment Strategy of Banks ane th
bids* specify both the quantity of the security sougid a .
. " SR Rate of Return on T-Bills and T-Bonds
yield. If the specified yield is within the rangecapted at
the auction, the bidder is awarded the entire dtyastdught

unless the specified yield is the highest rate pteck in 6§, SL R Requirement and Excess

which case the bidder is awarded a prorated podfahe N e
bid. Noncompetitive bid8 specify only the quantity of the Liquidity Position of the Banks

security sought. Every Bank has to maintain Cash Reserve Ratio (CRR)
and Statutory Liquidity Reserve (SLR) requiremeusits
5. Total Investment in T-Bills & Total Demand and Total Time Liabilities (TDTT) tolfill

the compliance of the central bank. Now CRR is @&@0r
Conventional Banks as well as Islamic Banks but $$R
Last year (in 2013), total collection (borrowingy b 13.00% for Conventional Banks and 5.50% for Islamic

government from banking sector was BDT77,875.00ecro Banks which was 19.00% & 11.50% accordiﬁ@lys!_R
from selling T-bills and BDT20,100.00 crore fromilsgy ~ 'cduirement was changed by Bangladesh Bank’s DOS
T-bonds. In 2014, it may be BDT80,000.00 crore fronf-ircular No.-01, dated 19/01/2014 and the effectiate

selling T-bills and BDT20,500.00 crore from sellig ~ Was 1st February, 2014. _
bonds. CRR is maintained at cash form with Bangladesh Bank

In 2013. the total investment in T-Bills & T-Bonds and SLR is calculated by total investment amourit-bills

(separate tenor based) and average Rate of R&R@R) & 1Ponds, excess amount of CRR, foreign exchange
is shown at table and data are collected from “www/€SeTve with Bangladesh BafiR’ Banks can purchase T-
bangladeshbank. org/monetaryactivity /auc_calenda/ bills and T-bonds from central bank through Primaealer

see that the rate of return of 91 days T-bill vasdst of all (PD) based on competitive online bid. Any bank can
patterns of T-Bills and the rate of return of 2 ged-bond Maintain whole 13.00% (Conventional Banks) of SLR
requirement by purchasing T-bills and T-bonds.

T-Bonds and Rate of Returnsin 2013
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In 2013, excess liquidity in the market

wasthe cost of deposit. Otherwise banks could beae hosgges.

BDT83,000.00 crore and it was happened because ofln 2013, average cost of deposit of the banks \gasle

decreasing the private sector credit groWthExcess
liquidity position means availability of excess fuheyond
the amount of CRR & SLR requirements and idle fond
the banks. So that banks invested that excessdimdills
or T-bonds to offset the cost of deposit or to gateesome
profit. If banks did not do this, they put up withe cost of
deposit or loss of the profit. Most of the bankened more
than BDT100.00 crore from investing in T-bills afd
bonds at that time of lending crisis.

+ Availability of fund ready to invest but do not
have any scope or total cornmercial banks reserves
minus required banks reserve®?

+ Reduction of credit growth

Excess
Liquidity

<
* Scope of investment in T-Bills & T-Bonds

Investedin T-| o Safar investment*-+2

Bills & T-
Bonds

AN

+» Reducing the costing of cost of deposit
Costof | * Generating some profit
Deposit J

Fig . How excessliquidity helps to minimize the cost of deposit.

Figure shows that the result of availability of thad
and reducing the credit growth, Banks & other Fo$ gn
alternative safe investment scope in T-Bills & Tri8ls
which helps to reduce the costing of cost of ddpasiwell
as they generate some profit.

7. Credit Growth Ratein 2013

The political situation of the country in 2013 waary
susceptible to the real sector investment and rbasiness
firms were unable to continue their business d@wias
regular manner. Most of the business firms caleddtuge
losses by failing to keep the commitment of th@stant of
goods and small business firms decided to shutcibwein
business activities. New investors were scaredata their
business and existing businesses were not expanded.

Targeted private sector credit growth rate was 0%.5
for first half year of the monetary policy 2013-4dt actual
private sector credit growth was 11.10% (Monetaojidy
January-June, 2014). Private sector credit groatl was
declined by 5.40% which is indicated that investaese
not interested to invest. That time investors did take
credit facilities from banks and others financiadtitutions.
So that Banks & other Fls suffered from excessidiy at
hand.

8. Offsetting the Cost of Deposit

Bank deals with others money and it has to bear the

to 8.56% (www.bangladesh-bank.org) which was lower
than the rate of return on T-Bills and T-Bonds {D2s).
That means banks recovered the cost of depositedsas/
earned much profit from investing in T-Bills andBdnds.

If banks did not do this, they would bear 8.56%t cofs
deposit and fallen under trouble.

9. Investment Strategy of Banks and the
Rate of Return on T-Billsand T-Bonds

Every investor bank took short term investmenttetia
and banks were very aggressive to buy 91 Days &r 18
Days or 364 Days T-bills and the rate of returnTelills
was declined. They thought that political situatieii be
normal at near future & real sector investment void
increased as well as credit growth will be increlasso
they did not go to the long term investment suchTas
Bonds.

10. Conclusion

Banks & other FlIs should invest their liquid furtdsafer
places such as T-Bills & T-Bonds although the oiteeturn
is lower than loans & advances. Default risk, inment &
reinvestment risk, business continuation risk, rege rate
risk as well as strategic risk can be raised bjngiloans &
advances where investment in T-bills & T-bondssk free.
Fact is that there was no alternative investmenpeadn
that time because political factor is fully disfawaf robust
real sector investment. Like other years every Baa# a
profit target in 2013 but they did not achieve ithout
going to the investment in T-Bills & T-Bonds. Orethther
hand, Banks tried to minimize the costing of depasiich
was fixed and committed to pay to the depositocstiey
invested more at T-Bills & T-Bonds. Now let me chmte
on a note of healthy optimism that the entrepraataeal
awakened in our population will not falter in their
aspiration for stable, emerging credit growth ir120l also
hope that Banks will remain supportive of investinand
credit growth while being anchored to desired $tsgtand
profitability.
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