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Reforming the Financial Sector

by Ahmed Kamal Khan Chowdhury

Time has come for the banks to set aside funds against the possibility that a
substantial portion of the overdue loan may ultimately remain uncoliected.

of capital. Mobilisation of
domestic resources may allow
the necessary capital formation
that generate additional

further stream of income.
Mobilisation of domestic
resources along with mob-
flisation of external rescurces

Taciman

policy that will
the process of capiial
accumulation. Process of
capital formation involve these
essential steps : An Increase in
the volume of saving, so that
resources can be released for
Investment purposc: Chan-

of saving through a
finance and credit mechanism
s0 that investable funds can be
collected from a wide range of

different sources and claimed -

by investors; The act of In-
vestment ftself, which the

resources are for increas-
ing the stock.
too have under-

taken a reform programme in
the financial sector with the
objective to ensure a more of-
fective role of the Banking
System in the country's devel-
opment efforts and mobilisa-
tion of resources. The reform
termed as
Reform
Programme™ (FSRP) which was
introduced during the financial
m‘:ﬂ-w and still being
by the Democratic
Covernment. It is understood
that the Reform Programme
was undertaken at the sugges-
tions of World Bank and IMF 1o
factlitate their continuous co-
tion in our developmient

. The objectives are to

be achieved through the fol-
lowing policies : Introduction
of flexible interest rate policy
and providing incentives and
subsidy for lending Lo priority
sectors; Monctary manage-
ment through [flexible and
indirect instruments. Restruc-
of capital and estab-
lishment of appropriate
accounting principles for
banks and financial institu-
tions; Establishment of efli-

cient loan recovery procedure;

me is
nancial Sector

Improvement in capital mar-
ket

Flexible Interest Rate
The FSRP sought to im-

prove the allocative efficiency
of bank's resources by intro-
ducing flexible interest rate
policy and thereby gradually
removing the distertions in
the existing iInteresl rate.
Accordingly Hangladesh Bank
has instituted a new interest
rale policy for all scheduled

" banks. The overall objectives of
the interest rate are :
Te introduce flity into

lending and deposit rates,

terest rate range of 12% —
14.26% 1o 11% — 13.76%.

Sector Reform Programme” (FSRP)which was in-

taken at the

troduced during the financial vear 1989 90 and still
being followed by the Democratic Government. It is
understood that the Reform Programme was under-
of World Bank and IMF to

establish their own rates
within limits set by the mone-
tary authorities;

To replace the existing re-
finance facility with a single
Rediscount Window. Bank rate

will be adjusted by Bangladesh
Bank from time to time to
control the volume of redis-
counting in order to imple-
ment the Central Bank's mone-
tary policy;

To make explicit the sub-
sidies for lending to priority’
sectors by funding these by the
Government.

With the initiation of this
scl of reform the
thorities - intended to encour-
age the commercial banks to
take full for their
lending and for their
profitability targets. For di-
rected ng lo priority sec-
tors the subsidy paid by the
Goyernment is meanl lo cover
the dillerences between
shadow interest rate and the
allowed interest rate.

The new interest rate pol- .
icy has been able to bring
down the existing interest on
long term deposil from the in-

au- -

MPRESSIVE gains in inc-
ome and other conventi-
onal statistics about econ-
omic performance become
questionable when they are
achieved at the expense of a
country's physical
enwironment. This increasingly
common theme is given fur-
ther by economists at
the Asian Development Bank.
In a study entitled "Barking
Up the Wrong Tree." Bank
economists, Remi Paris and
ivan Ruzicka examine the

problem of tropical forest de-

pletion — especially the role of

government in arresting the
process — and, in doing so,

relate environmental deterio-
ration to standard measures of
economic ce such as
GDP or GNP. _

Should cutting down
standing forests or repairing
damage caused by air pollution
be regarded as adding to a
cou ‘s Income as is done
today? Or, should these be
considered a form of deprecia-

of the productive base or a
of "defensive” expendi-
Alongside these ques-

tions, Paris and Ruzicka ask if
we are not overestimating the

capacity of any country to sus-

ct from a one-time
profit which can result from

asset Hquidation — is particu-
h‘ly important in the case of

Kﬂu that come from simple
gging of the forest
reciation

i issuing low-income
families with plastic credit

of having to pay for
services such as health costs
on the spot card-holders

-] the doctor or hospital. Some of
the bill might then go to the
government and some to the
| eard-holder, - depending on
how much assistance they
were for. The amount

would produce their card to.

government ( as owner) in the
form of a tax without endan-

gering the long-term produc-

. tivity of the forest asset. In

doing so. the authors closely
examine the process of tropi-
cal forest depletion and iden-
tify the main culprits.
According to conventional
wisdom. forest resources in
tropical countries are being

overexploited because they are
made available to rs too

cheaply. And, sine logging is
extremely profitable, the rate
of extraction (s excessively

high. The solution, so the ar-

g.ln'llmt goes, is ly to raise
rest charges. Or, better still,
to auction off s forest to

the highest bidder to ensure
that resources are properly

By carefully defining and
benefits associated with forest
management throughout the
entire gestation period of
forests, the authors arrive at
radically different conclusions
about of excessive forest ex-
traction and some possible
remedies.

