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If there ever was a challenging time for fiscal
policy, this is it! The budgeting season for the
government has started amidst a potential
global health and economic crisis whose
depth and duration are as uncertain today as
when it started.

The uncertainties are not likely to dissipate
in the near future. Bangladesh is highly
vulnerable to the public health and economic
risks. There is limited fiscal space with deficits
and public borrowings already on the rise for
the past year and a half.

Revenue mobilisation and expenditure
prioritisation will be hugely challenging. The
capacity to borrow from domestic sources
without causing harm to industry and financial
markets will face more severe tests.

Business as usual in both the revised budget
for fiscal 2019-20 and the new budget for fiscal
2020-21 will not do. Thinking out of the box
is now at a premium.

The health and economic challenges are
defining themselves. The primary goal of
fiscal policy has to be to expand the capacity of
the health system to test, quarantine and treat
more patients.

Even though the virus has not yet spread in
Bangladesh to an extent seen in East Asia, Iran,
Europe, and America, not to mention several
others, the risk to public health is immense
and growing by the hour.

Fighting the virus is therefore the
overarching priority. The question now is
not whether to increase the public spending
on health; the question is how quickly and
effectively this can be done.

Sadly, the authorities do not yet seem to
have fully woken out of their slumber. Yet
many have gone into self-lockdown and social
distancing.

The consequent disruptions to production
and trade have both short- and long-term
costs. But the short term deserves the highest

“If now is not a
good time to borrow
more to rescue the
economy, then when?
When the present is
at risk, you borrow
from future because
there is no future
without the present.”
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Bring on fiscal policy

priority and urgently needs a robust fiscal
response.

If there ever is a time to be short-sighted,
it is now.

The consequences of the non-fiscal
measures, in place and hopefully yet to come,
to flatten the spread of the virus requires a
fiscal response to flatten the economic costs
curve, not just over time as in the case of
COVID19 spread, but also across different
affected groups.

This will inevitably kink the fiscal deficit
curve for a year or two the least. Such a kink
is unavoidable.

The economic impact of the behavioural

and policy response to fight the virus is likely
to be deep and wide enough to be beyond
handling through fiscal readjustments within
the existing resource envelope.

Some readjustments -- fiscal austerity in
areas where expenditures are less critical
(festival bonuses, travels, untargeted subsidies,
vanity projects) -- are needed for sure, but they
may not touch more than the surface of the
problem.

We need bold and creative initiatives to
make the costs of the livelihood disruptions
bearable at the point of incidence.

The right combination starts with public
health policy in the driver seat to limit human
contagion. Fiscal and financial policies need
to contain the economic contagion.

For now, the sorts of response required are:
to support individuals, in the informal and
formal sectors, who lose income; help affected
businesses to prevent this situation from
having long term damaging effects; and ensure
the delivery of public services.

Providing support to households dependent
on livelihood from informal sector will be the
biggest challenge. It will require broader and
continuous access to safety net programmes.

This should be the new key focus of the
revised fiscal 2019-20 budget and the fiscal
2020-21 budget.

Too many Bangladeshi households live
on the financial edge in the informal sector.
They need support whether or not they
meet eligibility requirements for safety net
programmes.

!

Of the total 60.8 million employed in 2016-
17, 85 per cent were in the informal sector.

Many of them are on the brink of losing
their daily income even without a lockdown.

If they each are provided Tk 3,000 per
month (slightly above the upper poverty line)
for three months, it will cost about Tk 46,500
crore, which is equivalent to 1.8 per cent of
GDP.

This would require doubling the existing
social protection budget (not including public
pension payments).

The challenge will be identifying and
reaching them since, by definition, they are
not registered. However, many have mobile
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connectivity.

A joint effort involving the non-
governmental organisations working in the
informal sector, mobile financial service
providers and the government will be needed
to deliver social assistance to them.

More generally, the government should fix
holes in the safety net and create exceptions
for the unique circumstances of the current
crisis.

The government will need to ensure that
the system can cope with an increase in the
number of beneficiaries.

