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Effective policy making
requires stakeholder inputs

* Policies help realize development goals

* Development goals must reflect the needs and
aspirations of the people

* Thus, the policy formulation and implementation
processes must be informed by evidence and
research that brings out the needs and aspirations
of the people

* Since different stakeholders may view policy
priorities differently, the policy process typically
involves a lot of debates

* Research often helps trigger, shape or resolve
these debates



Should the forty-
year-old RMG
industry still
receive subsidies
from government?

Some contemporary policy questions

Should the
government let
market forces
determine the
exchange rate?

Should we move
away from rigid
interest rate
policy?

How long should
the electronics
industry be given
protection? Is
protection diluting
incentives for the
industry to be
more efficient and
competitive?

Who benefited
from the support
packages provided

by government

during Covid?

Why is
government
providing mobile
telephony services
(Teletalk) when
there are several
private mobile
companies?




In the light of the past

“The master-economist must study
the present in the light of the past
for the purposes of the future.”

- John Maynard Keynes




Policy debates of the past — four cases

Floating the
exchange rate

Reform of
ration system

Irrigation equipment —
rent out or sell?

Nationalization
and role of private sector

A

1970s 1980s 1990s 2000s

v



“Nationalization and all that”
three issues debated
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The transition to a private sector-led approach
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strict limits on private
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What to do with the industrial units
abandoned by the Pakistanis?

Liberal position
Sell these units to

Bengali
entrepreneurs

Radical position
It is neither feasible

nor desirable to go
this route

e The entrepreneurial talents of Bengalis, suppressed during the
Pakistani era, should be allowed to flourish in independent
Bangladesh.

* The regime could not go against the mood of the radicalized
students and industrial workers who favored public ownership.

* Bangladeshi entrepreneurs would be unable to buy and run these
units without considerable financial and other support from the
government. Such government largesse was unacceptable in
independent Bangladesh.



What to do with industrial enterprises owned by
Bangladeshis?

LI beral O.SItIOn * The benefits of large-scale public ownership of industry would be
Ba ng|adesh| owners captured by the politically powerful elements of society, and not

should be allowed to accrue to the masses.

e Large-scale nationalization would discourage savings and capital

retain and run these accumulation. Entrepreneurial and managerial talent available in
enterprises

the private sector would be underutilized.

Bad |c.al .05|t|on e Since the government had declared an intention to build a
Nat|0na||zat|on Should socialist economy, all major industries should be nationalized

be com prehensive irrespective of the ethnic origin of the owners.




What to do with industrial enterprises owned by
Bangladeshis?

“The key issue in the discussions with Bangabandhu revolved around the fate of the Bengali industrialists.....
the PM had strong views against sponsored private enterprise of the variety which had flourished in Pakistan
...... he was, however, more uneasy about taking over established Bengali-owned enterprises

in the jute and textile sector, notwithstanding their sponsored origins”.




How large can private enterprises be allowed to grow?

Middle-of-the road
position
Increase the
number of areas

Radical position

Liberal position

Leave most sectors
for private

Restrict space for

private enterprise

Maintain the Taka

25 lakh ceiling on

private enterprise

imposed in March
1972

where private
enterprise can
enter but maintain
the Taka 25 million
ceiling.

enterprise. Revise
upwards ceiling on
private investment.

s

“The Prime Minister stood in the middle of the contending forces.
He responded carefully to the conflicting pressures —
balancing off one step in one direction by another in the opposite direction.
He sought to respond to radical pressures
without eliminating or provoking an extreme reaction from the
conservative groups.”




