HE last few days have

witnessed comprehensive

exchange of views in the
media not only over the implica-
tions of the new budget proposal
but also about the decision to
raise fuel prices. Welcomed by
some as a positive step, in the
right direction, it has also been
severely criticised as being anti-
poor. Some have gone to the
extent of suggesting that the
government is determined to
push Bangladesh literallyinto the
dark ages -- first through massive
load shedding and then with
increase in the price of different
kinds of fuel. Some economists
and analysts have also men-
tioned that this latest rise will
most certainly lead to higher
prices of commodities and subse-
quenthyperinflation.

It has also been suggested that
the government had to finally
succumb to the pressure of the
donor community after the latest
enhancement of fuel prices in
India.

Pricing of fuel has become
very sensitive not only in
Bangladesh but all over the
world. Energy itself has become
the mou important geostrategic

One t.h!nl; Is clear. The age of
cheap oil is over. Global demand
is soaring and oil producers are
stru ‘to keep up. In fact,
a,ccordmg to analysts, world
demand foroil is likely to grow by

* 50 percent by 2025. Some experts
also believe in this context that
global ol production may reach a
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after 2018). Subsequently, it is
expected to decline, due to deple-
tion.

Consequently, a debate is
raging on whether the develop-
ment of new oil resources will be
able to keep pace with world
energy requirements. It may be
mentioned here that China's oil
demand per day has grown from
4.4 million barrels in 2002 to just
under 7 million barrels in 2006
necessitating massive regular
imports. This is in stark contrast
with the situation where, as
recently as the early 1990s, China
was a net oil exporter. Similarly,
India currently consumes 2.5
million barrels of oil a day, having
to import close to 70 percent of
this figure.

This complex scenario has
been further compounded by the
fact that while there may still be
plenty of oil, much of the remain-
ing reserves are in hard-to-reach
reservoirs, or are difficult to
refine. The US Geological Survey
has underlined this point
recently in a report where they
have pointed out that, in the last
five years, we have consumed 27
billion barrels of oil a year, but the
oil industry has discovered only
three billion barrels a year. 5o, in
effect, one barrel was replaced for
every nine we have used.

Like many other countries,
fuel continues to be a source of
anxiety also for Bangladesh. Our
thirst for oil has increased with
the growth in our economy.
However, our problem has been
the availability of sufficient fund-
ing to meet increased expendi-
turein this regard.

It would be useful at this point
to compare the pricing of petro-
leum products in this region. Till
the submission of the budget
proposal on 8 June, a litre of
octane was almost Taka 100
equivalent in India, aboutTaka 74
equivalent in Pakistan and Taka
69 equivalent in Sri Lanka. In
Bangladesh, it had remained at
Taka 45. This story of compara-
tive prices was the same with

peik in the near future (anytime
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Our finance minister should have had the courage to introd

Lca a special fuel tax for all income tax payers and indusftri-

alists. This could have been graded whereby anyone falling into a designated bracket would have to pay another 5
percent of his estimated income tax as fuel tax. Similar steps could have also initiated in levying tax on interest
earned from fixed deposits. Fuel tax could also be levied as an extra surcharge on registration of land property or
during purchase of transportvehicles -~ trucks, buses, cars and even auto rickshaws.

regard to petrol and diesel.
Pricing, was a victim to politics
and the need to maintain domes-
tic popularity at any cost, literally
and figuratively.

Bangladesh today, imports
annually abdut Us dollar 700
million worth of crude oil and US
dollar 1.4 billion worth of differ-
ent kinds of refined petroleum
products. This has been exerting
negative pressure on our foreign
exchange reserves and also grad-

ually depreciating the value of the

Taka against the US dollar.

We all know that financing of
oil import for this year was facili-
tated through arrangements
agreed to with the Islamic
Development Bank and the other
financial institutions. This raised
about US dollar 1.2 billion, leav-
ing a deficit of about US dollar
8900 million. The government
then tried to meet this gap
through further borrowing from
local and foreign banks.
Unfortunately, this really has not
worked.

Instead of trying to resolve
the dilemma in a sustainable
manner, the government exacer-
bated the situation by continu-
ingto play the politics of subsidy,
much to the unhappiness of its
agent -- the Bangladesh
Petroleum Corporation (BPC).
Responsible for the import and
distribution of this scarce com-
modity, BPC has now, most
unfortunately, become the focal
point for criticism and a scape-
goatofsorts.

