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Conversation (Contd.)

‘We Are Moving on to the '90s

with the Failed Agenda of the 80s’
— Rehman Sobhan

here and determine what

mr fecl is more important

| done that, I'd done what
some have accused me
of doing, that is presenting my
own set of priorities to the
new eclected government.
Right now the relevant priori-
ties stand with the FFYP.

Now, | think Sayeeduzza-
man is perfectly correct in
terms of over-estimation. I'd
say all successive five-year
plans have tended to over-es-
timate their capacity to gener-
ate domestic resources and
achieve self-rellance. But there
is a problem here. You see our
notion of over-estimation be-
comes a self-fulfilling h-
esy. Built into the whole sys-
tem is a notion that we will do
as little as possible to realise
our true ties which are
already inherent. The whole
system {s now endemic with
this constant under-utflisation
of our human and material re-
sources. Now either the gov-
ernment is consciously going
to raise this level of resource
utilisation, or it is basically in
default of its responsibiiitics as
a government, a willful default
if it cannot do that.

So built-in to each planning
exercise s a normative notion
t has to do
better. If in fact the govern-

ment is performing at a sub-
optimal level, and it is to

n:ﬂuptulmbwﬁ:f
compétence, there is an
enormous amount of domestic
resources that stand to be
generated. Now if in fact you
are a country with a gross do-
mestic saving of below one per
cent, and God alone knows
how many countries in Africa
and elsewhere are generating
higher rates of domestic sav-
ings, and you cannot graduate
. upto that particular point, then
you really are in default as a na-
tion. And successive govern-

ments have been del nt in
their obligation Lawm‘::lh:ir
countrymen.

In successive plans,
the area of dependence and
the degree of has
gone completely contrary to
what foreign aid is all about.

Foreign aid from the days
when you first read your first
textbooks, was an interim in-
tervention to cover the
and foreign exchange gap of

extremely backward and
structurally deformed coun-

u s, as you
tural change, you cover those

gaps. Now if your position ap-
proximates to a war-devastated
economy, which is where we
began our life with all the dis-
location caused by the with-
drawal of the Pakistanis, and
your position in terms of
handling of your own affairs is
worse now than it was 20 years
ago, then where are you?

DS: Sayeeduzzaman raised
the point of priorities for this
new What in your
opinion should be the re-pri-

SZ: As Rehman rightly said,
the hands of the new govern-
ment are virtually tied in
terms of the possibilities of re-
allocation of available re-
sources. In the short-term, the
question of financial stability is
very important because we
don't want to get into a situa-
tion of rapidly rising rate of in-
flation. Secondly, govern-
ment should declare its com-
mitment or otherwise to a
medium-term f[ramework for
macro-economic management,
which is basically coming back
to Rehman's point of how to
raise, domestic savings and
domestic investment.

DS: Does that fit in with
government thinking of cut-
ting expenditure by cutting the
upazila administration, district
administration, and other ar- _

eas, which are political dect-
sions?

SZ: There are so many arcas
where you could reduce of
trim expenditure. You have
mentioned two areas, but
there are other areas.

DS: Could you kindly men-
tion which other areas they
could be?

SZ: Well, then you have to
go back to where the expendi-
ture has gone up in the past 10
years. Foremost is the public
sector wages which have gone
up very fast; secondly, this
guestion of debt servicing,
which has also gone up [ast;
thirdly, you have these trans-
fer payments for non-produc-
tive purposes like grants to
educaitional institutions which
have been given on political
considerations without realis-
ing any effective returns and
finally the security-related ar-
eas, a« 155 the board, different

%ﬁ\rcrnmcnt instruments.
ese are the areas where
there is considerable scope for
rationalising expenditure.
DS: Would you also agree
that there is wastage in the
private sector in the fjorm of
bad debts which are now
coming out in the papers, the
long list? Would that be also a
wastage of national resources?

SZ: Certainly that is a
wastage of national resources,
but not necessarily of public
resources, since large part of
the debt comes from private
savers and depositors and so
on.

RS: You see a large part of
what constitutes private in-
vestment is in fact public in-
vestment, in the sense that it

institutions.
public enterprises should be
accountable for the use of
these resources, but people
who have borrowed these re-
sources from DFls should not,
is obviously not acceptable be-
cause these are resources
which have largely been given
by donors. And they have

Ao

what is happening to the re-
sources it has invested in
these enterprises, it does not
know what is happening to its

disinvested enterprises.

DS: Were these willful
lapses or managerial prob-
lems?