Potential options for providing income
support to households dependent on the
formal sector include: providingunconditional
cash aid, reducing tax withholdings to
boost take home pay and reducing or even
eliminating temporarily all advance taxes on
individual incomes and financial wealth.

Tax concession will not be of much use
for the lowest-income individuals with little
financial wealth.

There are about 6 million employed in the

formal sector. A shutdown of the institutions
they work for will put their livelihoods at risk.

If they are provided the same cash assistance
as workers in the informal sector, it will require
another Tk 5,400 crore, which is equivalent to
0.2 per cent of GDP.

Identifying and transferring cash to them
through the mobile financial service platform
should not be that big of a challenge.

Many small and mid-size firms could face
extreme pressure to cut employment.

Relief to households would not necessarily
help firms because many households will
limit their spending beyond necessities until
the public health risk is over.
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One way to try to shift their incentives
-- and provide the financial means to retain
payroll -- is to partially finance payroll of firms
based on the number of employees retained.

One specific option is to allow payroll
support for a limited period (say three
months) for up to, say, 50-100 employees
working at least half time, up to a monthly
wage of, say, Tk 20,000.

These caps would make sure the government
is not sending handouts to already profitable
large firms or giving large payments per
employee to small firms made up of highly
paid professionals.

The goal would be to provide relief to
relatively small businesses trying to keep
workers on the payroll while staying afloat.
Cutting hours, employment or wages would
reduce the payments.

Efforts to keep businesses afloat is
probably the most important from economic
sustainability point of view.

Reduction in exports and consumer demand
will force liquidity constrained companies out

“Of the total 60.8 million employed in 2016-17,
85 per cent were in the informal sector. Many of
them are on the brink of losing their daily income
even without a lockdown.”

of business despite being viable post-crisis.

This would impair the longer-term
productive capacity of the economy. One
option is for the government to suddenly stop
the operating payments firms need to make.

Bangladesh Bank has already put a
moratorium on loan repayments for 6 months
until June 2020 and relaxed foreign exchange
regulations for trade transactions until
September 2020.

In addition, tax payment deadlines could
be extended. None of these actions would stop
a recession or even cause a recovery, but they
could generate space for some firms during the
acute phase of the crisis.

“If there ever is a time
to be short-sighted, it is
now.”

The government should consider providing
wider support to the economy based on
economic data.

It may be impossible to prevent some
economic contraction given the social
distancing.

To put circuit breakers on recession, the
government should adopt policies with
automatic triggers that kick in over time if
the economy stays weak, including additional
payments to households and businesses.

Specifically, if the employment-to-
population ratio falls half a percentage point
in the next six months, then more direct
payments could go out to individuals, with
another round of payments a year from now
if the employment rate remains below what
used to be normal.

These policies would provide ongoing
support for the economy in the event of a
deeper recession. Stronger labour market
monitoring will be needed to make it work.

Fiscal stimulus package needs ideally
to be timed to kick in when draconian
social distancing measures are eased, and
international connectivity begin to be
restored. This will take at least 6 more months,
optimistically speaking.

The package can include a mixture
of individual and corporate income tax
adjustments. Breaks in individual income
taxes may bring relief to some without much
mileage because of the very low base.

Thereach of value-added tax, supplementary
duty and customs duty are much wider.

An across the board temporary downward
adjustment in these rates could boost
consumption spending by lowering prices
and/or boost investment spending by
increasing profits.

Cuts in corporate income tax rates, advance
income taxes of all sorts in particular, will
boost both business profits and liquidity. This
is an opportunity to reform corporate taxation
to make it simpler and more investment
friendly.

Tax cuts will surely reduce an already low
tax-GDP ratio. However, instead of paying
businesses through various subsidies, it may
be more efficient, both from accessibility and
liquidity points of view, to collect less from
business in the first place.

Tax administration reforms to reduce the
wedge between what the taxpayers pay and
what the government collects could be a win-
win for the public and the government.

Public expenditure stimulus should
be through boosting infrastructure such
as road rehabilitation and maintenance,
river dredging, electricity transmission and
distribution lines, water supply and sanitation
systems and digitisation, among others.