Irrigation equipment
To rent or to sell —that is the question



Efficiency of use of irrigation equipment was a big
concern in 1970s given resource constraints
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Reforms happen
but produce less than satisfactory results

¢ Such findings intensified the disappointment with the
existing irrigation management model. Demand for

Findings about

ca pacity reforms grew. Government responded with a major
" . policy shift in 1978/79. “
underutilization led * BADC-owned DTWs & LLPs were sold to cooperatives or The new owners are more
to reforms in private individuals/groups instead of being rented to interested in becoming water-
cooperatives. It was expected that ownership of . .
irrigation irrigztion equipment wguld increase motivatFi)on to lords than in usmg the water.
ma nagement model increase coverage, and improve maintenance, of the The new system IS therefore,

machines. Considerable privatization in early 1980s. undesirable on both efficiency

and equity grounds.”

* The impact of this new arrangement was studied by BIDS -Economist M. A. Quasem
economist M. A. Quasem. His findings, published in .y .
1985, showed mixed results from the new policy: ertlng in 1985
But the reforms e Contrary to expectations, capacity utilization was

. higher and irrigation costs lower in irrigation pumps
ylelded less than operated under the traditional model (rented out to

satisfacto ry resu S cooperatives or individuals), than for pumps owned by
cooperatives or individual farmers.

e New irrigation equipment was being bought primarily
by large farmers who sold the water to others.
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1975: BIDS study by
Mahmudul Alam
finds serious
underutilization of
deep tube wells

1985: BIDS study M. A. Quasem
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Public food distribution
-the retreat from rationing



1980s: debate intensifies within government
over maintaining the ration system

By the late 1980s, the e Accounted for about one-seventh of total national
public food distribution consumption.
system had become huge * $250 million delivered each year in direct food subsidies.
e Rising fiscal burden plus allegations of corruption.

¢ Planning Commission (from 1978) and Finance Ministry
(from early 1980s) wanted to phase out ration subsidies.

e But Food and Agricultural ministries opposed them.

e Food ministry favored low ration prices low in order to
ensure food security

e Agriculture ministry, concerned about returns to farmers,
wanted to maintain a high procurement price for rice.

Different ministries take

different positions
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These findings help resolve the debate
in favor of very substantial reforms of the system

Reform proponents are
emboldened by the
findings

Very substantial reforms
happen during 1989-1993

e Development partners (such as the USAID and World Bank)
who had been pushing for more substantial reforms to the
ration system are emboldened, as is the Ministry of Finance.

e These groups eventually prevailed.

e 1989: The urban-based Modified Rationing system replaced
by the Rural Rationing system. Restrictions on in-country
movement of food grain removed.

e 1992: Rural Rationing system eliminated. Private wheat
import allowed.

e 1993: Private rice import is allowed



Floating the exchange rate
“Don’t fix what ain't broken”



Ups and downs in foreign exchange reserves
during the 1990s

Number of months of imports

* Bangladesh’s foreign exchange reserves rose covered by forex reserves

steadily in the first half of the 1990s. At end 7
1994/95, it was equivalent to 6.31 months of
imports, one of the highest levels achieved in

Bangladesh. oS

<

e But then reserves steadily fell. By the end of June €
2001, reserves were equivalent to just 1.68 months E ¢
of imports. .

2

e Within six years, this important indicator dropped s
from one of its highest levels in the history of =2
Bangladesh to one of its lowest. .



This triggers questions about the wisdom
of the existing exchange rate regime (fixed yet adjustable)

“In recent years, Bangladesh has
maintained a fixed yet adjustable exchange
rate regime in the face of an expansionary

fiscal policy, rapid growth of domestic
credit, and unanticipated adverse external
conditions. Although inflation has remained
low, this policy has led to a steady erosion
of the international reserve position,
exacerbating the country’s vulnerability to

external shocks.”

- IMF Country Report for Bangladesh 2002
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Demand grows for floating the Taka

“Given the overall policy environment and external vulnerabilities, the usefulness of the fixed exchange
rate system has run its course. Greater exchange rate flexibility is needed to ensure that the exchange
rate sends appropriate market signals and to enhance authorities’ ability to address more effectively
and timely both domestic imbalances and external real shocks arising from a rapidly changing global
environment.”