RS: | would say it is just the
way it has evolved. I'd say that
70 per cent of time and energy
is spent in negotiating to bring
aided projects to fruition;
twenty per cent of time is
spent on implementation of
these projects; and 10 per
cent is spent in actually

managing the ﬂ;:ujectn .rtwthl'ﬂ:
is happen re is no t
the hﬁ:nt is not giving
attention, but it is giving at-
tention to all the wrong areas.
Like, persuading corporations
to employ people that are not
needed; denying them the
freedom to their prices
to cost; and then imposing
wage policies without consult-
ing the management, or con-
nr;ﬁeﬂng the ability of a

particular enterprise. :

Before we go into the
Paris Aid Club topic, another
thing about the issue of priori-
tisation. Actually I don't know
what prioritisation is going to
mcan, because priorities for
the next Annual ment
Budget (ADB) is de-
termined. They are deter-
mined by the spill-oveer pro-
jects, and by the number of
projects which donors have
ted, and have either ne-
gotiated or actually signed.
Within the current resource
envelope, which has been
identified for the forthcoming
ADB, I'd reckon that priorities
are zero. Unless the govern-
ment can make significant ef-
fort — and I'm not quite sure
what effort they are going to
make — to generate a whole
shelf of new resources, either
by cancelling large number of
spill-over projects, or by ex-
traction fat from existing
carry-over projects, or by gen-
erating new resources through
revenue, there are no priori-
ties. Priorities are 100 per
cent donor-determined.

DS: What can the govern-
ment of this country extract
from the Paris meeting? Has
the perspective of the Paris
meeting completely changed ?

SZ: |1 should not say that the
perspective has , Cer-
tainly there is an additional
dimension in the deliberations
of the because of this
cyclone disaster. Naturally the
government will ask the meet-
ing for additional support to
overcome the damage done,
including rehabilitation assis-
tance. As far as the donors are
concerned, they will be look-
ing for commitment from the
new government to the policy
reforms which have been
agreed to by the previous gov-
ernment over the past several
years. They will look for
commitment to pursuec those
reforms as the basic determi-
nant of the regular flow of ex-
ternal capital and aid for the
rest of the FFYP. The areas are

.analysed.
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well-known, like macro-eco-
nomic reforms, structural re-
forms, tax reforms financial
sector reforms, tarifl reforms,
budget and expenditure con-
trol, public enterprises re-
forms.

RS: The problem with the
Paris aid meeting is that the
government has nothing to do
with it. It has never had any-
thing to do with the consor-
tium meeting. The agenda for
the meeting is set by the
donors, and the working doc-
ument is the Country Eco-
nomic Memorandum ‘Flr:pnmd
by the World Bank. gov-
ernment's own statement that
goes there is basically a docu-
ment designed to show how
they are attempting to  honour
their obligations to the donors
as spelt outin the CEM. Now {f
the government i{s to demon-
strate its credibility. the only
framework in which to do that,
is by its willingness to carry

out the policy agenda which
has infact been laid out by the
donors. And what I'd

have liked to have seen an
elected government do is to
expose this CEM to a very rig-
orous evaluation. The first time
an elected government is go-
ing to Paris, it should review
the whole policy format which
has been spelt out by the
donors. An internal evaluation,
and drawing upon all the pro-
fessional resources that are
available within the country. I
find there are quite a number
of policy prescriptions which

are exceedingly uncomfortable,
and these need to bc very

carefully assessed and
The government
should then determine, in
relation to its own prioritics
and managerial capabilities;
what in fact should be the
policy framework. The ideal
framework for going to the
consortium meeting should be
that there should be only one
document on the tabel. And it
should be the priorities and
policies of the government of

‘And donors should
then be invited to come
forward and to comment on
this and critique it, and to
have a dialogue.’

SZ: Rehman is right that
the net output of the Paris
meeting in many occasions
remains questionable.
people who attend the meet-
ings on behalf of the donors do
not come from policy-making
levels.They come mostly from
aid
ing new they can say at these
meetings except convey the
views of the donor govern-
ments which have already been
conveyed earlier to the gov-
ernment in Dhaka. So what
they basically look for is what
kind of response the govern-
ment is giving to the views of
the donors.

Secondly, the sum total of
the pledges that come out in
the meeting is not different
from what you would achieve
on the basis of bilateral nego-
tiations. That is in the nature
of things, because the head of a
donor delegation in Paris
would not make pledges or
commitments which are at
variance with budgets his au-
thorities have already prepared
in advance.