This is also an opportunity to reform
the Annual Development Programme by
downsizing, if not dropping, the political
elephants that neither stimulate demand nor
build productive capacity.
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Small victory for BB as NY court
dismisses appeal challenging case

RejauL Kariv Byron

A US court has rejected an appeal that challenged
a Bangladesh Bank case against a Filipino bank
and others over $81 million reserve heist from
its account with the New York Federal Reserve.

The US District Court in the Southern
District of New York issued its opinion
and order on the motions filed by several
defendants in the BB case against Rizal
Commercial Banking Corporation of the
Philippines, Solarie Resort & Casino, Midas
Resort & Casino and others.

The court denied the defendants’ motions
to dismiss the action for a lack of subject
matter jurisdiction and under the forum non
conveniens doctrine, according to a statement of
the Bangladesh Bank yesterday.

The forum non conveniens is a discretionary
power that allows courts to dismiss a case where
another court, or forum, is much better suited to
hear the case.

On February 1 last year, the BB filed the case
with the Court for the Southern District against
RCBC and others for their involvement in a
“massive and multi-year conspiracy” to steal its
money.

Visa cardholders

The theft targeted a major US institution --
the Federal Reserve -- located in New York City.
Critical evidence of the fraudulent payment
orders, the movement of the stolen funds into
correspondent accounts and the movement out
of the accounts abroad exists in or close to the
district, the BB statement said.

Three of the four correspondent accounts are
in New York City and one is located nearby in
Philadelphia.

Taking into account public interest, the court

decided that New York is the correct forum for
the resolution of the disputes to recover the sum
lost as a result of the heist, said the BB statement.

Federal Reserve Senior Vice President Anne
Baum attested that the Fed and the BB entered
into a formal agreement, whereby the Fed will
provide technical assistance to the central bank
of Bangladesh in its litigation.

The court, however, did not accept another
case filed by the BB under the Racketeer
Influenced and Corrupt Organisations Act
against RCBC and the casinos for trial at the
federal court on technical ground.

But the claims of fraud, theft, conversion,
conspiracy and other claims against RCBC,
Solaire, Midas and other defendants could be
brought the New York state courts as opposed to
the Southern District Court, the BB said.

The BB is taking further steps to pursue its
claims in New York courts to recover the stolen
funds.

In February 2016, hackers breached the
BB’s systems and used the SWIFT messaging
network to order the transfer of $951 million
from the central bank’s account at the New
York Fed.
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can now load up
bKash wallets

STAR BusiNEss REPORT

Customers of mobile financial service
provider bKash will be able to load their
wallets by way of their Visa debit or credit
cards, in a development that will give
further momentum to propagating cashless
transactions in Bangladesh.

The service comes in the thick of the
coronavirus outbreak.

It is said that the novel virus spreads
through bank notes, a disclosure that has
prompted South Korea’s central bank to
quarantine bank notes and China to clean
potentially infected cash with ultraviolet
light and high temperature.

Experts also suggested going cashless to
avoid contagion of the virus that is wrecking
havoc around the globe. At the time of writing,
the deadly virus has claimed more than
15,000 lives and sickened more than 343,000.

COVID-19 has taken a menacing form
in Bangladesh, and is said to have reached
the community transmission level.

This prompted the Bangladesh Bank on
Saturday to order banks to take extra safety
measures for those who would be handling

bKash VISA

banknotes to prevent the financial system
from becoming an agent of community
transmission of the deadly coronavirus.

Banks have also been asked to divide the
workforce at least into two groups on the
basis of their responsibilities. The groups
will run the operations of the banks on a
rostering basis every week.

The central bank also asked banks to
accelerate online services so that customers
need not visit branches in person to carry out
banking.

Customers can pay for a wide range of
service through bKash: mobile recharge,
money transfer, payment at point-of-sales
terminal, pay utility bills, buy tickets, pay
insurance, and so on.

“Particularly at this moment of
emergency, customers with Visa cards can
avoid visiting MFS agent points,” said bKash.
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