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Workshop on UN-ESCAP’s Survey 2010: Sustaining Recovery and Dynamism for Inclusive Development

Lessons from the Crisis and Prospects of Inclusive Growth

Organized by

Economic Research Group (ERG) and

Macroeconomic Policy and Development Division, UN-ESCAP
Preamble

Economic Research Group (ERG) and Macroeconomic Policy and Development Division, UN-ESCAP jointly organized a workshop on 26th June, 2010 to discuss UN-ESCAP’s Survey 2010 Sustaining Recovery and Dynamism for Inclusive Development. The workshop titled Lessons from the Crisis and Prospects of Inclusive Growth focused on two broad issues ‘Lessons from the Global Economic Crisis and Policy Responses’ and ‘Prospects of Internally-Driven and Inclusive Growth in Bangladesh’. The discussion, attended by a selected group of participants, was moderated by Dr. Wahiduddin Mahmud. With a welcome address from Dr. Sajjad Zohir, Director, ERG, the ESCAP Survey 2010 was introduced by Dr. Syed Nuruzzaman, Chief, CSN, Macroeconomic Division, UN-ESCAP. Dr. M. Ali Taslim introduced the day’s first topic, Lessons from the Crisis, with his keynote paper Recession and Economic Performance. Dr.Mirza Azizul Islam discussed on Prospects of Internally Driven Growth for Bangladesh and a Note on the Three Imbalances and Inclusive Growth was presented by Dr.Sajjad Zohir and Lamya Islam. The three presentations were followed by discussions on the major issues. The program was arranged at the Top of the Park, Dhaka Sheraton Hotel. The program, participant list, briefs of the 3 keynote papers and presentations are attached herewith.

Major Issues
Some of the key issues raised during the workshop are highlighted below.
Bangladesh has done well in the export sector during the last global financial crisis relative to other developing and least developed countries. It is not because Bangladeshi exports are inferior goods but most of the export items are consumption goods, the demand for which fluctuates less than non-consumption/ durable goods during income instability. The world economy is gradually recovering now and export from Bangladesh will also increase. However the problems of poor infrastructure (energy) and lack of skilled workers remain. Dr. Taslim claims that the export sector withstood the ravage of the 
recession due to the innovativeness of the entrepreneurs, duty-free access, abundant supply of cheap labor and undervalued exchange rate. Recent labor unrest shows that cheap labor will not be a factor of competitiveness for long. Flexibility of the exchange rate needs to be accompanied by proper supply side measures.
Dr. Mirza Azizul Islam discussed that with high levels of consumption and low levels of investment it is impossible for a small country like Bangladesh to achieve internally driven growth. Increasing consumption where consumption/GDP ratio is already very high will reduce saving and hence investment, thus creating domestic market to replace external demand is not a plausible option for Bangladesh. Most of the raw materials, intermediate goods, capital goods and even the import substituting industries are import-dependent and therefore export competitiveness has to be increased to have increased economic growth. Most participants agreed that the suggestion made on ESCAP report to rely more on domestic demand rather than external demand is not applicable for Bangladesh. The only sector that can be expanded to drive a locally driven growth can be the service sector.