Thirdly., the process
through which the World Bank

roduces its documnent is quite
Emg. It's a process that takes
about six to seven months.
They come here in Septem-
ber-October, and give the gov-
ernment a first draft; then
they come again and give the
government a second draft; fi-
nally. they have widespread in-
teraction with government
ministries, including a final
wrap-up meeting with the
Planning Commission and the
External Relations Division
before they finalise their grey
cover document. So the gov-

Stimulating, candid and provocative : Rehman Sobhan
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agencies, so there is noth-
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ernment has considerable
amount of opportunity and
time to react to those docu-
ments and to tell the World
Bank economic mission what
they feel. Unfortunately we
have not always made the best
use these six or seven months.

DS:- One question to you
Rehman Sobhan, what are the
uncomfortable prescriptions
given by the World Bank and
the donors?

RS : Well. at a very funda-
mental level, | do not agree
with their policy for the
wholesale import liberalisation
of the economy. | think there
is a considerable body of
professional opinion in the
country, not to mention in-
ternationally, which would
take the view that imposing
this degree of import Ilg:nll-
sation on a country where only
10 per cent of its GDP comes:
from manufacture has no his-
torical precedence and was
probably responsible for the
structural stagnation of the
economy. If you want to move
towards liberalisation you only
do so when you have built a
substantial industrial base.

| think the real problem
which the World Bank and the ,

International Monetary Fund ¢

(IMF) have not answered is
that, if they have a ranking list
of a country which has con-
formed to policy prescriptions
as they have spelt out in their
structural adjustment and
EFAS programme, Bangladesh
would probably be in the First
Division. How come then we
have lived through a decade of
stagnation in the economy?
Someone has to answer this.

| don't say my critique of
import liberalisation may be
the answer, but what 1 would

say is that the model itself

needs a very rigorous scrutiny,
because it is a falled model.

(left) with M Syeeduzzaman

‘Hands of Government Are Tied in

T'erms of Re-allocation of Resources’
— M Syeeduzzaman
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Then again, when you liber-
alise imports, you have to de-
termine the ence, the
time-frame and also coordina-
tion with your neighbouring
countries. When you have long,
porous boundaries with an-
other country, you have to
keep in mind what kind of
policies or import regimes
your neighbouring countries
are fol . Unless there is
close coordination between
the two, there may be distor-
tion in the the whole struc-
ture, or your imports may not
be used for production and
consumption within your own
borders.

DS: But what is the case for
not having a list of banned
items?

SZ: What 1s case for ha a
banned list ? Let me put
question back to you.

DS: To give protection to

. SZ: Yes, you permit the im-
port but put a high tariff and
then you give protection.

_DS: But {f you put a high tar-
iff, your export prices will be

SZ: Export price will get all
the drawback facilities. If
import something for pmd’::
ing an exportable item, you get
back all the duties you have
paid for the import.

RS: If | make a point over
here. Take a look at the suc-
cessful industrialising coun-
tries like Brazil. India and
South Korea. The World Bank
has built a mythology around
Korea which bears no relation
to Korean history, that the
Koreans were per excellence
import liberalisers and that is
how they grew. Nothing of the
sort! In fact the Koreans ran
one of the most restricted,

‘Now the World Bank model would not
only have you remove quantitative
restrictions, it actually wants you to reduce
tariffs. The notion that a country at as
backward a state as we are, should carry
out a liberalising episode without creating
an industrial base is unthinkable’

Now whether it is a failure of
conception, or implementa-
tion, should be determined by
both theoretical as well as em-
pirical debate. This debate
hasn't gone on. The agenda is
simply being regurgitated be-
fore us in a to uncritical
way. The government of

Bangladesh is being expected
to m%rm to this .ﬁc and
we are moving on to the '90s
with the agenda of the '80s
with the record of failure of
the '80s.

DS: If 1 am not wrong,
Sayeeduzzaman, import liberal-

isation began during your time
as [inance minister.

SZ: We have to look at im-
port liberalisation from two
levels, One is that you reduce
and eliminate the number of
items that are banned. In the-
ory nothing should be banned
from import into the country.
The other part is appropriate
tariff, and what that tariff
should be, that is a subject of
facts, of of data, of in-
tellectual debate based on the
economie realities of
Bangladesh.

Secondly, you must match
this with other policies inside
the country, such as an appro-
priate ex rate policy. If
you liberalise with an overval-
ued currency, then you will
face the situation we faced in
1989 and 90.

Thirdly, it has to go with an
appropriate monetary policy.

protected regimes for their
domestic capacity. What they
did was they were exceedingly
liberal in promoting exports.
So they were much ahead of
other countries in export
n.
Eﬂmm;lm World Bank model
would not only have you re-
move quantitative restrictions,
it ac wants you to reduce
tariffs. In fact they have per-
mitted us to bring our average
rate of tariffs down to about 75
per cent.

