‘sector and the private scctor,

EC devalues
Portuguese,
Spanish

currencies
BRUSSELS, Nov 22:

Euro Community [inance
chkl':c;:wﬂued the Spanish

and Portuguese currencies by
six cent early Sunday in
the latest attempt to clam

chaos in currency markets,

reports AP.
The move, the third re-

alignment of Eumlﬁn curren-

cies in two mo , was an-
nounced after an |1-hour

The devaluations of the
Spanish and Portuguese
escudo do not alter their val-

re‘l.l'l value (o restore
confidence in the currency
~and boost the nation's slowing

economy.
Portugal followed suit to

keep its exports competitive
with products from Span and
Britain, its main trading part-
ners.
The realignment Sunday
comes two months after the
worst u in the ]13-year
history of the European
System, which was
establ to Hmit fluctua-
tions among B:rmmrﬂﬂ and
the way a cur-
; in the 12-nation bloc.

On 14, the [talian lira
‘was by seven per cent
and Germany cut it's key

lending rate.
But this fafled to restore

??????? v W A e G e W e

which remains little more than

abstract but be-
tween a small class of people
who , Optrate and
benefit from the state and a

inspite of rather

than because of the

'mmofmu-mu.

hﬂmw "
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INVITATION TO A DIAILLOGUE

gh discrete over invoic-
ing of the imported equip-
mm can
be abroad by the
prospective borrower. How-

ever if an en borrows
Tk 5 crore 1o rt ma-

chinery but act
only 1m:f*—nhhuym.
they still have to the Tk

‘S crore to the DFI with a
productive capacity of only Tk
4 crore from which to gener-
ate the pay back for the loan.

their ente viable in the
face of changing policies and
market conditions, insufficient
domestic demand due to weak
m. and tensions on the

r front. These problems
were compounded by the
indifference of the GOB to the
mounting debt crisis due to
fhe operational faflures of en-
terprises and weak debt re-
covery of the DFis. The accu-
mulated debt labflity through

The goal of public
private sector.
private

oriented babu rqj which obstructs rather than stimulates
production-oriented system committed to promoting efficiency, real tmnsparency in distributing public

resources and full accountability for its use.

L

desirable and is an incvitable

part of the of industri-
alisation, technological g
ress and tion of the

market. We cannot forever
on handloom cloth, or
machine shops with old lathes
but have to keep abreast of
modern technology if we are to
be internationally competitive.
To the extent that our en-
treprencurial class evolves
from small indus or the

trading and professional
classes, risks, invest
by learning

equity and grow
and do they can and in-
deed have established viable
and potentially dynamic enter-
prises. The growth of the gar-
case in
point where the size of the in-
vestment has in most cases
been within the managerial
competence of the investor
and the debt leverage has not
been excessive.

The default crisis
The problem seems to have

arisen whenever entrep-ren-
eurs seek to move beyond

their resources and cxpe-
rience. This incvitably means
borrowing from the DFis. Most
such larger enterprises are sct
up by [first generation
industrialist, who either do not
have or are unwilling to risk
their own capital. Most such
investment projects thus begin
life with a heavy debt liability.
In theory the DFlIs are
expected to provide 70 per
cent of the projects in-
vestment. In practice DFI fi-
nancing ‘could cover 100 -per
cent ar 120 per ceptsalithe
necessary capital. This is man-

aged through over-estimating |

the cost of the investment and

the value of the owner's
pledged assets in the loan
application to the DFL

thus has to aim at transforming the performance of both the public and the
It hlﬁ:dh;ﬁ:ﬁi—:whln;:
means
and

private enterprise, towards

E

As a result enterprises
are condemned from birth to
default unless the enterprises
are particu pro :
Obviously scope for de-
faulting with such impunity on
their loans to the DFI] is only
possible through the con-
nivance and incompetenee ol
the machinery of ment
and to some extent the donors.
It is worth recollecting that
the seeds of the present de-
fault crisis were sown in the
period 1977-82 when the
World Bank, Asian Develo-
pment Bank and KFW Bank of
Germany indiscriminately
pushed loans to the private
sector through the Shilpa Bank
(BSB) and Shilpa Rin Sangstha
(BSRS). The managers ol Lthese
banks were put under heavy
pressure to disburse loans so
that the donors could step up