Dr. Sajjad Zohir and Lamya Islam suggested that ‘Macroeconomic imbalance’ should actually be called global imbalance. It is alleged that the ESCAP report acknowledges declining poverty levels across the region but remains ambiguous about the change in consumption demand. Thus, the plea for increased safety nets remain less convincing. Stimulus packages are given to raise aggregate demand but in Bangladesh it was given as an industrial assistance package. It was also pointed out that the criteria of choosing between change in reserve and change in capital account inflows in order to balance the change in current account flows need to be revisited. The speakers also pointed out that the ESCAP Survey focused mostly on developed Asia rather than less developed Asia which made some of the imbalances or policies irrelevant for Bangladesh. 
Bangladesh was experiencing double digit inflation during mid 2007 due to rise in commodity prices in the world market. The fall in international commodity prices brought about by the recession greatly benefitted the country. Increasing remittance led to a current account surplus of about 3% of GDP and international reserve stock to more than 10 billion dollar. Increase in international reserve is expected to raise the money supply of the economy exerting an upward pressure on the inflation rate. As the world economy recovers from the recession commodity prices are moving upward, this will put additional pressure on domestic prices. The proposed budget with its deficit financing does not give signs that the inflation can be contained. However the source, modality along with the purpose for which deficits are incurred will determine whether it will have an impact on inflation or not. With a serious resource constraint Bangladesh could and should maintain a greater budget deficit if it goes to the development of infrastructure. Monetary policy should be in line with overall macroeconomic stability to reduce the impact of inflation. There has been excessive monetary expansion in recent times, consistency between fiscal and monetary policy has to be maintained. Empirically the relation between inflation and money supply is unclear.
One opportunity to boost economic growth is to improve regional connectivity with the neighboring countries especially with China and India. Improvement of port and construction of Padma bridge will enhance connectivity. Agricultural credit has to be available to the farmers to promote growth. Supply side factors and not demand side factors are the key to growth in Bangladesh. Two resources power and skilled man power are the keys elements. These two factors are also important to increase export, FDI and local investment. Growth in remittance inflow has contributed to increased income but it is an uncertain flow.

Overall 15% of total government expenditure in Bangladesh is devoted to safety net programs but we cannot afford to have so much resource spent on safety net programs alone. Safety nets are supposed to be for only social protection not for creating demand. With leakages, overlapping and targeting errors the total structure has to be rethink. However the mid-day meal program given in primary schools is a good program, it reduces drop out rate while increasing quality of education and productivity.
An important issue that surfaced during the discussion relates to the relations between money supply and inflation. Views were expressed that inflation in Bangladesh was largely imported; while some believed that the certain routes of money supply increases tend to fuel inflation. While general links between money supply and changes in price levels are appreciated, in a global economy country-level linkages may not always be unique. The participants felt that further empirical probing should be undertaken by researchers and policymakers.

While discussing deficit financing, strong views were expressed on relative choices between external borrowing as opposed to internal borrowing. Voices were raised in support of the former by few on the ground that it was cheaper (from the perspective of the government who was borrowing) and had the least inflationary implication. Others felt that external indebtedness of the country and of the government are two different issues and need to be assessed properly. Moreover, the wider implications of project-based approach associated with external borrowing needs closer scrutiny.
Way Forward 
While the participants recognize the limitations of the safety net programs and the problem of sustaining such programs the way for inclusive growth was less articulated. The social safety net programs have to be pro-growth oriented. A universal social protection for 15%-20% of the population can be an efficient option even if it requires extra resources. The linkage between inflation, monetary policy and various methods of deficit financing has to be established. The optimal choice between managing foreign exchange reserve and net capital flow is a crucial decision for the economy.

Bangladesh has to reduce its dependence on external demand and create internal demand. Productivity growth is the most important source for inclusive growth. It has to be increased through skill development and technical education which has been neglected for very long and needs urgent measures. The education system should be restructured keeping in mind the external and internal market demand. To achieve economic growth industrialization is the way out for Bangladesh but lack of investment and resource is a barrier. 
Some of the suggestions made in the ESCAP Survey are already being followed in the 5 year plan. However achieving pro-poor growth and simultaneous reduction in income inequality are turning out to be quite impossible within the conventional growth approach. Agriculture can be a base for growth but new growth sources has to be identified. The second green revolution is very important for us and new technology has to be assisted by subsidy. 
Policies have to be consistent regardless of political regime. There has to be long term plan for electricity generation, short term choices to meet demand are too expensive for a resource poor country like Bangladesh. 
The focus of the ESCAP Survey should be more extensive, identifying the experiences and needs of the less developed countries and those with special needs. The lessons from the financial crisis are not unique for all the countries. Bangladesh has to identify the lessons learned from them and be prepared for the next crisis. 
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