Now do you think faced
that crisis last year when there
was a sudden upsurge of im-
ports? It was re because
the last budget had gone

ist. The notion that a country
at as backward a state as we
are, should carry out a liberal-

aims at

keeping us pere depen-
dent on foreign aid ?

RS: Well, | wouldn't that

blaming the donors. If you are
incompetent and malfeasant in

your governance, | mean if in
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fact you can neither generate
resources nor you can develop
your policy agenda, nor you ean
manage your economy, and at
the same time you will go and
prostrate yoursell at the feet of
donors in order to bail you out
of both your short and long
term lems. naturally they
are going to come and say this
: that you are a bunch of in-
competent thieves and Hars
who make promises which you
cannot fulfil, so | am going to
catch you and put a ring round
your nose, and |'m going to tie
a rope to it and you will go
where | take you because you
are too backward and incom-
petent to do actually anything
yourself. That is what we have
been reduced to. This is our
failure.

SZ: Point about import lib-
eralisation, in the last budget
and the budget before that.
Now a very careful analysis has
shown that the increase in the
imports t really took place
late in 1990, were not in the
areas which were liberalised.
This were items which were
being Imported earlier, and
they were imported in larger
quantum. Nothing to do with
liberalisation or lifting of bans
from items.

Another point is that, if we
have the experts in the coun-
try, they should be able to ar-

gue with the stafl members of
the World Bank and the IMF as

to why average tarifl rates
should be 100 or 120 per
cent, and not 75 per cent.

_ RS: Before you come to that
point, you have to do one
thing. You have to first decide
that you are willing to d
with the donors and to face
the consequences of disagree-
ing with them. Once you do
that, then you see whether you
have the professional expertisc
to argue your case. Now | can
vouch for the fact that we not
only have the professional ex-
pertise, it is as good if not bet-
ter, than what the donors are
going to put around the table
before you. I've known of one
episode in which expertise
was used to seck advices as o
whether fertiliser subsidy
should be lifted as sharply as
they should. And | think a
highly professional case was
made by your domestic exper-
tise to show that should not be
done. But while the exercise
was being carried out, the
World Bank had already com-
pelled the government of

esh to in-fact go ahead
with a rapid de-subsidisation !
of fertiliser. So obviously. the,
mment was not willing to’

be guided by independent,
indigenous professional opin-
jon which was at variance with
the position taken by the

World Bank.

DS: We are going into our
concept of planning in
sh, and the changes

or lack of changes we might
have seen from regime one of

RS: | was present at the
foundation, when we were
really setting up the p
structure, and | ::m ha}-:

n very recently just for
:f::z nm!:thl. and tously
the situation in these two in-
tervals was very different, and
the intervening situation is
something that is not known
to me.

Wheh it was set up. we
were uniquely in a position to
bring in a large number of
some of the best professionals
in the country. And you were

laying out the foundation
of process, be-
cause did not have a cen-
tral pmml facility at the
time. You were operating in a
resource—constrained situa
tion. where it was important o
be able to both prioritise for
resource needs and also to

Ed

know.

spell out the framework for
the future development of the
economy because these were
the immediate goals. In two
years | think we did something
of that, and by and large the
planmng commission as it ex-
isted then enjoyed a high de-
gree of professionalism. f
Now what | saw here when
| went back was that
had become a highly
institution, that there was a
fgeneral loss of faith in the
planning process. Partly this
scems o owe o the global de-
valuation ol as an in-
stitution; partly | think it owes
to whalever internal reasons
which Sayee may be
more famillar with. But as of
now. | find that the planning
agency within the government
has very little 10 do bheyond
actually preparing the ADB,
and doing some amount of
\project approval
"7 Bul even at a time when
planning is devalued. the order
of the day is efficient macro-
economic management, which
is really looking at the short-
term functioning of the econ-
omy relating policies one to
the other. Now there is no
ency in the government
which is responsible for
macro-cconomic management,
that is the objective fact. There
is no agency which can even
coordinate the economic deet-
sion-making process, or can
really address the problems as
they emerge and can identify
solutions to them by giving
some overview of the system.
Now whether this responsibil-
ity should be vested within the
planning commission. or
whether the commission
should simply become a budget
preparing exercise which
could as well be done by the
ministry of finance, | don't

SZ : | think there has been
a lot of partisan discussion of
the planning process, and the
success or failures of the first
plan, second plan. third plan.
and now the fourth plan. 1
think there is considerable
room for objective discussion
about what went right and
what went wrong with these
plans.