their lendirag.
Whilst loan processing in

these DFIs was always a long

drawn oul process due to both
the incflicicncy and malfea-
sancc ol the offlicers, much of
the delay ‘lay in the fact that
projects were poorly con-
ceived, often unviable and
their sponsers had limited
credit worthiness. These de-
fects were often overcome
through the telephonic inter-
vention of ministers and

oflicials who pressured bank
officials to approve loans
against their better judgement.
Once it become evident that
both the donors and the
higher level policy makers
were indifferent to the actual
bank ability of the investment

. project, bank officials felt free

o become active collaborators
in clearing unfeasible projects
in exc for some worth-
while material inducement.
The over-capitalised and
leveragiged enterprise faced
further problems in keeping

interest and penal inlerest
thus became a problem in its
own right.

The climate of default
spread from the DFls to the
NCBs to such institutions as
the Krishi Bank. Once it be-
came known that the govern-
ment was unwilling or unablc
to enforee recovery and could
be sured to easc thc dﬁ‘?t
burden, even the morce efli-
cicnt debt service clients de

The public and private sectors:

commitments made by his
predecessors to the World
Bank under the provisions of
the Financial Sector credit.

As things stand today the
default both to the DFis and
the NCBs have reached un-
manageable proportions due to
the¢ compounding of the inter-
vst Hability. The DFls show no
sign of being able to recover
their outstanding dues so that
lending by the donors to the
DFls remains suspended even
loday, seven and hall years af-
ter the original suspension. As
a consequence, lending by the
DFis for new projects remains
low and In turn new invest-
ment by the private sector re-
main low

in the 1986-9]1 pertod, co-
inciding with the 1986
Rcvised Industrial Policy, real

mufﬂurﬁgﬂ investment has
PRIVATE SECTOR

e e e e e —
remained stagnant. This sug-
gcsts that unless the DFIs ro

sume lendi the scopc for a
surge in new (nvestments in

the private sector is limited
Some donors, such as ADI3,
have tried to get round this

two sides

Rehman Sobhan, Star Guest Columnist

sector is no doubt reinforced
by the mounting lHabilities of
the borrowers the DFls
and NCBs and the fact that
4500 enterprises are now
claiming fto be sick and in

need of some rnment
sponsored debt :
xdqlhm of the
: sector

Can a poor country such as
Bangladesh aflford to have the
cream of its private sector lan-
guishing in a state of sickness,
with little new investment
taking place, factories closed
or operating at low capacity.
and debts to the DFIis and
NCBs mounting by the week?
When we sece that the public
enterprises are equally sick,
we musl come to terms with
the fact that Bangladesh is suf-
fering from a systemic crisis
which will not be resolved by
silly polemics about the limita-
tions of the public and private
sector or by simplistic condi-
tfonalities {mposed by the
World Bank and Asian
Development Bank aboyl pro-
moting privatisation and im-
port liberalisation as thce
panacea to our chronic mal-
adies, Import liberalisation is

'ﬂ--ﬂhhﬂhhm&-mnﬁhﬂ_hﬂmmmwlﬂmuﬂm;

place a recovery plan to

improve the health of already sick industries in both the private and public

sector. This will require more basic solutions which address both the malaise afflicting the whole

governance. The tensions on the labour front and the deterioration in law and
order are merely symptoms of this wider crisis.

economy and the crisis of

teriorated in their repayment
performance so that the sizc
and rate of the default aggra-
valed over the years.

Donor responses

The donors belatedly awoke

to the deflault crisis and
1985 suspended Liﬂl. dishi l'H-l‘i ﬂ

ments and new loans 1o the
DFis until the GOB could im-
prove recovery and reform the
institutions. But the delaults on
the DFls had been com-
pounded by defauls to the na-
tionalised commercial banks
NCB). Thus when the World
Bank negotiated the Financial
Sector credit with the Ershad
government in 1988 {t at-
tached severe conditionalitics
to the loan, relating to debt
recovery.