The accounting method
used in the study differs from
the conventional method in
two way's :

First, the authors stress
that the cost of timber pro-
duction does not begin and
end with chainsaws. Several
interventions are necessary to

arantee that a seedling
gw-n naturally or artifi
develops into a commercially
valuable full grown tree.
Silvicultural treatment and
protection from human and
natural depredation are ex-
amples. But these interven-
tions cost . They are an
integral part of the cost pro-

- duecing timber and must be

ecologically sustainable p;'oﬂu
that come from careful long-
“term forest management.

=

taken into account when mea-
suring the that timber
production

Second, when estimating
the benefits of forest manage-
ment, more than just the value
of the timber extracted should
be included. In particular —
and here the argument has

tary authorities ignored or
could not at the time

ol formulation of

introduced strict security cri-
teria which have reduced the
investment propensity of the
potential te investors.
Rediscount facilities and
discount rate also could not
play an eflective role in induc-
ing investment. Commercial
banks are now faced with ex-
cess liquidity due to lack in in-
vestmenl activities for reasons
discussed. Excess liq-
uidity have forced the com-
mercial banks to do away with
costly deposits and borrowing
under rediscount facilities.
The recent reduction in dis-

" first time a clear

1990 so it is very ecarly to
comment about the working of
this instrument. But till writ-
ing of this article the bill did

not attract the commercial
banks. The bill is an
less Bquid and rate of discount

is less attractive interms of
other investment opportunity
available in the financial mar-
kets ltke call loan, deposit
with and -
tures financing (where deben-
tures is an approved securi-
ties).

Restructuring Capital and
Appropriate Accounting
Principles

One of the objective of FSRP
was pulting the banking sys-
tem on a sound financial foot-
ing and strengthing Bang-
ladesh Bank regulation and
supervision of bank. For the
rocedure for

classification of loans and

advances has been gn and
the step b particularly ap-
preciable considering the pre-
sent overdue loan situation in
Hangladesh

For the purpose of loan
classification the cligible secu-
rities are: Odods with ready
market that are physically held
in the control of the bank iIn
its godown: Gold/gold orna-
menis physic held by the
bank. Fixed other deposit
(except Bearer Certificate of
Deposit) on where lHen s
marked: Government bonds or
certificates held by the bank;
GCuaraniece /counter guaranices
given directly and formally by
either the Government of

rﬂ the Bangladesh
A guaranice by any other
is nol on cligible security.

Eflicient Loan Recovery

The objective of FSRP (s
also o improve the loan re-
covery position ol the banks

establishment of effi-
ctent recovery procedure’
and enactment of new legisla-
tion. Nothing significant has
been achieved in this sphere of
reform programme. With the
establishment of Financial Loan
Courts Act and publication of
defaulters st a momentum
was created for the recovery of
loans but both the monetary
authorities and Lhe scheduled
banks fafled 10 take any benefit
oul of this situation due to
lengthy procedure of legisla-
tlon. In order (o accelerate the
pace of recovery, monetary au-
thorities recently issued guid-
ance 0 all scheduled banks
fexcepl foreign banks) to
- h-u“: the S
ue ~ delaulting
borrowers are willing to pay
the balance outstanding loan
within stipulated time period.
At first this may seem to be
welcoming but quickly the
scheduled banks would realise
the cost of the interest walver
and avoid the same. Recovery
position cannotl be improved
without the
laws. Law should be so
80 that the banks can
fall on the securtties if the bor-
rower failed ‘o repay.

Apart [rom the deficiencies
already discussed, it s again
too si to depend on the
ﬂmr::r:inrm alone for do-

meslic resources mobilisation.

A national awakening
4 also required and the

should be prepared to work
more and accept sacrifices in
the short run in order to have
real growth in the long run.

Cola Wars Go Global

Led by indusiry glant Coca-
cola, the ol soft

marketing
drinks abroad has reached

per week.

But soft-drink executives
are optimistic that the contin-
ved internationalisation of she
industry combined with an

marketing strategy
will ereate more and more
consumers workdwide

While the United Siates
leads the world in soft-drink
consumption. last year #t ac-
counted for only one-third of
case sales and about 20 per
cent of operating profits, ac-
cording to .