If you look at the first plan
of 1973-78, many people for-
get that the plan was formu-
lated at a time when the inter-
national environment was
completely hostile. As a new
war-devastated country,
Bangladesh was grappling with
problems of nation-building.
building of institutions. And at
the same time. it had to lace
the same problems which in-
dustrial countries were finding
difficult to cope with. The first
plan was not free from what |
said earlier about exaggeration

' of domestic capacity. So we

had a plan whose targets we
could not reach in terms of fi-
nancial resources. Obviously
the expenditure was much
lower, physical achievements
were lower than the targets
and we had to re-orient the
plan towards the second part
of the plan.

- Again the second five year
plan of 1980-856 was ambitious
in terms of resources. The
second plan had some basic
policy changes from the frst
plan. The government's policy
was to encourage the private
sector, raising the limits of
private investment. giving
more authority to financial in-
stitutions, to [inance private
investment. The growth rate of
the second plan was compara-
tively better because the in-
frastructure was by and large
restored, financial services
were put on an even keel. In
the later half of the second
plan the t got stueck
up with certain policy reforms.
When Bangladesh Petroleum
Corporation found itself 280
crore taka in debt due to after-
effects of the second oil crisis,
of 79-80 , the government en-
tered into an extended fund
facility (EFF) agreement with
the IMF which envisaged cer-
tain policy changes, fiscal pol-
icy, monetary policy, industrial
policy. The government could
not implement those policies,
so the EFF was terminated.
This inability to continue with
policy reforms characterised
the termination of the second

plan.

The third five plan of
1985-90 cnlncl:iﬁd with a

global recession. Domestically
it cotncided with major policy
changes like disinvestment of
publicly -owned industries, and
continuing with policies spelt
out in the seco n o give
privale sector the oppertunity
to set up commercial banks
and insurance companies. Bult
then certain micro-economic
decisions like disinvestment
were not followed up with log-
ical macro-economic decistons
and the government's com-
mitment 1o those decisions.
That is why you find many dis-
torttons in the actual imple-

le
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RS: The First Five-Year
Plan was prepared in 10
months. In act, the decision
to prepare the First Plan was
taken sometime In August,
1972. The first draft was pre-

pared by July, 1973 although it
was not formally approved un-
til November of that year. And
Plan was prepared by
whatever professional exper-
tisc we had. This was an
indigenously prepared Plan.
and there were many weak-
nesses and inadequacies. as
there would be since we did
not know what a planning In-
stitution was until the begin-
ning of 1972. It has 1o be
judged within those particular
constraints.

Now what you have to
recognise is that resources are
still constant. and { you want a
system in which you can use
your resources efficiently, then
you must get your priorities
right and you have to consider-
ably improve your macro-eco-
nomic management of the
economy.

If this iIs going to need
some centralised planning at a
policy-making agency within
the government, then the
main thing is that the Planning
Commission is the most suit-
able entity to perform the job.
But if it has to do it, then its
status must be improved and
its professionalisation will be
greatly enhanced.

DS: Suppose you are back
as a minister, or suppose you
are back as a member of the
Planning Commission, what
guidelines would you ltke to
implement?

RS: What we need Is to In-
troduce a degree of objectivity
and transparency into the de-
cision-making process and
demonstrate that you take de-
cisions which are derived from
assessments of problems
rather than as part of some-
one's private agenda. This is
absolutely critical.

What has ned In soci-
ety now is that every decision
has become a unique decision,
unique to the person or silua-
tion within which it is made.
No system of administration,
let alone an economic man-
agement one. can function un-
der these circumstances.
What you still have are paper
exercises, but a state func-
tional anarchy really guiding
the lunctioning of management
of the economy.

The points about the need
to generate resources indige-
nously, and about recapturing
the high ground by setting
your own priorities and poli-
cies, have already been made
carlier. They are crucial, be-
cause a huge co devel-
opment capability lies em-
balmed within the public sec-
tor, not to mention the private
sector. And that you
have to find imaginative, effi-
cient and productive ways o
generate revenues.

If you can't do that, then
you will be faced with the same
set of crises that you have
faced in the '80s and 1990,
The problem is systemic, and
unless you can arrest the sys-
temic nature of the problem,
you are going to end up in the
21st century having precisely
the same discussion.

SZ:1 would say the government
should constitute reforms
which are linked with
medium-term policy * pro-
s for domestic savings
and raising lic tnvestment

| would like to see tax re-
forms, tariff reforms, budget
reforms. These entaill hard-
ship. hostility and discipline.
You should exhibit better dis-
cipline, better sacrifice and
better management.’

The conversation, the
second in the series of
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Ahmed and Mahjuz
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