- IMF 2002 Country Report on Bangladesh



A debate between two class-mates

Fakhruddin Ahmed Mirza Azizul Islam




“Don’t fix what ain't broken”
- Mirza Azizul Islam

* In his paper, Islam laid put two major arguments.

* The economic and institutional prerequisites of a floating
exchange rate regime, such as sophisticated financial
institutions and broad and deep markets for foreign
exchange, were not met in Bangladesh. Hence, such a
move would lead to significant volatility in exchange rates

and deter much-needed investment.

* The existing exchange rate system has worked well.

o “The present exchange rate regime in Bangladesh has
served the country quite well. No major misalignment
with equilibrium exchange rate has occurred and real
effective exchange rate has not been allowed to
appreciate. There has been satisfactory performance in
terms of certain key macro-economic indicators such as oF
export growth, current account deficit, inflation and
remittance by non-resident Bangladeshis.”




“Let’s manage the risks”
- Fakhruddin Ahmed

Bangladesh Bank Governor Fakhruddin Ahmed wanted to
make the exchange rate regime flexible.

He was aware of the risks but did not shy away from the
reform because of risks.

Instead, he decided to first build capacity in the Bangladesh
Bank to manage market liquidity so that speculative attacks
on the Taka could be minimized.

The central bank needed tools to both assess excess liquidity
in the market and to mop it up when needed. The officers in
the Bangladesh Bank had to be trained in such tools.

Ahmed asked for help from both the IMF and other central
banks in the region. The help came promptly, and it was only
after adequate capacity had been built to manage liquidity
that the government decided to float the exchange rate in
May 2003.

This policy episode has an important lesson for economic
management in Bangladesh: Risks can be assessed and
managed.



Fears of volatility did not materialize

. . jes Rrate
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Choosing the middle ground

* |t appears that, by opting for a de facto managed
float system, the government eventually settled on
a middle ground between Fakhruddin Ahmed’s
proposal to move to a freely floating exchange rate
and that of Mirza Azizul Islam to maintain the
status quo of a fixed (pegged) system.

* Such a pragmatic approach of choosing a middle
ground is not unigue to the exchange rate
management system.

* Indeed, a history of policy debates in Bangladesh
suggests that such compromises have often been
the way the debates were resolved.




The main take-aways



Some topics are no longer the subject of debate, but the

underlying issues remain very relevant

Nationalization and
limits on private
enterprise

1

Delivery model of
irrigation
equipment

* Developing the
entrepreneurial
potential is important
but should the private
sector be subsidized?

* Should the
government be
involved in economic
activities and, if so,
under what
circumstances?

* Can government
involvement create
excessive rents? Can it
crowd out private
enterprise?

l

Reform of the
rationing system

l

Flexible
exchange rate

* What kind of
ownership or
management structure
incentivizes efficiency?

* Can the benefits of
private ownership
accrue
disproportionately to
some groups?

* Do poor people
always benefit from
programs intended to
help them, or are
benefits captured by
others?

1

* What are the costs of
a rigid pricing policy?

* What are the risks of
liberalizing prices?

* How do you balance
the two?




Contemporary relevance of issues raised during earlier
debates: some examples

Developing the
entrepreneurial
potential is
important but
should the private
sector be
subsidized?

Should
government be
involved in
economic activities
and, if so, under
what
circumstances?

l

Should the forty-
year-old RMG
industry still
receive subsidies
from government?

1

Do poor people
always benefit
from programs
intended to help
them, or are
benefits captured
by others?

Is our private
sector still at a
nascent state and
needs protection?

What are the costs
of a rigid pricing
policy? What are

the risks of
liberalizing prices?

How do you
balance the two?

Why is
government
providing mobile
telephony services
(Teletalk) when
there are several
private mobile
companies?

1

Who benefited
from the support
packages provided

by government

during Covid?

How long should
the electronics
industry be given
protection? Is
protection diluting
incentives for the
industry to be
more efficient and
competitive?

1

Should the
government let
market forces
determine the
exchange rate?
Should we move
away from rigid
interest rate
policy?
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