To enforce recovery it was
the World Bank who intro-
duced the provision for pub-
lishing the defaulters list and
wanted the GOB to circulate
their names to all bankers so
as to.deny deflaulters further
loans. The present Finance
Minister, who has been some-
what unfairly castigated by the
business community for en-
forcihg these severe measures,
was in fact enly honouring the

impasse by lending directly to
private cnterpriscs. But scopc
lor this is linuied by the very
inlenstve Joan appraisal proce-
dures of Lhe multilateral banks
who, il they assume the risk of
the loan, want to be sure that
their loan 1s not defaulted.
None of these cxpedients
nor the government industrial
policy reforms in 1982-1986
and in 199] have done much
to stimulate private investment

———
adding to the sickness of the
industrial sector. Privatisalion
ol this sickness will thus do
nothing to rescue us {rom the
industrial stagnation which has
affected the Bangladesh ccon-
omy over the last five or seven
years,

Improving the health of the
private and public sector is
thus of considerably more im-
poriance today than to indulge

in theoretical discourses about -
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To thus first condone and
then write down debt liabili-
ties is seen by the lakhs of
small private enterprises, the
large numbers of poor borrow-
crs [rom Grameen Bank who
have regularly serviced 98 per
cent of their loans or the mifl-
ltons of small [armers paying
higher fertilizer prices due to
the World Banks desubsidisa-
tion policy, as a further
demonstration of the skewed
system of ties of the GOB
towards the already aflluent
classes. The government thus
has to enforce credit disci-

line for gencrating resources
or underwriting new private
investment, for enforcing a

The Dolai Khal entrepreneurs, the handloom weavers, the village karigars have all demonstrated
considerable enterprise, in raising capital, accessing market opportunities,

and reinvesting this for expansion of capacity... It is the misfortune of our economy that this numerous,
has received little academie recognition, remains invisible to

hardworking and creative

constituency
policy makers and donors and has no advocates in our political arena.

innovating, making profits

in industry. Businessmen still
remain reluctant to risk their
own equity, because, they ar-
gue, the deterioration in
worker management-relations,
the unfavourable law and order
situation and above all expo-
sure to an unceriain external
market regime aggravated by
liberal imports, both illicit and
due to policy reforms, do not
guarantee them enough secu-
rity for assuring a rcturn on
their investment. This invest-
ment pessimism in the private

Paris may not necessarily -exercise veto power

French PM rejects EC-US accord

PARIS, Nov 22: Premier

Pierre Beregovy on Saturday

called a landmark farm agree-
ment between the European
Community 'and the United
States “"unacceptable,” but
stopped’ short of threatening
an immediate French veto, re-
ports AP.

"It constitutes a grave
threat to European agriculture,
and not only for French agri-
culture,” said.

He said there would be
"difficult negotiations™ ahead,
indicating that France would
not necessarily exercise a veto
to scrap the accord.

Some leading conservative
lawmakers and farmers, how-
ever, urged an immediate gov-
ernment veto.

Beregovoy and culture
Minister Jean-Plerre Soisson
urged French farmers, who
have held angry demonstra-
tions in the past week aimed
at the Socialist government
and the United States, to re-
strain themselves f[rom  vio-
lence. .

A McDonald's restaurant
was forced to close Saturday
night in Amiens, about 100
kilometers (60 miles) north of
Paris after some 100 protest-

off firecrackers and aflixing
posters to the windows, but no
major damage was reported.

in Lille, north of Amiens,
about 20 farmers burned hay in
front of another McDonald's
and took away meals for their
children.

Earlier in the week, farm-
ers had entered a McDonald's
and stomped on hamburgers as
a symbolic protest against
America. France, the EC's lead-
ing agricultural producer, had
long blocked an agreement
with the United States as
detrimental to its farmers.

No farmers’ protests were
reported Saturday, although
the Peasant Confederation rep-
resenting small-scale farmer
added to call for a massive
demonstration Wednesday in
front of the National Assembly,
which debates the long-stalled
world trade negotiations that
day.