In the meantime, analysts
have brought out some interest-
ing elements within the whole
equation. Apparently ninety
percent of the imported fuel is
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Fuel price: How much can we raise, how much can we afford?

used by the airlines, transport
and industry sector. Only ten
percent is used by the agricul-
tural sector and that too, is lim-
ited to irrigation of crops during
the December to end-March
period when sufficient rainfall is
absent. It would appear that
some economists and politi-
cians have been exploiting this
ten percent need, as the pretext
for supporting the government
decision to subsidise all petro-
leum products.

It was quite evident by the end
of May that Bangladeshi deci-
sion makers and policy formula-
tors were caught between a rock
and a hard place. The prime

minister went to Kuwait and to
the UAE. The Emir of Kuwait was
received in Dhaka. Towards the
beginning of this month, the
chairman of the BPC also visited
Kuwait. The BPC usually imports
praducts worth about US dollar

. 100 million through cash and

deferred payment from the
Kuwait Petroleum Corporation
every month. All these efforts
were obviously directed towards
finding solutions with regard to
payment on deferred credit.
One can only surmise that the
pressure must have become
quite difficult for the govern-
ment to have forced it to capitu-
late. The last straw must have

'Agﬂatlng garment workers
; 'Smmm HuQ

,' 'HE hope for discourse
~ among the workers and
lhe owners of the gar-
ts factories seems to be
1g fast. The workers con-
3 I:iﬁh 1o agitate hoping to pres-
sure the industry owners to meet
their 11-point demand. Foreign
investors threaten to pull out
and the private owners struggle
IF ‘manage a volatile mob and
‘kg.agtbuainmes running. While
most people agree that the con-
dhjnpulﬂ:e workers needs to be
raved, it is disturbing that
vln mmchosen again as the
¥ mﬁ be heard. Difficult
ahead for the indusiry
%lﬁeetﬂmnnds of workers
engaged in this sector as the
slosit e EPZs do not serve
& srests of either group. But
whé,hllew:xpected?
~ It is naive to think that those
engaged in the lawlessness, that
went on for two weeks, are
unperturbed by the possibility of

losing their livelihood or are
oblivious to the impact that this
violence will have on the indus-
try. Then why such extreme
hostility? Why such comprehen-
sive disenchantment? The
answer may lie in the cliché
“perception is reality.” The per-
ceived mountain of wealth accu-
mulated by the owners on the
backs of the garment workers
has translated into the swing of
their brick bats and the zeal with
which they shout their demands.

Overthe last decade, the RMG
sector has put Bangladesh on the
map. It has also created a new
breed of Bangladeshis whom we
often call “garment-wallas." Itis
also true that a generation of
new elite has risen, throwing the
already existing income dispar-
ity in Bangladesh completely out
of whack, FHow many of these
elites have come from the boom-
ing garments industry and how
many are politicians and govern-
ment servants is not a question
that can be answered defini-

tively. However, to the common
man it makeslittle difference.

Every evening, as the chains
of garments workers cross the
roads on their way home, they
traverse through the choc a
block traffic packed with the
latest BMWs and SUVs. Just the
waxing and polishing of any of
these vehicles cost more than a
year's salary for most of these
hard working men and women,

The ostentatious lifestyle of
Dhaka's elite continues
unabated and is thrown in the
faces of the blue collar workers
every day. As the number of
luxury cars, apartments in the
flashiest of neighbourhoods,
private schools where monthly
fees are no less than fifty thou-
sund Taka, diamond sets and
shopping sprees in Dubai
increase, all eyes focus on the
owners of these garment facto-
ries and their families.

However, little s done to
change the working conditions of
the garment workers. There is no

improvement in health and safety
(as we've witnessed with the col-
lapse of and burning down of
several factories) and no change in
wages and benefits. Butthe BMW
parked outside the factory parking
changes series numbers every
year. Isitreally then awonder that
the garment worker demancds an
improvement in her wage and
working conditions?

As the rich and famous move
away from humility and social
responsibility and the income
disparity is shoved in the faces of
the common man, such reac-
tions from the have-nots are
onlyto be expected.

There are many companies in
thissector that have the interests
of their workers in mind, who
already provide fair wages and
good governance, but until this
bBecomes the norm in the entire
industry, perception will remain
that, they are all the same; and
perceptionis reality.