Uniike the decentec mar-
ket, Coke enjoys an almost un-
challenged abroad. In
forolgn maviacts, Coke seisilie
Pepsi, its closest rival in the
United States, by a four-to-one
margin. Coke already has a
stronghold in the Astan and
Latin American markets and
has steadily increased its

. shares in the European Com-

munity
in particular has
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important relevance to several
countries in the hsia-P&r:lﬂr:
region that were recently af-
fected by natural disasters rec-
ognized as partly man-made
and linked to deforestation —
watershed maintenance and
sotl conservation services that
forests provide to downstream
areas must enter the calcula-
tion.

Once such benefits are in-
cluded, it becomes clear that
some forestry activities which
— though highly profitable fi-

y and tempting as tar-
gets for tax authorities — are
socially dedtructive. In these

Bark ing Up The Wrong Tree

by John Sipper

cases;, say the authors, they
should be stopped allogether
rather than merely discour-
aged through taxation.

Review of a simplified ac-
counting exercise by the au-
thors® tells the story. From
their tabulation, it does not
take a rocket scientist to see
that the financial profitability
of shori-term logging opera-
tions (which forms the basis
for the conventional prescrip-
tion for increased taxation) can
substantially differ from the
social profitability of long-
term. sustainable forest man-

agement,

g
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They conchude that tropical
forest resources arc being
over -cxploited largely because
they are being offered up to
loggers on a short-term basis,
This enables them to benefit
from forest exploitation with-
out having to incur the costs of
managing and protecting the
forest. Logging is extremely
profitable but it is also unsus-
tainable.

In the best casc, the stan-
dard remedy of auctioning off
timber resources on a short-
term basis achieves little more
than giving the government a
share of these unsustainable
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forests: caused both by nature and man

oul Eastern

Industry out
that such a mr“ﬂ
globalisation is risky due to
ilhﬂﬁ; gl

) s

gl ofenarg o

year a lo

the border

after the fall of the Berlin Wall
in 1989,

Al it has boen less
successiul abroad, Pepsi has
matched Coke’'s mammoth US
marketing campaigns with
successful advertisements of
s own, fesjuring celebrities
ke Madonna, Rmy Charles and
Tina Turner.
flercely conlested
‘Cola Wars’ will soon conlinue
al the international level as
Pepst vows Lo increase s in-
vesiments abroad and secks 1o

challenge Cokes predomi-
nance in foreign mnr:cuq
— IPS

'pmﬂll. These unsustainable

profits — in a meore
"sustainability-oriented™ sys-
tem of economiic accounting —
would be referred 10 as losses
rather than profits. the authors
remind.

In the worst case, this same

— =

precisely wrong.”

The study is not merely a
eriticism of conventional poli-
cies. It s rather, in the view of
the authors, "an outline of a
better licy alternative.”
Sus le allocation of forest
resources, they stress, must

begin with the recognition of
wood production as dynamic

process and aim at forcing log-
rs to become timber pro-

ucers.

Such a policy would ensure
competitive access to re-

Asian

Bank

B o
study outlines new

policy alternatives in the forestry sector

through natural resource accounting.

auction approach would deny
loggers wis to manage for-
esl resources on a long-term
basis the funds to do so, and in
this way actually fuels the pro-
cess of forest degradation.
This, the authors note, is tan-
tamount to treating forests as
“timber mines."

In other words, forest de-
pletion largely results from
inappropriate, short-term, for-
est leases which neither re-
ward good forest managers nor
punish bad ones. Taxing log-
gers may make unsustainable
forestry less profitable but
does not, in itself, create any
incentive for responsible forest
management. Those who have

so vocally argued for increases

in forest charges or auctioning
of short-term forest leases

have, in the opinion of the au-
thors, been "barking up the
wrong tree.”

Having demonstrated the
crucial importance of careful

natural resource accounting in
formulating policies, the au-

~ thors are quick to warn against

any mechanical application of
their method and emphasize,
instead, its tllustrative intent.

Drawing on Keynesian wisdom

they remind that "it is better
to be approximately right than

troduction of such a card point
out that credit cards for social
service access have not been
tried in other countries and
they warn that implementation
costs would be high. But they
have told the government that
credit rn;ird: would be the best

ol directing or paying so-
;zunhtmu: to those qualify-
ing for it.

The possible introduction of
welfare credit cards follows
sweeping in Finance
Minister Ruth Richardson's
budget earlier this year which
will force many New
Zealanders to pay more for

[Low-1n

health services and education
under "user pays” principles,
seen by critics as an attack on
the foundations of the welfare

state which has traditionally

looked after New Zealanders
“from the cradle to the grave.”