Beregovoy used harsh words
o describe his reaction.
"Based on the information |
currently have at hand, I judge
this projeé¢t unacceptable, and
it will not be accepted.” he
said in a statement released by
the Prime Minister's office.

But he added, "We have be-
fore us thus difficult negotia-
tions,” suggesting that France
will seck a more favourable

version of the accord through
talks.

"We have sense on our
side: Europe cannot reform its
common agricultural policy in
May only to dismantle it in
November, " he said.

EC President Jacques
Delors, who is French and is
thought to have presidential
aspirations, declined to ex-
press an opinion until a final
trade pact is reached in
Geneva.

Jacques Chirac, leader of
the main conservative opposi-
tion group, the Rally for the
Republic, Saturday repeated
his party's call to scrap the
agreement. government
has no choice but to (Veto] an
accord that seriously harms
the interests of farmers,” he
said.

Philippe de Villiers, a
prominent lawmaker from the
Cgnservative Union for French
Democracy, agreed that "The
president of the republic
should make it known that
France will exercise its veto in

sels.” He said the accord
"betrays the interests of

France's Communist Party,
which often sides with the
Socjalists on vote calls, said
Friday that the veto should be
used to "say no to the

American diktat.”
Asi 1
the deal

An undated AFP report says:
Asia generally welcome the
new [arm export subsidies
agreement between the United
States and Europe, with Japan
raising the only criticism,
fearing its implications on
their rice import ban.

Japancse Prime Minister
Kiichi Miyazawa said the
agreement was "welcome,” but
added therc would be no
change in Japan's opposition
to a proposal that its lift a ban
on rice imports and instead
levy high tariffs that should be
reduced gradually.

He also pointed to the
French objections to the
agreement, pending approval
by European Community mem-

ber nations. "We need to watch

developments in the French
parliament,” he told reporters

~at his official residence.

Japanese caution contrasted
with the reaction of New
Zealand's political leaders and
farming representatives who
hailed thé agreement Saturday
as an exceptionally good deal
that would have a major impact

on the country's economy.

T'op US business

WASHINGTON : Top execu-
tives from major US corpora-
tions expect the econo to
limp long this year and to

show little improevement in
1993,

“The economy has contin-
ued the same halting and shug-
gish performance that has pre-
vailed throughout the recov-
ery.” the Business Council said
October 8.

The slow growth is project

to keep unemployment high
and inflation low, the Council
said. Meanwhile, a projected
slowdown in the economies of

?????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????????
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US interest rates and boosting
the value of the"US dollar in
foreign curre markets, ac-
cording to the forecast.

The Business Council,
which meets twice annually,
consists of the heads of the
largest US corporations. The
forecast i{s put together by a
panel of 18 corporate
economists.

US economic output is pro-
jected to rise two cent in
the second half of 1992, about
the same as in the first half of
the year but a full percentage
point below what was expected
in the forecast presented in
May. The consensus forecast is
£ #

executives

than forecast are greater than
the chances that it will be
stronger, the Business Council
report said. |

The Business Council fore-
cast was echoed by the sepa-
rate "Blue Chip" survey of 52
private economists, released
October 9, projecting 2.7 per
cent in GDP next year.

Of the 18 economists, 10
see no difference in terms of
growth prospects through next
year under Clinton administra-
tion, while 8 believe growth
may be somewhat higher un-
der Clinton. Eleven of the 18
believe the federal budget

changing thc boundaries be-
tween Lhe public and private
seclor. The fact that over 50
per cent of the 600 public en-
terprises privatised since
1974 are today closed is evi-
dence enough that privatisa-
tion is hardly a solution to a
decper economic erisis. :

We will thus have to first di-
agnose the sources of the ill-
ness infecting the industrial
scclor and put in place a re-
covery plan to improve the
health of already sick indus-

DAKAR, Nov 22: Leaders of
thec G 15 group ol developing
countries, meeting in Dakar
for a three-day summit, called
for greater cooperation be-
tween countries in the devel-
oping world and better rela-
tions with the industrialised
North, reports AFP.