Shabnam Huq Is a freelance contributor.

been the World Bank and its
insistence in. tagging the fifth
disbursement of the
Development Support Credit to
FY 2007-08, to a fuel price hike. It
may be mentioned here that
Poverty Reduction Growth
Facility and Development
Support Credit loans are still
major sources of foreign finance.
To this was added the World
Bank Representative's recent
comment in Dhaka that the BPC
was incurring US dollar 100
million in losses every month
and that other prolonged 'unad-
justed’ expenditures on petro-
leum products (as pointed out by
the Asian Development Bank)

were taking a heavy toll directly
and indirectly on the Bangladesh
micro-economy.

It was also suggested by the
World Bank that if the govern-
ment disagreed to make energy
price adjustments, then it
should at least make necessary
allocation of additional funds for
the BPC and the Bangladesh
Power Development Board in a
transparent manner in the
national budget for 2006-07.
This, they felt, would help fund
losses from the low price of fuel
oil and electricity and avert the
risks of further draining of funds
from the nationalised domestic
banks.

As | see it, all these factors
coalesced and forced the gov-
ernment to raise fuel prices. Due
to this cosmetic step, octane has
now moved up to Taka 58 from
Taka 45, petrol to Taka 56 from
Taka 42 and diesel and kerosene
to Taka 33 from Taka 30, This has
been the ninth time the four-
party alliance government has
raised fuel prices sincg taking
office in October 2001, The exer-
cise however appears to be futile
as faras the BPC is concerned.

It has been claimed by the
Energy Adviser and the Finance
Ministry that this latest step will
generate an extra Taka 100 crore
for the exchequer every year.
This figure will nevertheless be
just a drop in the ocean, consid-
ering that the BPC is losing
almost four times that figure
every month. Making kerosene
more expensive for the poor will
not, most unfortunately, remove
the serious situation in which
the BPC continues to find itself.
itis like treating the patient with
one aspirin at a time when he is
lapsinginto coma from a stroke.

The scenario becomes more
complex when one takes into
consideration the other factor
that will raise the stakes in the
coming months -- the arrival of
the caretaker administration. I
feel this government has notbeen
bold enough to resolve this prob-
lem. It has most unfairly left an
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regime which does
constitutional ma)
policy decismm {

Our finance minis
have had the . A
duce a special
income tax payers
ists. This could hﬂmh@ﬂlgtﬂded
whereby anyone falling into a
designated bracket would have to
pay another 5 percent of his esti-
mated income tax as fuel tax
Similar steps could have also
initiated in levying taxon interest
earned from fixed deposits. Fuel
tax could also be levied as an extra
surcharge on registration of land
property or during ptirchase of
transport vehicles - trueks,; buses,
cars and even auto rickshaws.
These steps would have made the
BNP less popular but it would
definitely have provided the .
exchequer with more than just
Taka 100 crore, It would also have
notaffected the poor.

The government could have
also convened a meeting of the
LDC Group in Vienna for discus-
sion with the OPEC members and
sought concessionary pricing fora
percentage of theirannualimport.

What is required is a bi-
partisan approach. For a change,
the government should act
responsibly and immediately set
up a Special Parliamentary Group
for this purpose. It could be con-
stituted with representatives
from all parties. Let this ecommit-
tee analyse the existing situation
and come to an agreed decision
about the future road-map per-
taining to this issue. They could
also take steps like issue of oil
bonds. Rationing of fuel products
could also be decided upon.

We must understand that this
is as serious as it gets. We have to
act, and do so quickly.

Muhammad Zamir Is & former Secretary and
Ambassador and can be resached at
maamingdhakanat

Liberalisation of monetary policy

" creates environment for investment

If we examine the experience of Singapore and Hong Kongl it may be hypothesised that a liberalised maonetary policy

M

will reduce illegal trafficking of funds to and from developing countries, attract more FDI, and ultimately bring
macro-economic stability and healthy environment for investment. Liberalised monetary policy stops illegal
trafficking of money, and creates friendly environment for investment. What we need is to be courageous and take
some precautionary measures. More and more foreign investor will come to our country if we open our door.