For the first time in
decades New Zealanders will
have to pay for hospital treat-
ment and it will cost more to
go to the doctor.

The government is intro-
ducing a plastic Kiwicard
(named after New Zealand's
uuﬂzlu: flightless bird) which
wel bene s and peo-
ple on low intomes will have

e

come famiﬁes 1qu NZ will bene
by Derek Round

to produce to avoid having to -

pay higher medical bills and
new hospital charges which
come into effect next February.
The credit card being consid-
ered would be an extension of
the Kiwicard.

Some legislators fear the

card will become a compulsory
identification tag for everyone
which would be linked into a

wider

information sharing

gystem.
New Zealand does not have

Plastic "Kiwicards" will be used to pay health

care and education

Introduction of the
Kiwicard has sparked off con-

troversy, with' critics :W
it is an invasion of persona
privacy and a leading newspa-
per calling it "demeaning and
divisive.”

compu

has always been strong opposi-

ry ID cards and there

tion from civil libertics cam-
paigners to their introduction.

One government member of
Parliament who voted against

sources. provide strong incen-
tives for leascholders to maxi-
mize timber production and
offer strong guarantees to gov-
ernments that valuable re-
sources will not be degraded
and that penaltics will be paid
it they are.

This mechanism could also
minimize the need for day-to-
day enforcement of forestry
regulations and maximize both
the of allocation
decisions and the ability of the
government to penalize viola-
tors. The instrument most
likely to achieve all these ob-
jectives simultancously. says
the authors, would be a com-
petitively -determined guaran-
tee bond.

Such a bond could be de-
posited and invested for the
lfe of the lease period and
could be collected the gov-
ernment if the leaseholder was
found to be in violation of spe-
cific forestry regulations. The
bond would provide, at once, a
reward for abiding by forestry
rules and the penalty of forfei-
ture for violating them.

- Since the amount of the
bond would be determined
through open competitive bid-
ding among interested parties,

its amount would reflect the

the introduction of Kiwicards
declared : "If we allow this
card to come in, are we all
prepared that in perhaps two,
three or five years' time the
card may have such a wide
of information on it that/
it could creep into every
aspect of our privacy? He de-
scribed the card as a bureau-
crat's dream with the capacity
to carry thousands of bits of in-
formation about an individual.
The cards will have a magnetic
strip. an embossed number

and a s ture, but will not
CAITY & p ]
Social Welfare Minister

=

ﬁt from 'credit cards'

Jenny S has described
opposition ur Party criti-
cism that the card is a “class
card” as "utter garbage.” She
argues that he card and infor-
mation sharing by nt

departments involved in its
use is consistent with privacy

legislation the government has

just introduced. It says the pri-
vacy legislation is needed as

of its decision to share in-
ormation between depart-
ments to combat welfare fraud.
Until now it has been illegal
for the Inland Revenue
Department to give out infor-
mation. Now it will be able to

lease
arbitrary cancellation by the
government.

This is a reversal of the
common situation in

depletion and environmental
degradation. "Like a house
rental or car-hire deposit, the
bond would be redeemable
upon return of the ftem in
question, undamaged, and
would be transferable,” the
authors conclude.

Tropical rain forests
worldwide are being destroyed
at an annual rate of 17 million
hectares (42 million acres).
This is one per cent of the to-
tal forested area of the planet
cach year. Loss of tropical
forests (the rate of depletion
has increased by 80 per cent
in 10 years] resuits in the ex-
tinction of plants and animal
species, waste of forest re-
sources and encroachment of
deserts in once fertile regions.

Logging in parts of the Asia-
Pacific region continues un-
abated and large areas of
forests have been converted to
non-forestry uses.

Few, if any question., the ur-

gency to formulate and put
into action policies that re-

maining forests are managed
- sustainably

The Asian. Development
Bank's focus on sustainability
in the development efforts of
its developing member coun-
tries in general is being ac-
companied by an increased
commitment to improving the
quality of the indicators of
economic performance. An
improved methodology of eco-
nomic accounting can in turn
serve important ment
and policy-formulation func-
tions. '

share it with the Social Welfare
Department. -

The new privacy legislation

uires collection of personal
mn-mﬂmtuh:luzptmu:
minimum and ft
information collection
be done with the consent and
knowledge of the person con-
cerned.

The Dominion
said in an editorial that part of
the disquiet over the Kiwicard
stemmed from the realisation
that it was also a "social sorting
mechanism.” "It cannot help
but define the bearer as some-
one who, in the eyes of the
government., has not quite
made the grade and therefore
requires the state's’ charity,” it
said.

— (Depthnews Asia).