Opening the third G 15
summit, Senegalese President
Abdou Diouf also urged the in-
ternational community to mo-
bilise to bring an end to the
conflicts in Somalia, Liberia ,
Bosnia-Herjegovina and Angola,
which were endangering world

iy

DAKAR: Zimbabwe President Robert Mugabe (L),

competitive economy and for
restoring a sense of social jus-
tice in its development agenda.
We thus need to find ercative
solutions to the default crisis
which reactivates production
without perpetuating a default
culture and can widen the
network of institutional credit
to the small entrepreneurs
without infecting them with
the disease of credil indisci-
pline.

The goal of public policy
thus has to aim at transforming

|G-15 urges greater Third

stability.

lic spoke, also, of the injus-
lices commilted against other
peoples, such as the Pales-
tinians and people in South
Alrica.

He said "the countries of
the North" had a "role to play
in construction of our common
future.”

He said the financial capital,
technology and knowledge of
the industrialised North were
indispensable if the developing
countries were to fulfil their
potential and called for in-
creascd South-Soulh coopera-

.....
..........

Indonesian President Suharto (C) and Senegale President
Abdou Diouf (R) attend the 8rd G-15 summit November 21
here. The meeting of the leaders of the Group 15 will end

November 23.

— AFP/UNB photo
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iween the public and privale

T 107 rcach out o

stimulate the enterprise of the

frepreetiral Tt hnd 1o fh:
oot dusigh. Such bried -
opmentl v is-
sues would need to be
down into a series

cussion. Out of such a

we may to conscientise

lh::h activists and the
pu about the need for the
the design of an agenda o
transform the performance of

the public and the private
sector.

World links

tion, which would help create
a world in which interdepen-
dence would

Acting Brazilian President
Itamar Franco, speaking on
behalf of the countries of Latin

Ly

il

}

development were
which best described the aspi-
rations of people in those

mw::mﬁ.rged respect for the
‘free opindon of voters”

‘and called on the international

community to condemn all at-
tempts to achieve a solution by
force in Angola.

There had been a deterio-
ration in the economic rela-
tionship between North and
South, Franco said. "The de-
veloping countries have
opened their markets but, be-
cause of northern protection-
ism, they have not been obtain-
ing reciprocal benefits.”

Indian Prime Ministcr

Narashima Rao called for a
"global partnership betwecen

North and South.” .

Egyptian president Hosni
Mubarak said the South
needed to have realistic aims,
and move forward in slages
toward cooperation with the

North.
G 15, comprising A ‘

Argentina, Brazil, Egypt,
Indonesia, Jamaica, Malaysia,
Mexico, Nigeria, Peru,
Sencgal, Venezuela, Yugoslavia
and Zimbabwe, was founded in
1988

= ﬂ

see continued weakness in economy

"At these levels, the deficits
arc approximately 5.5 per cent
of the nation's total gross do-
mestic product, the highest
ratio for any two-year period
since the 1940s,” the
economists said.

The panel said the indus-
trial production is still not
back to its pre-recession high,
and i{s not now expected to re-
gain that level until early in
1993.

"Within this overall envi-
ronment, no major sector is
viewed as likely to turn in a
truly strong performance,” the
Business Council said. Bul the

pressed levels, But the growth
fn consumer spending — pro-
jected to average 2.6 per cent
during the four gquarters of
1993 — would still be only
about three fourths as [ast as
the average h over the
past 30 years and well below
the pace typical during recov-
eries.

The Business Council
economists sce some slight
further easing in inflationary
pressures, projecting con-
sumer prices to rise about 3.25
per cent du 1993. :

The panel lorecasts corpo-
rate profits climbing 15 per

It expects the unemploy-
ment rate to remain around
7.5 per cent through the
spring of 1993 and then drop
to 7 per cent at the end of
next year.

The economists said they
expect the Federal Reserve,
the US central bank, te con-
tinue to ease monetary if
the economy remains
and some fiscal stimulus to be
enacted sometime next

'regardless of which

wins the ;

A majority of the panel see
some tightening of menetary
policy by the middle of pext

"Even the h t growth

it .
This will dampen US ex-

only 2.1
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