MUHAMMAD ASHRAF ALI FARUK

S the globalisation
process is advancing
rapidly, most of the

developing nations are
intending to adopt a flexible
monetary policy to ensure the
least disequilibrium in
maeroeconomic variables. Now,
we need to examine whether a
liberalised monetary policy can
play a vital role in achieving
optimality in balance of
payment and economic growth
of developing nations. Though,
recently, as a result of
continuous pressure from the
donor agencies like IME World
Bank, most of the developing
countries are liberalising their
monetary policy and control
procedures; nevertheless, the
currency management is mainly
controlled by the central bank og
government of the respective
developing countries. But what
is the end of this piecemeal
system of taking breathe?
Economists, governments and
donor agencies like IMF and
World Bank are giving necessary
attention to flexible monetary
and fiscal policy for developing
nations to cope with the chang-
ing economic world ever since
the process started from the
Bretton Woods conference in
early fifties. Even before the
conference, Adam Smith said,
“least governance is the good
government”’, The IME World
Bank, WTO and donor countries
suggest that the developing
nations establish socio-political
stability to attract more Foreign
Direct Investment (EDI). Donor
countries are advising the devel-
oping countries that without the
tariff and non-tariff barrier free
trade system, open competition,
and free convertibility of local
currencies, they will not be able
to attract foreign direct invest-
ment. On the other hand, devel-
oping countries are scared and
cautious about opening their
market, or liberalising currency
management (o protect domes-
tic investment, and the balance

of payment. How can these
problems be solved? How can
the developing countries liberal-
ise their currency management
to keep pace with the changing
global scenario?

A popular belief in the devel-
oping nations is that currency
management liberalisation can
impose a huge burden on bal-
ance of payment and can gener-
ate serious devaluation of local
currency. Most of the developing
countries are characterised by
larger imports than exports, and
as a result a huge trade deficit
exists in most of the developing
countries. Naturally, the beliefis
that if such countries further
soften their currency manage-
ment by allowing free flow of
currency, complete floating
rates for currency conversion,
and complete convertibility, it
may ruin domestic investment,
and increase import; subse-
quently, balance of payment
may collapse. The query is
whether this is true or not, how
can currency management be
liberalised by minimising risk of
devaluation and pressures on
balance of payment?

In most of the developing
countries, foreign currency
handlings are highly controlled,
People can not move their funds
freely o and from those coun-
tries. Conversion rates are deter-
mined by the government. As a
result, a huge illegal trafficking
of currency to and from the
country exists in most of the
developing countries, which
actually happens to meet the
finance for smuggling. One
tends to think that if government
authority can be diminished,
those illegal movements of
goods and funds may come
under the formal banking chan-
nel; subsequently, it may cause
explicit macro economic stabil-
ity. The fear of increasingimport,
and thus of imbalance, can be
overruled by an idea that the
total import of a country will
never cross the total demands
forimports.

Two macro-economic vari-

ables are important in this dis-
cussion: i) Liberalised monetary
policyand ii) economic stability.
How can effective balance be
maintained between these two
factors, and how devgloping
countries benefit from the flexi-
ble monetary policy.

Study reports show that the
economies that are free would
attract more investment and
utilise their resources more
efficiently. As a result they will
grow more rapidly and achieve
higher levels of income. The
difference in terms of foreign
direct investment are dramatic.
For the top quintile (countries
with top economic freedom), the
annual foreign direct investment
per worker averaged $2657 com-
pared to $52 for the bottom
quintile. The productivity of
investment in economies with
an economic freedom rating of
7.0 or higher was 13.6 percent
higher than for economies with
economic freedom ratings of
between 5.0 and 7.0, and 30
percent more than for those with
mean economic freedom ratings
of less than 5.0 (Gwartney &
Lawson, 2003).

On the contrary, without
proper precautionary measures,
monetaryliberalisationin devel-
oping countries may bring eco-
nomic instability. For example,

Indonesia floated Rupiah on July
18, 1997 which fluctuated wildly
and lost 75 percent of its value
against the greenback. In conse-
quence, chaos broke out, with
people hoarding toilet paper,
rice, and cooking oil (Hanke,
1998).

Bangladesh is facing the same
problem after introduction of
floating rate and limited conver-
tibility of Taka recently.
However, it has been proved in
our case that floating rate is not
the cause behind the devalua-
tion of Taka.

If we examine the experience
of Singapore and Hong Kong, it
may be hypothesised that a
liberalised monetary policy will
reduce illegal trafficking of funds
to and from developing coun-
tries, attract more FDI, and
ultimately bring macro-
economic stability and healthy
environment for investment.

Liberalised monetary policy
stops illegal trafficking of
money, and creates friendly
environment for investment
What we need is to be coura-
geous and take some precau-
tionary measures, More and
more foreign investor will come
to our country if we open our
door.

Muhammad Ashraf Alil Faruk is Second Secratary,
National Board of Revenue.
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